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Introduction
This report is based on a 6-day seminar on agricultural policy issues held in February and March
1978 at the Spring Hill Center, Wayzata, Minnesota. The seminar was sponsored by the University of
Minnesota through its Agricultural Extension Service and Department of Agricultural and Applied
Economics in cooperation with the following:
Cargill
Farm Credit Banks of St. Paul
Federal Reserve Bank of Minneapolis
First Bank System, Inc.

Minnesota
Minnesota
Minnesota
Northwest

Bankers Association
Dept. of Agriculture
Farmers Union
Bancorporation

Spring Hill Center
U.S. Chamber of Commerce
Upper Midwest Council

The report is based on the papers and discussions of the conference. In some instances, unfortunately, the recording equipment failed to function and some verbatim records were lost. This is
regrettable, and we apologize to those speakers and discussants and to the reader.
The purposes of this report are to provide a record of the conference to the participants and, to
the extent possible, provide a useful reference for those interested in these issues.
Several factors made this an opportune time to examine changes taking place in agriculture--changes
that have important implications for farmers, rural communities, and the institutions that serve them.
Foreign commodity sales and trade patterns are becoming increasingly important to farmers. Rising
land prices, higher energy and other resource cost's, along with then depressed commodity prices, combined'
to produce unusual credit and cashflow problems for many farm operators. The concerns were genuine and
affected many other people in addition to farmers.
The seminar was designed to examine such questions "in depth" and with candor. The intent was to
review the unusual set of questions currently facing farmers, agri-businesses, farm lenders, and other
support institutions and to obtain the best information available about government programs, market
prospects, and operating and financial needs. After the review, we began to work toward better understanding of the issues and what the appropriate solutions may be, whether those solutions require action
through government policy or management and financial practices. It was not the purpose of the seminar
to reach a consensus or formulate policies or positions that would be endorsed by the attendees. Rather,
we tried to encourage the exchange of ideas and learn from each other so that each of us could work from
a better base of informed opinion to support those programs and policies most appropriate to our respective values.
The issues, clearly interrelated, were grouped into three appropriate discussion areas:
Domestic Agricultural Policy

International Trade Patterns

Capital, Financial, and
Credit Needs

The views expressed in individual papers and attributed to the authors of those papers are those
of the authors and do not necessarily reflect the view of their employers or the sponsors of the
conference or this report.

Acknowledgements
This report and the conference on which it was based were =ade possible by financial assistance from:

Cargill
Farm Credit Banks of St. Paul

First Bank System, Inc.
Northwest Bancorporation

Spring Hill Center

The conference chairmen and sponsors feel a strong debt of gratitude to the above agencies and to
those who helped in so many way to make the conference possible. Diane Grayden and Ann King provided
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others.
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SESSION I Domestic Agricultural and Food Policy
Moderator: Luther Pickrel
February 27,1978
February 28,1978

Agriculture in the Nation's Economy:
An Overview of Political and 'Economic Factors

Two important facts about agriculture at the present time are its
instability and the renewed public attention to agricultural problems.
World-wide crop losses in the 1970's upset the previous pattern of stability. For a while, we had shortages, but now there are surpluses again.
Climatologists forecast continued climatic change. Russia, which has
a very unstable agricultural base, will therefore be periodically buying grain on the world market, adding to its instability.
Price increases and expanded food exports have reminded us of the
importance of agriculture to the rest of the U.S. economy. Many urban
people now feel they have a vital interest in and want to be involved
in the creation of agricultural policy. However, the main factors that
affect prices are not the result of policy decisions; the size of the
harvest and the demand for food are still the critical factors. Also,
in spite of rhetoric, agricultural policy has shown more continuity than
change over the last 50 years, both in objectives and in tone of policy.
Slogans such as "100 percent of parity" persist even when such an objective is unreachable.
World grain production in 1978 will be a little smaller than last
year. Cattle and hog prices are already improving. The long run outlook for agriculture is excellent.
In spite of the continuity of policy, there is one new element,
the food price stabilization policy. The tools of this policy are
support of research so that agriculture production can expand, establishment of grain and oilseed reserves, and occasional use of limitations on
exports. The grain reserve program is new in that it is seen not as
an unwanted surplus but as a reserve to protect against extreme price
increases.

John Schnittker
Recent events have again focused attention
on U.S. agriculture, after a long phase when agriculture was not so popular. The shortages of
1972-1976, the sudden surpluses of 1976-77, and
the farm strike have all had their impact. We
heard for many years that agriculture was a declining sector in terms of its percentage of the
total economy, percentage of the labor supply,
etc. Then in 1973 agriculture suddenly became
a growth sector. About 1973 or 1974, all kinds
of instant experts appeared, wanting some of the
action in this new and popular sector. In recent
months I have been invited, or know of people who
have been invited, to appear at food and agriculture seminars at Yale, Columbia, Haverford, Dartmouth and Princeton, along with Minnesota, Kansas,
Oklahoma, and Iowa. So there is a new group of
People in the act, which is not at all bad.
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Farm production has always been unpredictable, but experience from around 1940-1970 told
us that the production trend was pretty stable
with few interruptions. Grain surpluses dominated markets in most years from about 1953
to about 1971, and farm prices stayed near
support levels almost without fail during that
period. No one worried about food prices,
because inflation was limited by the availability
of huge commodity surpluses which were ready to
come into the market the instant a shortage developed somewhere. Agriculture was a stabilizer for the rest of the economy during the late
1950's and all of the 1960's.
The corn blight in the U.S. in 1970 gave
us a premonition of what was to come. Then the
massive crop losses in Russia, China, Australia,

the value of agricultural export (22 or 23 billion
dollars) was just equal to the value of energy
imports. It was said agriculture would save us
from too high an energy bill. But energy import
costs have increased sharply and agricultural exports have not, so this is no longer talked about
quite as optimistically as it was just a few years
ago.

Western Europe, the U.S., and other places from
1972 through 1977 shattered the idea of agricultural stability and may have given us the impression that the sector would always be unstable.
Now we have a surplus again, and we can't quite
be sure which is the trend--surpluses and stability, or shortages and instability. We won't know
for some years which is the real situation, and
we will get a number of false signals over the
next couple of decades on this question.
At about the same time as the recent crop
failures, the ideas of climatologists began to
be heard: "The world is cooling," "The world is
warming;" "Crop or drought cycles will come every
20 years". A lot of simplistic "Headline" approaches to the world's climatic future were
heard. What seems clear to me is that food and
agricultural policies during the remainder of
this century and perhaps longer must account for
the effects of unpredictable weather and climate
in ways that we did not experience in the last
generation or two. There is the outside possibility that in terms of climatic instability,
the worst may still be ahead of us.
It is ironic that the new instability in the
farm and food sector in recent years developed
just as more and more nations, especially Central
Plan nations, had adopted policies that promised
their people better lives as consumers and stable
growth of meat supplies. Decisions and actions
by nations whose food supplies are inherently unstable (Russia is the best example) eventually
increase the instability of food supplies in the
rest of the world. Thus we will have to cope
indefinitely with an external factor about which
we have little information and almost no control:
the fact that Russia is going to buy for its
people an increasingly large grain supply in order
to insure an increasing meat supply. Russia has
an agricultural resource base that is among the
most instable of any large country in the world.
Periodic large and small forays by the Soviets
into the world grain market are inevitable during
the next 10 or 20 years. There are, of course,
both stabilizing and destabilizing elements in
that.
Recent experience with unstable food supplies
and rapid expansion of export sales of agricultural products has once again reminded us of the
importance of the farm sector to the whole economy
in the U.S. Food price increases of 10-20 percent
in a single 12-month period, and a sharp increase
in agricultural export earnings are two indicators
of the linkage between agriculture and the rest
of the economy. .The concurrent sharp increase in
U.S. energy imports provided an interesting linkage, because for a time American agriculture was
held out as our principal means of salvation in
world trade.
There was a time two or three years ago when
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We are being reminded, sometimes by familiar
signals, and sometimes by signals we haven't heard
before, that agriculture is an important part of
the economy. We are also being reminded that
agriculture is neither unique in its relationship
to the overall economy, nor is it often a controlling factor in what happens in the economy. It
is simply important, and more important in some
regions than others. I know this flies in the
face of a common wisdom among farmers and rural
people, who say that depressions start on the
farm. I think it is sobering to note how personal
incomes in the U.S.; have grown during some very
poor times on the farm, notably the late 1950's
and the 1960's which were boom times in general
but bad times for farmers. It is also sobering
to remember that the most recent "golden age"
for farmers--1973-1975--was a period of general
economic turmoil leading to the recession of 1975
and 1976. I hope that for this conference we
can set aside some of the old platitudes and
really look at the new linkage, the new relationships between agriculture and the rest of the
economy.
I want to say a few words about political
factors. There has been some erosion of farm and
rural political power in the U.S. because of the
massive changes that have occurred the past generation or two in where people live and work.
Farmers have long been over-represented in Congress and they will continue to be. The Senate
of the United States, where membership is derived
without any attention to size or population of a
state, is organized in a way that will favor
farmers for a long time, or even permanently.
The House was once- somewhat like that because we
had such a tremendous lag in reapportionment of
districts. We also had a very long tenure by
Congressmen from the South who were principally
Democratic and were often chairmen of committees.
Since they were agrarians, they exercised an overriding role in the House of Representatives of
15 to 30 years ago. •But the House has changed
and it -now serves as the bottle-neck and "public
conscience" for farm and food policy legislation.
It is my experience and observation that the
United States Senate will debate and pass bills
a lot more favorable to farmers than will the
House. These same bills must also pass the House,
so there is a balancing act between the two. When
you get two bills.to a conference between the
House and the Senate, you have quite a discrepancy between what the Senate- has passed and what
the House has passed, usually with the Senate

substantially more favorable to what one might
call a narrow farm interest or a narrow commodity
interest.
The decline in farm population and voting
strength has not necessarily limited the ability
of farm groups to secure favorable legislation.
Many observers have noted the tendency of small
and well-organized farm groups to get their way
With Congress. Inclusion of some obscure Southern crops as "basic crops" in the 1930's and the
continued expensive support for tobacco, peanuts,
honey, sugar, and some other less well-known
Southern crops are indicators of this tendency to
be able to get bills through Congress if you are
well organized and closely knit. Never were
Wheat and corn farmers represented so poorly in
Washington as thirty or forty years ago, when
there were many more of them. There were a lot
of other factors at work there including, in the
last 10 to 20 years, the tendency of the principal
farm organization--The American Farm Bureau Federation--to adopt such unrealistic positions on
agricultural policy that they always lost. That
also eroded the political strength of wheat and
corn growers because the Farm Bureau was strong
in the Plains and the Midwest, where wheat and
corn are the principal crops.
I think that may be changing. My own view
of the Farm Bureau is that, with new leadership,
it has become a little more realistic in the last
couple of years. Perhaps this will affect the
way in which wheat and corn farmers are represented. But in my view, wheat and corn farmers,
in the 20 years I've been in and out of Washington, have never been represented with the skill
and precision and continuity that the peanut growers and the honey producers have been represented.
Being few is not necessarily a liability. Those
of you who are or know about dairy farmers must
realize that in the last 10 or 15 years, as the
number of dairy farms has declined, the intensity
of organization has increased and representation
before Congress has also improved.
Interest in farm and food affairs by urban
People and by city representatives, especially
since 1972, is an important political factor and
Will be for the next decade. Farm state representatives, USDA officials, and farmer lobbyists
Often complain these days that everyone in
Washington wants to be in on a meeting on farm
and food policy. I think this is a constructive
d evelopment, although it makes for some long and
tedious negotiations within the government when
some issue having to do with support levels or
reserves has to get through the Office of Management and Budget before it can be sent to the Congress. Farm officials don't have a monopoly on
good policy ideas. The Council of Economic Advisors must interest itself in food supplies and
Prices because overall inflation is such a critical indicator of economic health. City people

have a vital interest because they are affected
by food prices and also because of huge budgetary
deficit spending in one area of policy (such as
agriculture) will limit what can be spent in
another area of policy (like housing, welfare, or
food stamps). I think it is a constructive development that there is a broader interest in
farm and food policy than there was 10 or 20
years ago.
We have had, of course, agricultural policies for a long time, but they seldom have been
determining factors in the overall agricultural
situation. An exception may be the late thirties,
when certain policies rescued a lot of farmers.
The first lesson I want to leave with you in
respect to policy has to do with its limitations.
There is a tendency for persons who have not
held high office, or who have not observed it
closely, to attribute too much power to the
office and too much ability to the official. In
short, to be intimidated by Washington. I think
it has long been and continues to be true that what
happens in the fields and the feedlots is far
more important to the economic health of farmers
and rural institutions than what happens in Washington or St. Paul. The size of the harvest and
the demand for food in the markets are still the
critical factors. In most situations, policymakers have relatively little power to stop a
trend which is going one way or the other because
of real market factors--small harvest, large
harvests, loss of purchasing power, reduction
in the demand for meat, etc. Policymakers don't
see things more clearly than we do. In fact,
policymakers at the level of the top 20 or 30
people in any Cabinet department these days are
beseiged by so many demands and requests that I
suspect they see things a good deal less clearly
than you and I. This is partly because they have
too much information and really not enough mechanisms to filter out the superfluous information.
Lucky officials often claim credit for their policies or for themselves for some important event,
when in fact, neither the policy or the individual
was effective in bringing about the event. And
unlucky officials and their policies may be discredited by events that occurred long before they
took office.
We have some recent examples of this. Secretary Butz got and claimed credit for the extreme
prosperity of 1973, 1974, and 1975. I suspect
that if we had abolished the Department of Agriculture in 1972, we would have had about the
same level in farm income in 1973-75 as we had,
because of events that took place in the rest of
the world. Secretary Berglund came into office
at a time when the 1976 harvest promised to add
50 million tons of grain to the world's stockpile. While prices had not yet collapsed, the
price decline was just around the corner, and
there was literally nothing he could do about it
in the short run.
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A second lesson that I want to speak of in
regard to economic policy for agriculture is its
continuity. The 50-year farm and food policy
struggle since the 1920's has been concerned
consistently with good and stable incomes for
farmers and adequate food supplies. The principal tools of policy have been price supports,
production adjustment via acreage controls, payments to farmers, rising support for research and
education, expanding credit programs, and, more
recently, export expansion. Of course, these
tools are shaped a little differently in the 1970's
than in the 1960's, and certainly differently than
in the 1930's, but there is a tremendous continuity in the basic objectives of policy and in the
basic tools of policy.
Now every four to five years a new Administration comes along and tells us that in the new
Farm Bill revolutionary changes have been made.
Perhaps someone will tell you this in the conference. Only a few years ago the public was
convinced that the new farm and food policy of
the country was termination of price supports,
termination of acreage controls, and near zero
budgets for farmer supports--that this was the
law of the land and would continue. Then the
bad times came in 1976-77 and, superficially,
we seem to have had a change in policy. Much
of the public believes that since the new Administration came in there has been a tremendous
change in policy. I would put it quite differently. There has been a change in the circumstances affecting policy, but the 1977 Farm Act
has much more in common with, than divergence
from, previous acts, even though the fine print
which many of you as farmers and bankers have to
be concerned with is certainly different. So
remember that what change most are the rhetoric
of farm policy and the circumstances that determine the size of the harvests.
Slogans also change from time to time as
part of the change in rhetoric. Parity is the
most durable and I suppose the most obsolescent
of our current agricultural slogans. It is the
one that is taken most literally because parity
is a number. It is $5.03 wheat, and $3.50 corn,
and $11 milk, or something like that. The present debate on 100 percent of parity, set off by
the American Agricultural Movement, is probably
driving another nail into the coffin of parity
prices. It will take a long time because this
has been an extremely durable slogan, but perhaps
there will be a better slogan in the future.
Recently when I talked to a group of strikers and others out in Kansas, they were all
charged up during the question period about
parity prices and 100 percent of parity for
wheat, until I mentioned parity income. Suddenly they began to see that the notion of parity
income, which I simply described as the opportunity to earn as much in farming as in similar

occupations, was a realizable goal. Even the
most militant strikers at this meeting were quite
clear in their own minds that reaching 100 percent
of parity prices for wheat, corn, and the other
commodities was hardly possibly during the next
few years. Perhaps we can move the interest in
a parity price to an interest in a parity income
and begin to develop policies that are built
around this kind of objective.
However, I think the 1978 experience is not
encouraging. We have Congressmen introducing 100
percent of parity bills, hearings being held on
them, and economic studies on the effects of 100
percent of parity. We are going through the motions again as if we thought that this was a
reachable policy objective. As I see it, each
year's farm income is determined pretty much by
the size of crops here and abroad, by the stocks
on hand as the new harvest began, and to a limited extent by policies and programs applicable
to those crops. The farm price and income situation in 1977, as in 1972-1975, was dominated by
a major change in the factors influencing grain
markets.
You may wonder why, when I mention markets
at all, it is almost always grain markets.
Grain is so important in the world that one can
almost talk about grain and food interchangeably.
Grain is grown on about two-thirds of all the
harvested acreage in the world each year. We
can put oilseeds and grain together, because
oilseeds are utilized in very much the same
fashion as grain, and they are interchangeable
on the same land on many farms in many countries.
Grains and oilseeds are produced on nearly 80
percent of all the land in the country. That's
why I talk about grain. Grain is the great
common denominator of the world food situation.
When grain is short, food prices will rise some
time after.
In the year ahead I think that U.S. and
world grain production will be a little smaller
than in 1976-77. American farmers are already
showing some signs of planting a slightly smaller
acreage. Set-aside for wheat, and for a lesser
extent for corn, will have a certain small effect. I think total grain stocks as we approach
the 1978 harvest will not be larger than a year
ago. The culprit was the 1976 harvest, not the
1977 harvest. We have not added to stocks as a
result of the 1977 harvest. For wheat on a
world-wide basis, stocks are being reduced
at the present time; while for coarse grains,
especially corn, stocks are increasing. I would
say the chances that wheat will stop being a
policy problem in 1978-79 are a little better
than for the feed grains, partly because world
wheat stocks are already being reduced and partly
because the U.S. wheat program is going to be
effective as a set-aside. We are already seeing
some improvement in cattle prices, which was
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expected, and in hog prices, which to us at least
• was somewhat unexpected.
New policies in the 1977 Farm Act may help
a little, but the 1977 Act, like most previous
Acts, was designed to help farmers stay in business during the bad times. If any farmer looks
to the 1977 Act or to any previous Act to make
him rich, he will look in vain. Only large
crop failures abroad or in other places in the
United States can turn 1978 into a really prosperious year for an American farmer. Having
said that, I would argue that the long run outlook for agriculture is excellent. Continuing
increases in consumer incomes, erratic climate
and weather, and rapid expansion of trade promise
some good years ahead. And that too is part of
the economic and political climate of 1978.
My emphasis on continuity as a major factor
in farm and food policy may cause you to ask if
nothing is new. Well, there are some new things
and I want to call attention to some areas where
there is a degree of novelty in either the new
Act or in programs that the Secretary is putting
into effect under authority that already existed.
In passing, I think in recent years the new
militancy of urban members of Congress on farm
and food policy issues has brought an increasing
rigidity to the farm programs, with less discretion for an Administration to make decisions
Which would help it adapt to changing situations.
This seems to me an unfavorable development
because if we are indeed getting into a more
unstable period because of climatic uncertainties and because of the unknown and uncertain
demands of Russians for U.S. grain and oilseed
suPPlies, I would think that a Secretary may
need more discretion to adjust farm programs to
changing situations. Yet the new political
situation is giving him less discretion.
Some observers would cite promotion of
agricultural exports as a new policy in recent
Years, I agree partly. I think that every
Secretary of Agriculture since 1952, if asked
to give an oral history of his period, would
cite a new emphasis on agricultural exports.
I have seen this written by Secretary Benson;
I experienced it with Orville Freeman. I know
that Dr. Hardin and Dr. Butz look upon their
Periods as times when exports were emphasized
verY strongly. So I would argue that a policy
continuing and expanding programs that will
nelP facilitate exports--credit programs, grain
quality, better shipping and so forth--is im1?ortant. It is newer than price supports, but
it is not exactly new with any Administration
since about 1960.
I don't mean to argue that market developdent is not important, but I do say that market
development without the markets being out there,

without a growing demand by Japan, Russia,
China, and all of the other importing countries
of the world, just can't get very far. I think
it is definitely worth its money; I think it has
done great things in expanding the U.S. sales
for certain products earlier and more rapidly
than would otherwise have been the case, but
market development is not the critical factor
in export expansion.
Nor are trade negotiations. Some people--in
a year like this when a major trade negotiation
is underway--are saying that if we don't get a
successful conclusion of the negotiations,
agricultural trade will slide down hill. I was
in the Department of Agriculture in the 1960's
when some agencies used to agree that if the
Europeans didn't terminate their agricultural
policy, our exports to Europe would slide.
Well, our exports to Europe have risen. Maybe
not quite as rapidly as they would have, but
they have risen nonetheless. So again I argue
that events and circumstances affecting the
demand for products are really the determining
factors.
However, there is an important new policy
element. It is the "food price stabilization
policy." This is a direct result of the recently
demonstrated linkage between agriculture and
the whole economy. The long-term tool of this
policy will be continued support for research
so that agricultural production can expand.
Other tools are the establishment of grain
and oilseed reserves to meet short-term situations and, as a last resort, the occasional use
of limitations on the volume of exports.
There have been developments in each of
these three areas in the past few years.. I want
to cite first the experiences of 1975. Many of
you remember that the Administration put in an .
export control program for soybeans and soybean
products in May or June of 1973, after having
said for months that they would never do it.
The situation got out of hand and they finally
did it just about the time the need for it had
passed. That caused a tremendous debate within
the government about the importance of keeping
adequate grain and oilseed supplies at home so
that we could avoid extreme ups and downs in
food prices.
In 1975 our own corn and soybean crops
were looking rather doubtful in mid-summer. It
was becoming rather well-known that the Russians
were facing a disaster. We just didn't know
how serious the disaster was. In August or
September, the Administration was debating the
question of putting on export controls for
corn, wheat, and soybeans in that year. The
principal question then being asked was: If
we don't put on export controls and if the crop
yields are low, how much will food prices rise
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price at which these stored reserves can move
into the market.

going into the 1976 election year? It was calculated that food prices might rise too much, so
much as to make inflation a big election issue.
The Ford Administration put on the export embargoes for a month or two. Farm prices came down,
and low farm prices became a political issue instead of high unstable food prices. But I think
that out of that debate of 1973-75 came a new
realization inside the government that in a real
emergency any President, Republican or Democrat,
is going to do something about slowing down exports.
Those of you who followed the political
campaign fairly closely in 1976 might remember
that at first President Ford and Senator Dole
were saying we will never again embargo or limit
exports. Mr. Carter went to Des Moines about the
middle of August of 1976, and in a speech he
said, "I would never embargo or otherwise limit
the exports of agricultural commodities." The
next morning Mr. Carter issued a clarification:
"Well, in a real emergency, so we have enough
at home and so food prices didn't rise too much
at home, I would." That afternoon or the next
morning, Senator Dole in the same forum made a
similar clarification.
There are conditions, very extreme conditions, under which we would again limit exports
to avoid extremely unstable food prices, but the
main new feature of the "food price stabilization
policy" is grain reserves. The grain reserve
program is a new program. We have had surpluses
before, but when we had surpluses in former years,
the late 1950's and nearly all the 1960's, we
wanted to get rid of them. In fact, the law and
the administrative regulations from about 1958
to at least 1971 directed the Secretary of the
Department of Agriculture to move the surplus
out, to sell it any time the price got 5 percent,
and later 15 percent, above the loan or support
level. It is a very different thing to look
at a pile of stored agricultural commodities as
a reserve that you keep to protect against extreme price increases than to look upon it as
an unwanted surplus that you are going to dump
in the market as fast as you can.
In the 1960's, if we had a wheat loan, the
price never got more than a few cents above that
loan, because each time it did we shoved in
another million bushels of CCC-held wheat until
it was all gone. Under the new program, which
was instituted by the Secretary before the Farm
Bill passed but is now partly embodied in the
new Farm Bill, there will be 300 billion bushels
of wheat and as much as 17 to 19 million tons of
feed grain stored and owned by farmers. It will
not come into the market until prices rise to
what I call the "reserve release prices." Wheat's
release price is $3.15; its maximum release price
is $3.94. Those will change as the loan level
changes, but they are, at the movement, the lowest
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The farmers of course, own this grain and
they have the option of not putting it in the
reserves. But I am convinced that a large
amount of grain will go into the reserve whether
they've reached 300 million bushels or the 17
million tons target or not. Once it is there,
the farmer will have to pay a penalty if he
wants to take it out before the price gets to the
release price. My view of this situation is
that this program can help to raise farm prices
above the loan levels a little more rapidly
than under the old regime of the 1960's and
early 1970's. But since the reserve will be
held off the market while the farm prices rise
moderately, it will be there to prevent extreme
price rises.
I think the chances of having an increase
in wheat prices to $5 like we had in 1973 or
1974 are more limited now than during a few
years ago. Those of you who follow commodities
closely will recall that when the '72 Russian
wheat deal came along this preoccupation of
getting rid of the surplus was still with us.
One of the points that Secretary Butz was criticized most strongly for in the following years
was dumping that surplus at low prices. He
shoved it into the market quickly, and wheat
and corn prices didn't rise very much until
early 1973, after the government had sold
nearly all of the stocks it owned. In the new
situation once the reserve is built, wheat will
be held until prices get to $3 or thereabouts.
Corn will be held until the price rises to at
least $2.50. I believe that this program has
some chance of succeeding in its objective of
stabilizing food prices when crops are short,
just as this summer it should help farm prices
stay a little above support levels.
A moment ago, I mentioned the question of
trade negotiations. In terms of what will happen
this year or next compared to what happened in
the 60's, continuity is again much more prevalent
than change. Each time we go into a general
trade negotiation, agriculture goes in with high
hopes that we can break down some of the barriers
in Europe or in Japan that are limiting the flow
of American agricultural products abroad. Each
time, after three or four years of argument
and of counter charges being thrown back and
forth, we came to a realization that it is
easier to make progress in lowering tariffs on
industrial products than it is in lowering whatever barriers exist to the expansion of agricultural trade.
Therefore, each time we come to the conclusion of a trade negotiation, we see at last that
the improvement in the conditions that govern
world agricultural trade is relatively modest

compared with the improvement in conditions (such
as tariffs and duties) that govern trade in industrial products. I think this will happen again
in 1978. I took part in the 1967 trade negotiations. In the end it was a question of accepting
or rejecting a little bit of progress, mostly in
obscure products like meat by-products and tobacco, and getting very little improvement in the
terms of trade affecting the big agricultural
commodities that we export. So don't be too
discouraged with this; it is the nature of the
situation.

Q: You said that they would possibly relieve the farmer of penalties that he may have
to face when he undersells the release price.
What do you refer to there, the interest rates?

Q: Do you see any new thrust coming from
Carol Foreman and others about nutrition and agricultural policy?
A: I don't see anything consequential. The
rather extreme Outlook speech that Carol Foreman
made last November needs to be put into proper
Perspective. The mainstream of food and agricultural policy continues to be adequate food supPlies, continued support for farmer income, food
for those who don't have incomes, and food safety.
By food safety, I mean protecting the entire food
supply from whatever poisons or dangers may get
into it along the processing line. Foreman, at
the Outlook Conference, spoke as if the mainstream
of food policy had to do with encouraging the
Production of things "people ought to eat," and
discouraging the production of products that
'People ought not to eat," in a nutritional
sense. I would call that the periphery of national food policy.
Q: Do you believe the grain reserve will
reach the target enrollment or at least close
to it? How much grain has gone. into reserves?
A: First, the only commodity for which the
reserve is already active is wheat. So far, about
115 million bushels of 1976 crop wheat coming out
of loan have been pledged to the three-year reserve. On March 1, all 1977 crop wheat that is
under loan can be put into the reserves. A farmer
waose loan goes on to Nay can begin to collect
storage on March 1 if he applies to put that 1977
crop wheat under reserve. Secondly, 'a new program
Which is now being sent to Congress calls for a
Purchase of up to about 220 million bushels of
Wheat for a reserve for world food emergencies,
Which is supplemental to the three-year farmerowned reserve. I am optimistic about reaching
the wheat reserve objectives, but not the 17 or
19 million ton feed grain objective because corn
farmers have never been as storage-oriented as
Wheat farmers.
Q: Is there any chance they will have to
sweeten the far end of the reserve program to
Protect a person from price depression at the
end of those three years?
A:

Last week they raised the storage pay-

ment from 20 to 24 cents. They will probably
raise that again over the years as costs rise.
The resale price--the trigger price--will also
rise, and maybe some adjustments will have to be
made to forgive farmers some of the penalty that
they incur by marketing this wheat or corn before
the new trigger price is reached. We have no
experience with this kind of program. We have
had surpluses and have dumped them, but this is
a new reserve policy, and we will just have to
try it out.

A: No. Under the current regulations, a
farmer who puts wheat under the three-year reserve now and decides to sell it when the wheat
price reaches $3 will pay a 15 cent per bushel
penalty. If he sells at $2.75, he will pay a
40 cent per bushel penalty. That $3.15 is
going to rise as loan rates rise. I think if
three years from now $3.15 has become $3.40, a
farmer will be allowed to market his wheat
at $3.15, if he put it in the reserve in 1978
when the trigger price was $3.15. There may
even be some times when it is felt that the
grain is so badly needed that the penalties will
be relaxed. This would be unfortunate, because
certainty about these regulations is important.
Once farmers have entered into a contract they
ought to be held to it, but there is a tendency
for these things to slip a little.
Q: I take it from your comments that you
generally support the Secretary's program, but a
lot of farmers are not supporting it too well.
Would you care to comment on that?
A: I think it is quite understandable that
farmers are not very interested. First of all,
we haven't had any set-aside for 5 years. We
simply did not need it. Prices were far above
support levels, and policy was on the shelf.
During that period, the machinery of state and
local farm program administration largely atrophied. ASCS, which was built during the late
1930's and 1940's with young men in their late
20's and early 30's who retired in the late
sixties and the seventies, atrophied visibly.
And farmers are resentful of having to go back
to acreage control. In their hearts, they don't
blame the present Administration or Secretary
Bergland, they just don't like the idea of
having to go back into the county ASCS office.
I was surprised when as many as 19 percent of the
farmers on January 1 said that they intended to
participate in the feed grain set-aside. Those
farmers knew next to nothing about the details
of the feed grain set-aside, because the Department has been slow about getting information
out to the country. If 19 percent were willing
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to go in on January 1, I think that we might very
well get 30 percent of the corn acreage in the
country into the corn program. I base that on
the fact that corn and wheat are produced on some
of the same farms. The incentive to go into
the wheat program is so large that if you raise
some feed grains too, you almost have to go into
the feed grain program. Also, some farmers are
intensely program oriented, and will participate
in almost anything.
Q: Why do you feel that even if we had a
disaster in a couple of countries, as we did
before, that the 140 percent and the 175 percent
release prices would prevent a recurrence of that
$5 price of wheat?
A: My first answer is because the grain
would still be in U.S. hands. The farmer is not
forced to sell it at $3.15, or at $3.94, if there
is a wheat shortage in 1978. It will be quite
different in 1978, to have that reserve still
to be sold when we get news that the wheat crop
is declining in the world. In 1972 and 1973,
all stocks had been sold and shipped abroad.
I don't want to leave the impression that the
reserve will handle anything, but if we get a
crop failure in 1978-79 approximately like 1975
or like 1972, prices won't go as high. I think
farmers will be happy with $4 wheat and $2.80
corn, but we are not as likely to get $6 wheat
and $3.70 corn as we were before.
Q: Do you think it realistic for USDA to
think that a large enough percentage of farmers
will participate in the program without diversion
payments?
A: You may recall that some years back the
government made a guaranteed lump sum payment to
the farmer, based upon his yield and the acreage
he diverted. This year the farmer may think he
is going to get 10c a bushel payment on his corn,
but if the price rises to $2.10 because of shortages abroad, he just gets the $2.10 in the market
and no payment. It is a disappearing payment,
not a guaranteed lump sum. The question, then,
is will the government make a supplemental diversion payment in the corn program? I think
they have crossed that bridge; they've said "no"
to this enough times that I think it is final.
Also, the rules and regulations are already in
the explanatory material. USDA is willing to
settle for 25 or 30 percent participation in the
feed grain program in the first year. In
another year they might make diversion payments.
I think a part of the rigidity that I mentioned
a moment ago is visible on this question of
payments for corn versus payments for wheat.
Cooperating wheat farmers will get 75 or 85 cents
a bushel this year if wheat prices are low. Corn
farmers will get 10 cents a bushel; barley growers will get 38 cents or something like that. .I
think that the inequity among commodities will

become an embarrassment very quickly for the
present Administration. And it will take a
change in the law to adjust for this inequity.
This is part of the rigidity that Congress is
increasingly introducing into farm programs. It
is writing each year's program with numbers and
formulas and leaving the Secretary relatively
little administrative discretion. The Secretary
could have increased price support payments on
corn this year only by lowering the loan. If he
had lowered the loan to $1.90, the corn payment
would be 20 cents. But who wants to lower the
loan?
Q: Isn't it also true that there are provisions for the Secretary to make direct payments
and that there is ample flexibility within the
1977 bill to accomplish a larger set-aside?
A: Yes, there is ample authority to make the
additional or diversion payments, but I think
they have firmly decided not to do it at this
time.
Q: Would you say some more about the distinction you made between "parity of price" and
"parity of income"?
A: Congress directed the Department about 10
years ago to make a study on parity income,
which has been mentioned in laws for a long
time. Let me define it simply. A parity income
objective would say that "farmers should have
the opportunity to earn as much in farming as
they would earn in a similar occupation where
their skills, their investment, and their risks are
similar." In the 1967 study, it was estimated
that if prices could be a little above 80 percent
of statutory parity at that time, farmers would
be earning as much as small businessmen in other
types of activities. In 1973 and 1974, farm
prices averaged 84 percent of parity in one year,
and 91 percent of parity in another year. This
is price parity. Farm income levels in 1973
and 1974 were at 80 to 90 percent of statistical
parity, and were far above income parity.
Q: What you say is true. Yet, there is
the old problem that farmers that were big
enough and had a pretty well organized farm were,
in fact, earning income parity at that kind of
level. But small farmers still were not earning
adequate family incomes and wouldn't, as a practical matter, if you jacked up prices to 150
percent of parity. Now there are several issues
floating around in that, including skill levels
and opportunities.
A: That is a very important point. What I
have said here relates to the one million or
so farmers in this country who have farms and
other resources large enough to earn a good
income at the prices.I mentioned and who have
a farm big enough to keep them occupied gainfully
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during much of the year. But if you own 80 acres
in the South Carolina Piedmont, you would have
to have 200 percent of parity prices to get a
good. income.
Q: One could almost generalize that and say
there isn't any farm policy that is going to deal
effectively with all of the small farm problem.
It really is less a farm problem than an inadequacy of training, resources, ownership, and so
on.
A:

It is an employment problem for the most

part.
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Q: Do you feel that the policies you have
outlined here are designed to deal adequately
now and in the future with the entrance of young
farmers into the field?
A: That's a Cough one. We know that more
Young farmers entered during the early and middle
1970's than previously. Some who entered and
Prospered are in the greatest trouble today. In
fact, for the most part, they are the thin veneer
of farmers who are financially troubled, whereas
farmers who were in business in the 1960's and
in 1971, before all the expansion came about,
are in generally better financial condition. I
have never worried that we wouldn't have enough
People able to get into farming so that the business itself would decline--that we couldn't find
enough people to do the work, to make the investment, to take the risk.
At the same time, it seems clear to me that
both the policies and the general history in this
country limit the opportunity for an individual
to begin farming. There are a few halting steps
being taken in various places to change this situation. Some of you may know about laws in Saskatchewan and Alberta that limit the amount of
farm land that a non-resident can own in the
Province. They may even prevent a non-resident
from making a purchase today, although he could
Own a little land if he owned it before 1970,
let's say. I think that if this is a real issue-lf somehow the viability of communities or even
of adequate food supply is linked up with getting
enough young people into farming--we will eventually have limitations on the ownership of land,
Probably first under state law, as well as better
credit programs to help these young people start.
Part of the Alberta program gives the government
first access to any farmland that becomes available
for sale under estates. The government can acquire
it and then sell it under easy credit terms to
a beginning farmer. I have not given a very good
answer, but it is not an area that I work in very
much. I tend to work with those million larger
-L armers, and with wheat, corn, soybeans, and
f.oreign trade--rather than with this kind of
institutional problem.

Ly
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Q: Russia seems to be attempting to build
its own reserve program, which would indicate
that it might lend more stabpity rather than
less in the market. Do you think that is going
to be significant?
A: The Russians are building storage.
There are some signs in recent years that they
have bought more grain than they intended to use
in that year. If that is the case, it would
certainly limit the amount of instability that
they bring to us. I said earlier that the Russians would come in for larger or smaller quantities of grain and oilseeds almost every year.
But if in a year of plentiful supplies they
build some stocks, then the amount that they
have to buy from the rest of the world following
a crop failure will be less, and that certainly
will be a stabilizing factor. I think we should
encourage this. I don't believe it will change
the amount that we sell to them over time,
because their crops and their technology are
fixed and change only very slowly. But it
would perhaps enable us to sell them between 6
and 15 million tons in every year instead of 3
million tons one year and 22 million tons the
next.
Q: In your speech you said that we could
not raise the price of our grain exports the way
the oil companies raise the price of oil when our
demand is high. Then you said in another part
that it was just an accepted fact that agricultural negotiations are going to come out at the
low end of the stick compared to industrial
negotiations. The questions I am asking are:
why is it an accepted fact? and, why can't we
raise our grain prices to offset the payments
for oil to these other countries?
A: On the trade negotiation question, the
reason is that countries like .those in Western
Europe and like Japan, with whom we are negotiating, have a farm sector too. Japan has a policy
to protect that farm sector that is even more
highly institutionalized than our own. Now
Japan has told its farmers by various signals
over the years that it will import a little more
wheat, a little more soybeans, a little more
meat each year, but that it can't import much
more. Similarly, in Europe, the Common Agricultural Policy is a real fact. Europe is going
to produce 96 to 97 percent of its own food
supply each year. Only real changes in the
structure of agriculture in Europe or Japan will
alter these facts. And since they won't change
their agricultural policies, they can't change
their trade policies, and we can not get in
much faster.
Q: If I understand correctly, the price of
wheat in the Common Market is about $5, and it
is somewhat similar in Japan. Why do we let it
in there at $2.80 against their $5 wheat. In fact,

I have heard a man in the Common Market say they
would be better off if our wheat could come in
at $5 because it wouldn't undercut their prices.
A: I am surprised if he said that, because
when we sell $3 wheat they skim off $1.50 or
$2 in tax revenues and raise the cost of that
wheat to $5, so it does not really undercut
their own wheat. Why can't we raise our export
prices? The reason is that we are linked to a
market system and have stuck to it. In the late
1920's or early 1930's, we went to price supports
to preserve the market system, whereas the Canadians went to a wheat marketing board which circumvented the market system. Two or three years
ago, at the peak of high prices and at the time
when the U.S. grain export system was as nearly
discredited as it has ever been, Congressman
Weaver of Oregon introduced a bill to establish
a U.S. grain export marketing board. In the
first flush of enthusiasm about this bill, he had
50 or 70 co-sponsors. When it came time for
hearings on that bill, he couldn't get a single
Congressman to testify in favor of it. He couldn't
get a single farm organization. As far as I
know, he never found a single expert who would
testify that the market system is functioning so
badly for us that we ought to terminate it. So
institutional changes like going to a wheat
export board are made only out of great crises.
We just haven't had a big enough crisis yet.
Q: You and others have spoken a great deal
about the export market, but there is a great
deal of sentiment in agriculture and elsewhere
against a liberal import policy, not only for
agriculture but for other goods. How do you see
this coming into farm policy?
A: I think that concern by American farmers
and farm representatives about imports is
usually misplaced. Hearings are opening today
or tomorrow on the Beef Import Act, which would
reduce the amount of beef that would come into
this country. We produce mostly grain-fed beef
with a quite a lot of fat on it. In world trade
there is a large volume of very lean beef. We
need that beef. Similarly, we only import about
2 percent of our dairy requirements, and I think
it will be very hard to get that reduced any
further. Soybean growers and soybean associations somehow believe that whatever difficulties
they have are partly caused by palm oil imports.
Palm oil imports amount to 1 or 2 percent of our
total vegetable oil supply in this country, and
it is hard for me to see that this is terribly
important. Also, if we don't import palm oil,
they will ship it to Europe and we will be able
to export less soybean oil. I think this is
cause for continuing discussion, but I do not
see that we are likely to reduce agricultural
imports as a result of the present debate, and I
do not really see that we are on the threshold
of a new protectionism. There is always a belief
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that in trade negotiations if we don't go forward
we go backward, and if we don't get a liberalized
trade outcome, then the protectionist forces will
be unleashed and we will do a lot of backsliding.
I don't agree with that. I think that the momentum is the other way. When farm groups really
get down to a decision on imports and exports,
they will see that we have so much to gain from
exports in the next decade. They will be very
reluctant to risk threatening our own export markets by cutting off a few thousand tons of cheese
from Europe or Australia.

1
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The New Farm Bill

We have to design agricultural policies in an international arena;
foreign markets are extremely important to us, and we are important to
them. In particular, we need to develop policies that complement the
developmental problems of Third World countries.
In 1977, the Administration had the task of developing a new farm
bill in this international situation and also in a time of enormous
changes in the global food and agriculture situation.
Five features of the commodity provisions are particularly important.
1) Loan rates have higher minimum levels, which are nevertheless
low enough to keep us competitive in world markets. The Secretary of Agriculture has the power within limits to reduce loans
if the market price falls. This is to allow us to be competitive
if there is a global excess supply situation.
2) Target prices are based on the estimated average costs of
production for the major commodities. This is the first time
production cost was used as a criterion. An attempt was made
to use the same cost components for each major crop: variable
costs, an allowance for management, and a 3% percent return on
land investment. In the future, only variable costs will be
changed to reflect price increases.
Some people have argued that using production costs will
over-stimulate production and escalate land prices and that
changes in demand are ignored. We really do not know yet how
this legislation will affect the farmer's decisions.
3) The set-aside feature gives the Secretary flexibility to
adjust land resources in coordination with market expectations.
This will help keep production from over-expanding and will
show the rest of the world that we are not going to carry
surpluses for them.
4) The normal crop acreage provision allows the farmer to plant
whatever he feels will give him the greatest return, provided the
total number of acres, with some adjustments, does not exceed the
total number planted for harvest in 1977.
5) The producer-held reserve program calls for a combined wheat
and feed grains reserve of 30-35 million metric tons, .6 million
of which the government will hold to meet world emergency needs.
There are specific triggers and rules about when reserves can be
released.
These provisions try to treat the different producers relatively evenly
and they recognize the need' to keep us competitive in world markets. Much
flexibility has been built in. The question is whether its benefits outweigh its costs and Whether it will be given a chance to operate effectively
in an election year.

Dawson Ahalt
when stocks were increasing, prices were under
pressure, and farmers were beginning to feel
a real price-cost squeeze. The year 1977
started off looking like another bountiful
one, and sure enough it was.

Until a few months ago when I got involved
in my first discussion with a group of farm
strikers, I thought it was no longer necessary
to begin with a discussion on agricultural policy
and to go through the rationale for the need to
look beyond our own borders when we talk about
food and agricultural policy issues. However,
the events of the past few months and the concerns of the strikers about the health of agriculture leads us to believe that we need to
continue to emphasize how important foreign
markets are to U.S. agriculture. In fact, they
are so important that when we look at food and
agricultural issues and try to design policies,
we have to design them in an international arena.
Not only are the markets important to us, but
we are important to those markets. More and
more countries around the world look increasingly
to us as a reliable supplier for food and fiber.

The new legislation, the 1977 Act, is
enormous. There are nineteen titles in it.
I am only going to talk about the commodity provisions, in which there are five features that
need mentioning. They are: the loan levels,
the target prices, the set-aside provision, the
elimination of allotments, and the farmer-held
grain reserve program.

We also have to recognize that many countries
around the world, particularly the developed
countries, operate domestic agricultural and
trade policies that attempt to insulate their
markets. The result of this action is that sudden changes on the supply side are magnified and
end up being aggravated in the markets that remain open, such as ours. When there is a shortfall in some area of the world, the swing in
supplies and the intended fluctuation in prices
are magnified in the markets that remain open.
The problem of putting together a policy that
is workable is made much more difficult because
of this situation.
In addition to looking at the commercial
agricultural aspects of policy, if we look very
far ahead, much beyond the next decade, we are
suddenly faced with another problem. That is
the questionable ability of the poorer countries
around the world to feed themselves or to have
enough income to buy food. So not only do we
need to look at policy in terms of the commercial dimensions, we also have to look at policies
that compliment the development problems in the
third world countries. That is no easy task
for a major exporter such as ourselves to
undertake, and I am sure that all of you in this
room are aware of that.
When the 1973 Act expired in early 1977,
we had a new Administration. It was not only
faced with the task of developing a food and agricultural policy in the kind of setting that I
have mentioned, it was also faced with some enormous changes in the global food and agricultural
situation. We had had the period 1972-75, where
we had relatively tight supplies and high prices.
Along came 1976 when we had not only record
grain production around the world, but record
increase in production. I think the biggest
increase that we have ever witnessed in global
grain production was during the year 1976.
So the new Administration took office at a time

First I will discuss the loan rates. The
concept of market-oriented legislation which
began in the mid 1960's has been continued in
this bill. It is implemented mainly through
keeping loan rates for the major commodities low
enough so that the United States can continue to
compete in world markets. The minimum loan levels
for the 1978 crops were increased in the new
legislation, but they were looked at very carefully, and an attempt was made to keep them at
levels that would allow us to remain competitive
in the markets. There is another feature in
the loans that merits mentioning and that is
probably a sensitive issue in this part of the
country. There was a deliberate effort made to
keep the loan level of wheat in balance with that
of feed grains, so that if we got into a situation where we were in excess supply, we could
. compete in feed grains rather than piling them
up in government storage.
The legislation has a feature permitting the
Secretary of Agriculture to reduce these loan
levels if the market price gets within 105 percent
of the loan level. In other words, if the market
price drops down and runs five percent above the
loan, the Secretary of Agriculture has the authority to reduce the loan rate by 10 percent (as
long as he does not reduce the loan below $1.75
for corn and $2 for wheat) so that we can continue to be competitive in world markets in a
global excess supply situation. This feature adds
flexibility to the legislation but certainly in
the present political climate is not very attractive for any Secretary of Agriculture to use.
The second points I would like to mention are
the income supports, the target price deficiency
features of the legislation. The concept of
target prices, of course, goes way back. The
target price idea was initiated with the Brannon
Plan back in 1948. There have been some other
programs where it was used in wheat. Basically
the feature that was in the 1973 Act is continued
in this new legislation. However, unlike the
1973 target prices, in this bill the targets are
based on the estimated average costs of production for the major commodities--corn, feed grains,
wheat, and cotton. This is the first time, I
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believe, that commodity supports have been based
On the cost of production. There have been all
sorts of other criteria used to determine them,
but it is the first time cost of production has
been used.
In order to treat the different crops with
some equity, the same cost components were used
to determine the target prices for the different
crops. The idea was to treat the target levels
the same for a cotton producer as for a feed
grain producer as for a wheat producer. The
Only problem is that you get much different
levels of target prices when you do that because
You are basing the target price on the production
costs per unit. Production costs differ greatly
depending on what the productivity of a particular crop is. You get much higher yields
On corn, for example, than you do on wheat.
Hence, you have a much lower unit production
cost and a much lower target price for corn than
for wheat.
Obviously, the target prices are based on
average costs. They are not going to cover the
costs of many farmers. On the other hand, they
Will probably exceed the costs for some, although
those farmers will never admit it. The cost
components are: the variable costs involved in
Producing a crop, an allowance for management,
and a 3% percent return on investment for land.
Those components are used in estimating the
costs for each crop and are then translated into
a target price. The legislation has a provision
to escalate the costs after 1978 based only on
the increases in variable costs. So in the
future the fixed costs will not be used to calculate the higher level.

in a political environment. Any other criteria
that would have been used would probably have
been as high as the cost components, so I am not
sure that this feature will contribute any more
to land price escalation than any other criteria
would have. We do know that these programs get
capitalized over time into land values.
Another criticism that is made of the target
prices is that since they are determined by and
escalated by costs, they really do not reflect
the market situation because you are ignoring
changes on the demand side. Again, there is some
validity to this argument. However, changes in
demand bring about changes in input costs, which
affect production costs and so demand works its
way into the process in that manner.
I think that we will need time to tell
whether or not these criticisms of the legislation are valid. I do know, however, that the
market forces themselves will be a major determinant of how successful this legislation is. If
markets are slack, and if we continue into excess
supply, the target prices will have a much greater
effect than if markets are tight and farmers are
responding to the market forces themselves, which
hopefully will be up off the loan and target
levels. I believe, therefore, that the economic
conditions will be the determinant of how effective the legislation really is.
The third topic I will discuss is set-asides,
a controversial item. The set-aside feature
obviously gives to the Secretary flexibility to
adjust land resources and to coordinate them
with what the market expectations are determined
to be. This tool, incidentally, provides an
answer for those people who are concerned that
the legislation is possibly too generous. It
provides a constraint. If the Secretary thinks
the program is bringing too much production, it
gives him the flexibility to pull some resources
out so that the whole process gets in balance.
It also provides a constraint on escalating
budget costs because it is much more economical,
at least in the short run, to support farm
income through adjusting the supply side than
it is to make very large deficiency payments
over a long period of time. It also gives the
U.S. the ability to signal to the rest of the
world that we are not going to carry surpluses
for them, that we are going to adjust our plant
in line with what we expect market requirements
to be.

What are some of the issues and problems
that have been raised over the target prices?
There are some people who think using production
costs will generate target prices that are overly
generous, particularly for some of the minor
grains. They feel, therefore, that the legislation could over-stimulate production and add to
excess supply problems over time. Again, we
d°n't have experience in dealing with this kind
°f legislation. We don't know enough about
how farmers respond to a guaranteed income supPort as opposed to market price expectations
Which, of course, also guide producers' plans.
We need some experience. We are going to have
to see how the thing works before we know whether
°r not there is validity in the criticism that
lt may over-stimulate production.

My fourth topic, the normal crop acreage
provision, is probably one of the more interesting and controversial aspects of the legislation
because the Act does away with the old crop
allotments. No longer does a farmer have to
worry about what his feed grain allotment is,
or his wheat or cotton allotment. Therefore,
he no longer has an incentive to plant a given

There are also people who argue that coverin
g a portion of land costs will further escalate
tand values. In other words, there is a built-in
1.-nflationary spiral contributing to already
Increased land prices. Again, I don't know
ether that is true or not. I do know that the
tlnal decision on those target prices gets made

n
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number of acres to a particular crop and worry
about maintaining his acreage history. He now
has wide freedom to plant whatever he feels
will give him the greatest return. This issue
is controversial because it requires a controlling mechanism, which is the so-called "normal
crop acreage," the number of acres that the farmer
planted for harvest to the principal crops in
1977, plus or minus any adjustments that are
worked out through the ASCS committees. That
is the constraining factor. For 1978, the
farmer can be in compliance and be in the program
as long as the acres that he has planted for
harvest, plus the set-aside acres, do not exceed
the total number of acres in this normal cropland allotment.
This provision, some people feel, may be
difficult to administer. It seems to me that
once it is done, it will be no more difficult to
administer than were the old crop allotments
,
that were spread out all over the country.
Certainly it has the economic advantage of encouraging farmers to produce in order to get
what they perceive to be their best return rather
than in order to keep some allotment "alive."
Again, we will have to have some time to see if
this provision works.
The fifth item, of course, is the reserves.
The Act as written requires the Secretary of
Agriculture to administer a producer-held storage program for wheat, and it gives him the
authority to do a similar one for feed grains.
This is the first time that U.S. legislation has
explicitly called for the building of a reserve
program. In the past we have accumulated our
reserves through the loan program and have gotten
our reserves whether we wanted them or not.
This time there is an explicit policy to develop
reserves. The present policy calls for a combined wheat and feed grain reserve of some 30-35
million metric tons, which would primarily be
farmer-held. Out of that total, the administration is asking for legislation to hold up to 6
million tons in government hands to meet world
emergency needs. A hunger problem in some parts
of the third world would be the only situation
in which that portion of the reserve could be
used. The rest of the reserve, the farmer-held,
is a 3-year program in which farmers are paid a
25c per bushel annual storage payment to hold
their grain off the market.
There are explicit triggers written into
the legislation. If the price of feed grains
rises to 125 percent of the loan, they can pull
their feed grains out. If the price of wheat
rises to 140 percent of loan, they can pull
their wheat out. In addition the government can
call the loan if the price of feed grains reaches
140 percent or wheat reaches 175 percent. And,
of course, at that stage farmers can decide
whether they want to sell, hold, or whatever.

Again, this is a controversial piece of .
legislation because many farmers express concern
that large stocks cannot be insulated from the
market. They are concerned that they hold a
ceiling over the market. Unlike the past, when
grain was released out of government storage,
there now are explicit triggers and rules for
release. Once the triggers have been reached,
farmers have a much greater say as to whether
that grain comes on the market and what effect it
has.
The question is whether the benefits outweigh the concerns. I think there are two or
three major benefits. First, these reserves
should allow the U.S. to be a more reliable
supplier in the world market than it has been.
In the past, when exports were embargoed it
was because there were very tight market supplies;
prices were rising and foreign customers were
denied access. Reserve stocks that can come on
the market at specific trigger levels should
seriously reduce embargoes and improve our record as a reliable supplier in the world market.
Second, having reserves can be a plus factor
during the period when the grain is being accumulated. It pulls those supplies off the market
and acts as a price-strengthening tool. And
third, the reserve program should reduce some of
tile fluctuations in prices, and therefore should
remove some of the risks to producers as well as
to consumers.
The administration has made a specific statement that even though it has a reserve program,
it is not going to hold reserve stocks for the
world. However, right now we are holding about
46 percent of the world's grain in this country.
I think, in the past, we have held as much as 60
percent of the world's grain. We now have substantially more than we would like to hold and
what the policymakers feel is a reasonable amount
for us to hold. Compared to domestic use, our
reserves are a little under 50 percent. The rest
of the world has a stock consumption ratio of
only about 10 percent. The reason for that wide
divergence is that stocks in the rest of the
world this year have been declining while in
the U.S. they have been increasing. The longterm objective is probably something like a third
to 35 percent. This is believed to be a more
realistic ratio of U.S. stocks to total world
stocks.
Another controversial piece of legislation
that is of interest in this part of the country
is the sugar legislation. Originally, the administration proposed and actually implemented a
direct sugar payment program. It did this to
avoid having to take any kind of action to protect our market. Since we import about half of
our sugar annually, it did not want to escalate
the market price. But when the legislation was
put together, the Delegaard Amendment was passed,
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Which requires the U.S. to support the price of
raw sugar at 13% cents per pound. This means
that we have to have either - a tariff or some
Other kind of restrictive mechanism to prevent
foreign sugar coming in and ending up in government storage. It is a piece of the Act that
has probably taken more time to administer than
any other feature that I can think of. The
Program is now in operation, and in fact we are
taking some sugar under loan. Fortunately, the
law does allow the Secretary to suspend the
Price support program once the international
sugar agreement gets the world price up to that
level and we don't have to support the price
domestically.
Another aspect of the legislation that
just merits mentioning is Public Law 480.
There have been a couple of changes there.
Under Title I, the poverty criterion has been
raised from $300 per person to $520 per person.
That is the amount of per capital income a
Poor country can average and still get Title I
assistance.
The change is to give us more
flexibility. A new feature entitled Title III is
currently being negotiated, whereby the U.S.
can make food available to a recipient country,
Provided the recipient country is willing to
apply the monetary value of that aid to an
a pproved development project. Our people are
talking with third world countries right now
about some development programs.
Another feature that was changed in the
new Act is the disaster provision. As you
recall, the 1973 Act had a provision for making
d isaster payments. They became very costly,
and there were a lot of inequities involved.
The new bill removed some of the inequities and
oni-Y
extended that portion for two years. It
then required that studies be done in order to
Put together some kind of an alternative program, possibly an all-risk insurance program to
rePlace the disaster 'provision. That is not
g°Ing to be easy because there are areas in the
country where you would have to have very highly
subsidized insurance programs in order to have
nY kind of reasonable acceptance vis-a-vis the
uisaster provisions that are now available.

l

I want to end with just a word about a
couple of other changes in policy that are
"
der way. Of course, I mentioned the sugar
a greement and the international commodity agreement. The new administration has announced
su pport for those, has signed a sugar agreement,
la,7,
1c1 is right now working on an international
"eat agreement to try to solve some of our
)
,
.,r c)blems in the international wheat trade.
orts are under way at the Multilateral Trade
begotiations in Geneva, and some progress has
seen made in moving those negotiations along.
k°111e people are modestly optimistic that we may
ue able to gain something from those negotiations.

1
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Again it relates back to the point I made earlier,
that many markets are protected in one fashion
or another. The difficulty in trying to gain
access to those markts is that if you are already an open market, you don't have very much
that you are protecting. You do not have much
to offer up in a trade off. That is the unfortunate position that we find ourselves in,
particularly when dealing with our European
friends.
I have tried to give you a thumbnail sketch
of all the key features of the legislation and
to list some of the pros and cons. I probably
have not done them all justice. I think the
legislation is sufficiently flexible and does
focus on problems of equity. It does not solve
all people's problems, but it tries to treat the
agricultural sector relatively evenly among the
different producers. At the same time, strong
concern has been shown for the need to allow us
to continue to compete in world markets. The
question is whether or not the benefits that
are derived from this legislation outweigh any
costs involved in operating it.
This is a complicated piece of legislation.
It is hard for me to explain; it is hard for
farmers and others to understand. One of the
reasons for that is that a lot of attention was
given to making the thing sufficiently flexible
to meet different kinds of economic conditions
and the commodity situations of different producers. In order for the legislation to operate
fairly effectively, it is going to have to be
finely tuned. That puts big demands on my
organization and on those of us in agriculture
that are trying to keep track of what is going
on to understand what the economic events ahead
of us will be. As many of you know, that is not
an easy thing to do.
I believe that, as a whole, it is a piece
of legislation that is well geared to the times.
The big question is whether, in a year when
there are Congressional elections, it is going
to survive. I don't know; we will have to wait
and see. I believe it will, but I think it will
be tested and a lot of questions will be raised
about it before it really gets a chance to
operate.

Discussion

I want to make four points.
First, here are some elaborations about the 1977 Farm Bill.
The biggest budget item is the food stamp programs, followed by
the commodity programs, international food aid, and agricultural
research. Within the commodity programs, feed grains and wheat
are the two big items. The bill also lifted the payment limitation from $20,000 to $50,000 by 1980.
Secondly, we need to identify the chief problems facing U.S.
agriculture. They are:
1.

Its tremendous production capacity, which sometimes presses
prices down,

2.

its heavy dependence on export markets,

3.

inflation in the whole economy and specifically in the costs
of land and machinery,

4.

the fact that programs cannot be made specific enough to effectively help all types of farmers,

5.

agriculture programs and consumer programs put into the same
legislation.

Thirdly, rather than worrying about how to solve all farm problems,
we should concentrate on best implementing the options available to us
now. We can make progress by using the tools of the new_legislation to
1) decrease the aggregate domestic supply of grains and 2) increase the
foreign demand for grains.
Fourthly, a year ago the University of Minnesota surveyed Minnesota
farmers, asking what they considered fair prices for major commodities.
The figures they gave, while less than 100 percent of parity, are achievable by fully using the options under current farm programs.

W. B. Sundquist
I want to comment briefly along four lines.
First, I would like to say*a few words about the
farm legislation itself and elaborate some of the
points Dawson made.

Third, I want to spend a little time talking
about options that are available in the 1977
legislation which, if applied judiciously, can
help the economic welfare of farmers.

Second, I want to take a little bit of time
to visit about what I consider to be the major
problems facing the agricultural industry in the
U.S. It seems to me that as we talk about applying
farm program options to solve farm problems we
need first to visit together about the identification of what the key problems are.

Finally, I would like to drift away from
the 1977 farm legislation topic a little bit and
report some results of a survey which Martin
Christiansen of our staff at the University made
last year in which he asked a sample of Minnesota
farmers what they thought would be fair prices
for agricultural products. Then, I want to relate

-22-

this information back to the 1977 legislation and
see where we come out.
I.

The 1977 Farm Act

Looking at table 1 the single biggest item
in the 1977 legislation is food stamp programs at
$5.6 billion. Next to that comes the commodity
Programs and other CCC activities budgeted at
$4.8 billion, and Public Law 480, the International Food Aid Component of the legislation,
about $1.1 billion. I think that latter number
has moved up a little since the time these initial
budget estimates were made. Then the agricultural
research budget comes in at about $1.1 billion
and that includes the total federally funded agricultural research complex including USDA, a part
of the State Agricultural Experiment Station operations, grant funds, etc. Table 2 shows that
the two big budget items for commodity programs
and CCC are feed grains and wheat at $1.94 billion
and $1.54 billion respectively. Then comes dairy
at about $600 million, and cotton at about $225
million, then some smaller items for a total
of about $4.8 billion.
I think it is useful to have the general
magnitude of these budget implications in hand as
we talk about farm program options--what is
feasible and what isn't feasible--depends in part
On costs. And keep in mind the prominence of
the food stamp program in total USDA program
costs. Looking briefly at the '78 target prices
and loan levels, figure 3 shows that we are
talking about an expected $3.00 or $3.05 target
Price for wheat for 1978 and $2.10 for corn. For
loan levels we have $2.35 for wheat and $2.00 for
corn. And, you can see the numbers for other
commodities.
Now let's look briefly at the basis upon
Which target prices are derived. I think that
we have for the first time target prices (which
then translate into income supports) which are
based on cost of production. The first item
shown in table 4 is the average variable production costs. These include fuel, fertilizer and
seed, and similar items. Second, we have the
machinery and equipment cost items, third is an
item of general farm overhead costs. These three
components of target prices are expected to change
Over time, while the fourth and fifth items
(namely a seven percent management return to
gross income, and a 3.5 percent payment to current
land prices) are supposed to help be constant so
that we do not have an undue escalation of target
Prices due mainly to further inflation in land
Prices.

What else is in the legislation? A number
Of things. But, I want to throw out particularly
°Ile additional item, and that is that the '77
i!-!gislation did lift the previous $20,000 payment
-Limitation to a maximum of $50,000 as a payment

limitation by the year 1980. This issue gets
a little complex, but you will recall that in
the previous farm legislation discussions, congressmen, consumer groups, and others got into
the act and effectively put a $20,000 payment
limitation on program payments into effect. I
am personally amazed at how the current legislation went through while lifting the limitation
to $50,000 by 1980. I don't think many people
were aware that this change was even in the bill.
There is some possibility that people are going
to discover this development and make it a future
issue, even though it hasn't been done up to this
point.
II.

Problems Facing U.S. Agriculture

Let's look quickly at what I think are the
chief problems that face the U.S. agricultural
industry. These are listed in figure 1. The first
problem is the large domestic supplies that we
have of wheat and feed grains, and to some extent
soybeans. I think another way in which this
translates is that we have a tremendous production
capability in the United States for grains and
soybeans. Though there are times when we needed
to consider this a blessing, there are other
times in which obviously this production capacity
is the source of our downward pressure on farm
prices. We just do have tremendous production
capability in the United States.
The second point is that we have moved to
a situation in which we have a very heavy dependence on export markets, which in turn, are subject to a very substantial year-to-year variability. Year in and year out we have to move some
of our commodities into export markets given
our current levels of production. For example,
as shown in figure 3, in '77 we moved about 40
percent of the wheat crop, but in recent years
we have been selling about 60 percent of our
domestic wheat production overseas. Anybody who
says that we can get along without these export
markets is talking a hazardous and unrealistic
line. The quantities of productive resources
that would have to be pulled out of U.S. agriculture if we were going to go it without export
markets is just almost beyond imagination.
Third, we are suffering in agriculture from
the general inflation that continues to occur
in our economy and which continues to push farmers'
prices up year after year. As a farmer, or anyone
else for that matter, you can't live with the same
prices next year as you had this year or you lose
ground. I think that argues pretty strongly for
thinking about some kind of inflation component
built in our farm policy farm program provisions.
But we need to try to keep that inflationary
component in bounds. If we let it go too fast
we could conceivably have a situation in which
agriculture was the industry that was really
pushing the inflationary pressures in the country.
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are in fact hurting. In this region for example,
it is not the dairy farmers, or the hog farmers,
who as a group are under adverse economic pressures. In fact, the dairy farmers and hog farmers generally like very much the current price
relationships between feed grains and milk and
pork. It seems to me, on the other hand, that
it is the cash grain and beef producers who are
now hurting, and who have been hurting the most
recently.

I don't expect that to be the case but I wouldn't
like to see it be the case either.
In addition to the longer term inflation,.
we clearly have a set of new problems in U.S.
agriculture which has come to us mainly since
1972. These are the problems associated with
rapid increases in land prices and rapid increases in the costs of a set of large scale,
although still generally family scale, farm
equipment. The big increases, for example, in
the costs of new tractors and combines in the
price of land are clearly generating some problems that have been unique during this '72
through '78 period of time. Thus, the people
that have tended to get caught the worst in
this situation are those people who have expanded the size of their operation because they
felt they had to get bigger in order to keep
operating, but the cost of getting bigger was
a very substantial cost. The other group of
people that are right in the middle of a
financial squeeze are the young farmers who
have recently started out and still have low
equity, both typically in their land and assets
and in their machinery, equipment, and in some
cases, livestock.

Beef producers probably are going to have to
wait for the more favorable side of the beef cycle
to arrive in order to improve their economic wellbeing. The light at the end of the tunnel is in
sight for the beef industry. The national beef
herd has been cut down in size to a more realistic volume consistent with decent prices for beef
cattle as far as the producer is concerned. And,
we are going to come into an era where cattlemen
are going to be better off, at least for awhile.
I have little doubt, though, that several years
into the future there are going to be other beef
cycles, I don't think we are going to get rid of
them and maybe we shouldn't.

Finally, with respect to the set of problems facing U.S. agriculture, we have a continuing
set of problems that some people have written about
very well. One area is that of our inability to
deal effectively in farm legislation with problems
at the level of specificity at which they need
to be worked on. For example, we have the same
set of general farm programs operating for low
and high income farmers, for small farmers and
large farmers or this kind of farmer and that
kind of farmer. I think every once in a while
one can't help but be very aware that there
isn't any such thing as an average farmer in
this country and yet that's the kind of situation we end up trying to target on with farm programs. My plea here would be that we continue
to work on developing farm legislation which
targets as effectively as possible specific
program benefits for specific groups of farmers
in support of specific program objectives.
Another issue facing agriculture--some
people say it's a problem, others wouldn't--is
that the agricultural industry has found it
very difficult to be in bed with consumer groups,
with such programs, for example, as the food
stamp program. Yet if the food stamp program
were moved out of the farm legislation arena
and out of the Department of Agriculture, along
with it would move quite a bit of support that
farmers have for domestic farm policies and
legislation.
III.

Help Available From the 1977 Farm Act

First of all, before deciding how to help,
I think one has to take a look at which farmers

Thus, in the main, beef people are probably
going to have to rely on the beef cycle to help
them out. Basically that still leaves feed grain
and wheat producers with major problems. My inclination is to think that there isn't any single
big solution to the problems of wheat producers
and feed grain producers. Rather, I think we
are going to have to try to help grain farmers by
finding five or six ways to add a nickel or a
dime, or 20 cents a bushel to wheat and feed
grain prices.
Here are some points made by others which I
believe are worth repeating. First, I concur in
the suggestion that the current administration
needs to aggressively twist the arms of some of
the major foreign buyers of our grains and soybeans. It seems to me that even a modest increase
in current purchases from the foreign buyers will
strengthen our domestic supply/demand situation
and in the process improve our dependability as
a supplier to foreign buyers.
Second, action should be taken to increase
the incentives under the set-aside program so
that production in the 1978 crop year could have
a more bullish impact on grain prices than would
otherwise be likely.
A third action is the one of taking action
to expand CCC credit for export sales by $500
million or more. If you'll recall briefly that
chart of budget costs, the expectation there was
that CCC credit would actually have a negative
impact on the federal budget. There do appear
to be some potential foreign buyers who could be
lured into the market if they could get the kind
of credit arrangements they need in order to increase their purchases.
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A fourth action that seems warranted is
the one of increasing food for peace or Public
Law 480 distributions on a selective basis by as
much as half a billion dollars per year and in
the process moving some additional grains and
soybeans into export markets. To this list of
four actions I would add a fifth and that is
one of having the administration move more aggressively to implement the grain reserve provisions of the current farm legislation under
terms as favorable as possible to U.S. farmers.
The administration is moving in that direction.
The recent announcement of increasing from 20
to 25 cents a bushel grain storage payments is
certainly a step in the right direction. I
think that this stone should be turned over a
little further to see if there even are some
additional possibilities toward doing that.

little over a year ago when he asked farmers in
Minnesota what they considered to be fair prices
for major commodities in 1977. Remember that this
was in 1977. I assume that one would have to adjust these prices upward in 1978 from those levels
because obviously farmers' costs have gone up some
since that time, not down.
Figure 3 shows what Minnesota farmers said
a little over a year ago when they were asked
about "fair" prices for the 1977 year. They said
on the average that fair prices were $2.84 for
corn, $4.04 for wheat; $6.70 for soybeans, $46.00
for hogs, $50.00 for steers, $10.50 per hundredweight for milk, and $9.80 per hundredweight for
Grade 13 milk, Now these prices, even at that
time, were significantly less than 100 percent of
parity prices. I would be inclined to argue that
if one used as fully as possible the set of options available under the current farm programs
you could come pretty close to achieving those
price levels except for wheat. Even in the case
of wheat, one could make some significant progress
toward achieving a fair price as depicted by this
random sample of Minnesota farmers.

The above set of activities does, it seems
to me, target on the right objectives. The
°bjectives, in view of the kinds of problems
We have, are of (1) decreasing the aggregate
domestic production (supply) of grains, and
(2) increasing the effective overseas demand
again, mainly for grains. Clearly it is the
overseas market, not the domestic one, which
has some significant demand elasticity for
grains. Domestic demand expansion for food
grains, mainly wheat, is particularly dismal.
If we are going to improve the demand situation
for food grains, beyond some build-up of re-.
serves, it has to be in foreign markets and
not at home. By way of emphasizing this latter
Point, and relevant to the discussion we had
this morning, John Schnittker said, "food policy
issues are not major components of farm policy
issues today." I would be inclined to agree,
as far as demand for farm products is concerned.
This is not to say they are not in and of themselves important issues. A couple of weeks
ago Ken Robinson from Cornell University gave
a talk in which he took a look at the impact of
Proposed changes in domestic food stamp programs, nutrition improvement programs, etc., on
total
demand for farm products in the U.S. Of
the changes that are being talked about in food
stamp programs, food lunch programs, etc., he
c
t°ncluded that these changes aggregated to less
fhan one percent of the total demand for U.S.
So it seems to me that is not the place
there we can expect to get a big increase in
'Ole demand for farm products. That doesn't mean
bflat food policy issues aren't important ones,
-tI think they are important for a different
set of reasons.

I fear that the current talk about 100 percent parity for commodity prices is getting us
into a discussion area in which it is going
over
•
to be hard for anybody to get together on an
improved set of farm program options for farmers.
The opportunities for farmers, at least in the
next year or two, are better if we work at implementing the five or six options which I listed
as being available under the current farm program.
I would try to work them to as much benefit as
possible for farmers and, thus, try to move
toward prices of the levels shown in figure 3
rather than talk about 100 percent of parity prices
for commodities. I think that's a real roadblock
even though I sympathize with farmers as to the
reasons they are talking about this and the way they
feel about it. As a practical consideration, I just
don't see the federal congress and the administration turning around after having worked through
the 1977 farm legislation and opening the gates
wide open to talk about 100 percent parity prices.
Question and Answer Session
4:

IV. Price Expectations of Minnesota Farmers
is

Llly fourth and final topic for discussion
tue one of reporting briefly on the survey
that Martin Christiansen of our staff made a
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There has been a lot of talk about the demands
of agriculture for 100 percent parity,. Is
that the real desire on the part of the farmers
for 100 percent parity with the kind of tightness you would have in farm- progtam. We don't
see very many people who want 100 percent
parity, if you have the restrictions that go
with. it. One hundred percent parity based on
a free market is one thing, based on a tight
program that inhibits production is another.
I. get the feeling that there is an over reaction to the demand of the farm strikers for
100 percept parity.

Answer deferred.

4:

A:

4:

A:

I'd like to question the $10.50 milk. We
currently in this area are getting $9.35, and
directly as a result of the support program.
We are getting into problems in some of the
reserve stocks, especially non-fat. Some of
our industry leaders are getting very concerned as to the stocks we have in non-fat.
I would like to have somebody comment on that.
I think it is clear that in terms of farm
program and prices, the price support paid
for milk was the decision made by Carter
shortly after he came into office which did
provide a windfall of sorts to dairy producers.
I don't see any dairy producers that are getting rich - at the same time I don't think
they are basically in the same kind of price
cost squeeze problems that some others are in.
If I were going to try to move current target
prices toward the set of prices that Minnesota
farmers thought were fair prices a year ago,
I would be inclined not to push at all for
the time being on dairy prices. It is clearly
the case that those current price supports
are up to levels where we are having two
things happen. We are having a build up in
stocks and secondly we are seeing more increases in total production every month this
year as compared to a year earlier and so
forth. Dairymen are pushing production up
into an unhealthy zone of total production.
Dairymen are not pushing for farm program
relief, it is the grain and beef men who are.
In the survey of Minnesota farmers, how do
you think those same farmers would respond
today as to those prices? Do you think it
would be 10 - 15 percent lower? The whole
structure is lower in relation to the market.
They are not thinking in the same terms today as they were at the time of the survey.
Those are essentially '76 farm prices.

4:

Didn't our producers respond even with target
prices?

A:

The hard grain is down, but the soft red is
down. That's a factor too, but it is also
down because those guys with a set-aside program will just not plant wheat this year.
The set-aside feature is a necessary tool
in the policy arsenal. I do not believe
that we can let the plant run because the
farmers cannot take the adjustment. One of
the things that has happened here, is happening to us over time, is that our farmers are
increasingly relying on the non-farm sector
to purchase all of their inputs. They can
no longer make adjustments as easily as they
could in the past when more of the inputs were
generated in agriculture itself. That is why
I believe the adjustment process is much more
difficult.

4:

A:

A:

Maybe it makes my numbers erroneous, but it
seems to me it strengthens the basic point
I was trying to make. Namely, that the
price expectations of Minnesota farmers are
within the reach of effective implementation
of the current farm legislation.

4:

The set-aside sends out a signal to the rest
of the world that we are not going to carry
the surplus: We are the most efficient producers of grain in the world. It seems to
me that we are probably going to have to
face the inevitability of our having that as
our destiny to carry the reserves. I am
skeptical of manipulating the supply side.
It seems to me that farmers show this in
their planting intentions.. Is the best thing
for us to do to recognize that we are the
most efficient producer in the world and get
out of the market?
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We are the largest producer in the world, and
I hope we are the most efficient, but we have
to be careful because we are getting hurt by
very high energy costs. In parts of the
third world, rice supplies are very tight.
The U.S. can't get in there right now because
rice is being produced in other parts of the
world that will sell there cheaper than U.S.
rice. We have a number of things in our
favor, but I don't believe that we can ignore
the adjustments on the supply side. The reason is that our plant, combined with the other
production capacity in the world has the ability
to over-supply markets at
one given time
and produce prices that are not profitable to
producers. That is the difficult problem that
we are in. That is why I believe that you
need some tool to make these adjustments.

4:

4:

A:

4:

A:

What about the suggestion that the Department
either put teeth in that set-aside program by
making it mandatory or else attract more
people.
It depends on the region, and it depends on
the commodity. The reason there are not more
teeth in the set-aside in 1978 was that it was
a fight to get the 10 - 20 percent, respectively, on feed grains and wheat. It was a fight
because some people believe the stocks of
grain worldwide are at a point where the prices
could increase again. Stocks are going down
in the rest of the world - up in the United
States.
Are you saying that some of the administration
don't think that this program really ought to
be there?

a

4:
A:
15

CI

11

A:

We ought to cut her loose and let her run. The
problem is that the pain with low prices gets
greater than I believe can be absorbed.

the d,

4:

A:

Q:

A:

4:
A:

Why from a national standpoint are we so
against being a granary to the world when
the person that carries the reserve sets the
price?
think we are the granary of the world. We
are the largest producer for most commodities,
guess the largest single exporter. The market for grain and the ability to produce it is
a little bit different than it is for oil.
It's a lot easier to get into production of
some of these grains if the economic incentives are right. Some countries have policies
that don't provide incentives to farmers, but
Others do. If we raise prices in this country
sufficiently high, we will see increased pro- '
duction occurring elsewhere in the world. I
think wheat is the best example where that
Would happen. That same situation is not true
On corn, but if you substantially increase
the price of corn, we might see some increases occurring there also.

livestock products. If you look at the value
of trade and include hides and skins the value of what we sell abroad for cattle, for livestock
products is greater than the value we import.
Now granted we are bringing in low quality cow
beef and exporting hides and also some good
stuff, but in value terms we come out ahead.

4: In this same vein, does the Common Market
operate the price system? They pay their own
farmers $5.00 for wheat, they buy our wheat for
$3.00. Now where does the subsidy come in
there?
A:

They have very high subsidies. It's a very
highly subsidized inefficient system. They've
got a peasant agricultural system. small farms,
and they operate a variable levy, and have a
very high internal domestic price. That system cannot continue like that for many years.
Eventually, they are going to have to reduce
those levies because they are not going to
be able to afford to subsidize prices that
high internally. They do not have the kind
of massive, efficient farm plant that we do that
relies on export markets.

Q:

Great Britain has moved over from the free market to this type of subsidy type market. Do
you see anything good in Britain doing that?

A:

Not based on their economic performance. They
are trying to protect a system that is outmoded.
It is costing them substantial amounts of money.
You get into big debates with people who are
experts on west European agriculture as to how
long they can continue that. One of the reasons that we have that soybean market there
is that they have high duties on grains to
keep grans out. In doing that, we have been
able to get soybeans in there too, as protein. There's one example of the thing that
is happening to them right now. They will try
to bring any kind of feed stuff in there. Substantial amounts of tapioca are going into
that country because it gets in duty free. It
is profitable for them to buy that and the compounders will mix that with feed.

A:

It never ceases to amaze me that one minute
we are talking about our incredibly efficient
plan, and then in the nextbreath we say if the
prices go up a little bit we'll be undercut by
the formidable competition. But on the other
hand, on the supply side - the supply that is
being produced by the emerging third world - to
what extent can we get some control of the
embargo or the threat of embargo which as I
understand itcaused Brazil to increase their
production of soybeans so that it is now a
major competitor of ours?

A:

This new Act has pretty well taken away the

Why is it that we price our wheat on a domestic basis different than the world market
Prices?
You are suggesting that we operate some kind
°f two-price system. Hold the price up here
in the U.S. and sell, and compete in the
international market. That in effect would
be operating a subsidy type program. We did
that - we were doing that in 1972 - in the
world market. We were subsidizing our grain
to the world market. We are reluctant to do
that for a variety of reasons. One is our
Position in free trade and our trying to get
other markets to stop subsidizing their exports and to open their markets up to free
trade.
We feel that we will be net gainers
in that process. We also have the problem
that if we start subsidizing our sales, our
co mpetition will beat us at the game. They
are already beating us at the game in certain instances. At today's prices, we are
so metimes undersold 134 7 our competitors
wh° operate out of an export board. They
will undersell us if we start going down into
rme kind of a subsidy. We will find our_!lyes in a price war because our competitors
will follow
us down.
Do We
consume more in this country than we
Produce?

I

hat's wrong. We produce far more of the
'
4J°r grains. The only major commodity that
te,„°Tnes to my mind that we consume more of than
:e Produce is sugar. We would also have to
include coffee, tea, bananas, maybe wines.

the

depends on how you look at it. Look at
(41ar values associated with trade and
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that when we talk about budget numbers being
kind of a limit or a determinant of how far
you can go, the people that are sitting the
hardest on those budget limits for agriculture are the people over in OMB and Treasury
and the Council of Economic Advisors. I
think people in USDA are still the best friends
in Washington and of the farmer,.plus some .
Congressmen.

threat because now if an embargo is imposed,
I think the price supports go to 90 percent
of parity. In other words, the legislation
has a requirement in there that if you embargo exports it raises the loan. Politically it would be very difficult for any administration to use an embargo in the future except in extreme circumstances. I just do not
think it is viable.

Q: I think most farmers realize what the gentle-

Q: I wonder if one of the farmers here couldn't

man said a little while ago that their policies
are fine but their proof of the pudding is in
the size of the crop. I think most farmers
realize that the answer to the situation is
some kind of reduction in supply or production
control. It seems like Washington isn't really
looking at that squarely from the position of
the feed grain farmer when they take about 25
or 30 percent of the producers, go into a program that would probably reduce the crop 10
percent or maybe 20 or just that 25 percent
and then build up a reserve which would be
a short-term answer while you are accumulating
the reserve. At the end of the three years
wouldn't we have a frightful glut of production. I don't think that most farmers realize
that production has to be cut. The way to
do it, and I think most people realize that
too, is that you have to have some incentive
to go into the program other than what we have
right now.

give a little better explanation about what
they seemed to be asserting earlier. Namely,
that the average Minnesota farmer today has
lowered his definition of a fair price from
a year ago? Is that true?

A:

I think what they were saying is that the
whole level has shifted downward. They are
looking at it saying given today's prices we
look pretty good. The problem is that I've
never known what a fair price isl It probably means one thing to one person.

I think the terminology that was used in
the survey was that a fair price would possibly
be that price with which farmers would be satisfied in 1977. I think you would have to look
at this from commodity to commodity. Now today
a hog farmer could probably get by with less
than that because the feed grain is down. But
you see a feed grain farmer is in a different
situation so I do think you have to look at this
from commodity to commodity.

A;

I was hoping that was a speech rather than a
question. This is February; the 10 percent
set-aside was made last fall. It was reviewed again right after the first of the year.
In that time the markets had tightened up a bit.
Grain prices had moved up a bit from where they
were last year. I see no reason why they
wouldn't continue to hold where they are until
there begins to be some indication of what the
'78 crops are going to be like. The problem
is as you've said. The situation does depend
heavily on how big the 1978 crops are around
the world. We don't have a clear crystal
ball to determine the size of those crops.
If we did, the decision could be made to
make the adjustment on the credit side, increase it or whatever and there'd be no risk.
As it now stands there is some risk. There is
some risk to having a larger set-aside. I
don't think it is very great, but at least it
is there and it's been a stumbling block into
getting a larger set-aside for feed grains for
1978. That is the problem.

Q.;

Do you agree that there will probably be a
compounded problem at the end of three years
if the reserves run out?

A;

I think that reserve will be accumulated over
time, and I suspect that some kind of arrangement will have to be made for the market to

4: Mr. Sundquist indicated the importance of increase for set-asides. I agree with that.
John Schnittker seemed to indicate that the
possibility of a cash payment is impossible.
It would seem as a minimum that permission
could be given to raise hay or forage crops
of some type. Would you be more specific in
what increased incentives are possible for
set-asides?

A:

One of the problems here is that you can't
say much in general, you have to talk about
a specific type of farming area. In some
areas for example there is no good secondary.
use of the land to produce hay. In some
areas there is, but this is one set of options
that seems to me is relaxing a bit. As long
as the land doesn't find its way into production of wheat, feedgrains, and soybeans,
essentially. Despite the fact that Schnitther
said the administration was kind of locked into not sweetening the payment incentives, I
sense that that locked in position may be one
that has been bargained between the Department and people over at OMB and Treasury and
elsewhere. Maybe we shouldn't exclude the
possibility that the people in agriculture
could work on some of their colleagues in
some of these other places. It seems to me
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Table 2.

absorb it over time. In other words, I don't
think that you could just go right up to the
end of the three years and let it come onto
the market. I just don't think that would be
a very feasible policy for anyone to follow.

Q:

A:

Q:

Can you explain the President's rationale for
cutting back the '79 proposed budget on the
commodity program?
I assume it reflects the expected size of the
relative supply/demand situation that is in
the budget, but that is very tentative because we don't even know what the situation
is here in 1978.
I wonder if you agree with Dr. Sundquist's
assertion that the Department might be able
to help push up the prices somewhere close
to those hoped for prices by Minnesota
farmers by stimulating CCC P.L. 480 and other
arm twisting things.
I agree that the Department has the tools to
push prices up. However, I get very uneasy
when I look at specific price levels given
a particular supply/demand situation. I
am concerned when we take action to push
prices up because we have to be very careful of the economic environment when you do
that. You have to be very careful. It's
difficult for me to say whether that is the
right policy because you may end up pushing
prices up and find a potentially worse situation down the road.

1.

Feed grains

2.

Wheat

1,538

3.

Dairy

590

4.

Cotton

223

5.

Rice

95

6.

Wool

59

7.

Peanuts

49

8.

Tobacco

-13

9.

Net interest

178

10.

Short term export credit

-38

11.

Storage facilities loans (net)

98

12.

Administration and other

58

$1,945

Total
Table 3.
Commodity
Wheat

Table 1.

Estimates of annual budget outlays for
1979-82 fiscal years for commodity programs and other CCC activities (millions of dollars)

Estimates of annual budget outlays,
1977 Food and Agricultural Act
(average outlays 1979-82 fiscal
years)

Corn
Sorghum

$4,782

1978 target prices and loan levels
Target Price

Loan Level

$3.00/3.05

$2.35

$2.10
2.39

2.00
a

1.

Food stamp

$ 5.6 billion

Barley

discretionary

a

2.

P.L. 480

$ 1.1 billion

Oats

discretionary

a

3.

Ag research

$ 1.1 billion

Cotton

0.52

0.51

4.

Commodity programs and
other CCC activities

Rice

8.45

6.34

$ 4.8 billion
Soybeans

None

Total budget outlay

$12.6 billion

-29-

discretionary

Table 4.

Basis for 1978 target prices

Figure 3.

1.

Average 1975-76 Variable Production Costs

2.

Machinery Ownership Costs

3.

General Farm Overhead Costs

4.

Management Return (7 percent of gross)

5.

Land (3.5 percent of current price)

Minnesota Farmers' Estimates of Fair
Prices for 1977
Average

Corn (per bu.) . .

... . . .

Wheat (per bu )

$ 4.04

Soybeans (per bu.)

$ 6.70

Hogs (per 100 lbs.)..
Only cost items 1, 2 and 3 are to be adjusted
after 1978.

Figure 1.

Key farm problems in 1978

1.

Large domestic supplies, particularly of
wheat and feed grains

2.

Heavy dependence on export markets which
are subject to high variability

3.

General inflation in our economy which continues to push farmers' costs upward

4.

Special cost problems with land costs and
high priced, large scale technology

5.

Continued inability to deal adequately well
with specific farm problem areas
Figure 2. 10 U.S. Agricultural Exports as Percentage
of Farm Production, 1977*

Soybeans &
60
products
Cattle hides 58gM===
Almonds

58

Rice

55

Cotton

45

Wheat

40

Tallow

40=MEM

Grain
sorghum

31

Tobacco

30

Corn

27

MEM2Mg

0

25

50

75 '

100

PERCENT
Year ending September 30 partially estimated.

Source: 1977 Handbook of Agricultural Charts, Agriculture Handbook
No. 524, U.S. Department of Agriculture, November 1977.
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$ 2.82

• •

$46.08

Choice steers (per 100 lbs..)

$50.60

Milk (grade A, per 100 lbs.)

$10.46

Milk (grade B, per 100 lbs.)

$ 9.80

The Food Stamp Program—
Economic and Political Considerations

People are increasingly talking about food and agriculture together. Food programs constitute the largest element of the Department of Agriculture's budget. The largest of these are the Food
Stamp Program which is generally overlooked but shouldn't be. Research indicates that the food stamp program has a multiplier effect
on the economy.
The food stamp program works by giving families a bonus beyond
what they pay for. If a family spends $104 to get $166 worth of coupons,
the $62 bonus is the federal subsidy. In this example, $166 is supposed to give the family a nutritionally adequate diet if they spend
wisely. The 1977 Food and Agriculture Act has instituted a reform
whereby a family can get the bonus stamps alone without buying other
stamps. This is meant to bring into the program those families too
poor to buy a large number of stamps all at once, but it might have
other results, such as decreasing the aggregate demand for food.
The national school lunch program also has a dual objective: to
raise nutritional levels and to stimulate food demand. The program
is now available in most of the nation's schools. A review by the
General Accounting Office shows that the program does, in fact,
strengthen the demand for agricultural products.
These pieces of legislation have been the result of urban-rural
coalitions in which food programs such as food stamps were traded off
for farm programs such as higher price supports. In 1977, the swapping
resulted in the Food Stamp Program being liberalized so much that there
will be nothing left to trade off in the future except the elimination
of the program entirely.

13enjamin Sexauer
Food programs are now the largest element in
the Department of Agriculture's budget. Food
Programs, particularly food stamps and the Nalonal school Lunch Program, have a number of
113111Plications for American agriculture. They have
°th economic and political implications. In
. d dition, people are increasingly talking about
'
l3°
.0d and agricultural policy. Our 1977 Farm
fill is a food and agricultural act. Much of the
13 c1 side orientation is just talk at this point,
.11t the food programs are something concrete
14 the area of food policy.
Food stamps are the largest food program.
ter Social Security, food stamps are our second
'largest social assistance or income transfer proin number of participants. Food programs
constitute the largest element of the Depart'ent of Agriculture's budget. The federal cost

of food programs is now running about 7 billion
dollars a year--this is about 60 percent of
the Department of Agriculture's budget. The
best figure I could get was about 12 billion
dollars as the Department of Agriculture's
annual budget, and 7 billion dollars is about
60 percent of that.
In the Food Stamp Program, bonus stamps
are really what the federal government is paying
for. That's the subsidy, that is what is coming
out of the taxpayer's pocket. Part of the stamps
are actually paid for by the families receiving
them. The total stamps issued has grown from
just under 2 billion dollars in 1970, and the
bonus just over one billion dollars. In 1976
total stamps issued was just under 8 billion
dollars and the federal subsidy was just under
5 billion dollars. That makes food stamps, by
far, the largest food program.
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Next we have the Food Distribution Programs. These are actual commodity distribution
programs where commodities themselves are handed
out. Commodities that have been acquired by the
various farm programs. Under food distribution,
the Needy Families Program has essentially been
phased out. It was our biggest food assistance
program in the '50's and early '60's. It's down
to 8 billion dollars a year now. Schools though
still receive a substantial amount of commodities
from the federal government. They are receiving
on the order of 444 million dollars a year in
commodities. Then we have a category of others
which includes things like institutional food,
some food to the elderly, but still .a fairly small
category. Under the child nutrition categories-school lunches are by far the largest program.
It's grown from 337 million in 1970 to about 1.5
billion in 1976. We now also have a School Breakfast Program. It's still pretty small, but it's
up to a 119 million dollars a year in 1976. The
Special Food Program is food for day-care centers
and feeding programs in summer schools and that
kind of thing. It's at 240 million in 1976--29
million in the first quarter of 1977.
There is also a milk program for school
children and that right now is running on the
order of a 150 million a year. WIC is a fairly
new program that stands for women, infants and
children and it's a nutrition program. It is operated through health care centers for pregnant
women, infants and small children. This is a
group of the population for which good nutrition
is particularly important. WIC is for low income
people. It was instituted in 1974, and it is now
up to 181 million dollars per year. The total
cost of food programs then to the federal government has gone from just over 2 billion dollars in
1970. As I said before, we are now running over
7 billion dollars per year in this area.
Let me say just a little bit more then about
what has been happening in these programs recently. Of particular interest is that the cost increases of the Food Stamp Program have leveled
off. There were some pretty dramatic cost increases going from '70 up to '76, but in '77 and
'78 the cost increase of the Food Stamp Program
has leveled off. This is essentially because as
economic recovery has continued Food Stamp Program participation has declined. Participation
dropped down to about 15.3 million in the second
quarter of 1977 as opposed to 19.3 million in
April of 1975. So almost 4 million fewer people
were on the Food Stamp Program. Because of participation declines, the total value of stamps
issued dropped from 2.1 billion dollars a year
ago to about 1.9 billion during April-June of
1977.
In addition to this, we have approximately
75,000 participating in the Needy Family Pro-

gram, that's the Commodity Distribution Program.
The numbers are very small--75,000 as opposed
to 15 million on food stamps. Participation in
the National School Lunch Program reached a total
of 25.7 million children last year, a pretty
sizeable program. The national average of federal payment per lunch increased to 14 cents last
fall for each lunch served, and the additional
payment was 53 cents for reduced meal prices and
63 cents for a free meal. Two and one-half million children participated in the School Breakfast Program, so it's pretty small in relation
to the School Lunch Program--27 million as op2 million. There were 900,000 people
1
posed to 2/
who participated in the Women, Infants and Children Feeding Program during April-June period of
'77. This is a big increase. We also have a
Nutrition Program for the Elderly, and that had
about 4 million dollars, a very small program.
The current Food Stamp Program was inacted
in 1964 for two purposes, and this is written
into the legislation: to raise levels of nutrition
among low income households, and to promote the
distribution in a beneficial manner ()four agricultural abundance. So the program clearly
had two objects, one is a nutritional one, and
the second one is agricultural stimulation, an
agricultural assistance objective. This was
shown in the support for this original legislation
in that it came from people concerned about malnutrition among the poor and those interested in
expanding demand for agricultural commodities.
The original legislation was passed by a coalition
of urban and rural Congressional members.
The agricultural stimulation aspect of the
program has been overlooked recently but perhaps
it shouldn't be. Right now the Food Stamp Pro2 percent of the total value
/
gram accounts for 41
of food purchased in the U.S. for home use. Four
and one-half percent of all food purchased in the
United States for home use was purchased by
food stamps.
The mechanics of the program appear to be
pretty simple. Participating families receive
a coupon allotment based on family size. This
allotment is supposed to cover a nutritionally
adequate diet based on the Department of Agriculture's Thrifty Food Plan. An eligible family
purchases stamps for an amount which depends
on its size and income. Up to now, the notion
has always been that the family purchases the
stamps. The difference between the coupon allotment and the purchase price is the bonus or Federal subsidy. For example, using some figures
that are about a year old now, so they may have
gone up slightly, a family of four with a monthly
income of $360-$390 could receive $166 worth of
coupons per month. The $166, therefore, is their
allotment which supposedly covers a nutritionally
adequate meal if the money was spent wisely. With
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an income of $360-$390 they would have to pay ,
$104 to buy those stamps. They pay $104; they get
$166 so they are getting a bonus, a gift, a subsidy from the federal government of $62.00.
Some very poor families are able to get their
allotment for free. On the other hand, families
very near the upper income level of the Food
Stamp Program are paying as much as 86 cents per
dollar of food stamps. In other words, to get
a $1.00 of food stamps, they are paying as much
as 86 cents, and getting a bonus of 14 cents.
The average family was paying about 25.6 percent
of its net income for their allotment. The
average bonus was running about $24.00 per month
Per recipient. This is $24.00 per month per
family member, not per family in this case.
These figures are for 1975-76. One of the problems of the program is that when you get down to
the actual operation of it, the situation gets
Pretty complex, because during the certification
Process, the families assets are taken into
account and a considerable number of deductions
are made from the household gross income.
The current Food Stamp Program started out
in '61 as a pilot. We did have a food stamp proram prior to World War II but it was essential'Y Phased out during the war and the program we
I:ave now started in '61 as a pilot project. In
64 it was authorized formally in legislation and
started out with about 360,000 people at a cost
°f $28 million. It grew fairly slowly up to '69
hen it was up to 2.8 million people at a cost
t° the federal government of about $228 million.
is interesting to note that even as late as
69 that Commodity Distribution was actually
larger program. Commodity Distribution had
'.9 million participants at a cost of $224
Taillion, approximately equal to that of the Food
Stamp Program.
Then something happened in the Food Stamp
Pr°gram and we got a tremendous growth in it
starting essentially in '70-71. We see a further
growth in it starting about '74-75. The phenomenal growth of the program since 1970 has been
a Product primarily of the reforms of 1970-71,
the continued geographic expansion of the coverage, the
phasing out of the Commodity Distribution
,
tc3gram, and finally the sharply rising food
Prices in the period 1973-75, and the high unelnPloYment associated with the last recession.
The presence of hunger in the United States
be,
,-ame a major issue in the late 1960's. There
'
las a White House Conference in about '68 on
_linger in the United States, and the CBS Docu7ntary "Hunger in America" had a major impact.
Ongress and the Nixon Administration responded
rY carrying out major reforms in the original
t°°d Stamp Program at that point. At the same
alme the program was being expanded to more
nd more counties. The participation climbed to

i

9.4 million in 1971, then 11.4 million in 1972.
The Food Stamp Program was made mandatory in 1974.
Every county had to have a Food Stamp Program,
and the decision was made to phase out the Commod#y Distribution Program. This produced a
rise in food stamp participation to some 13 million.
The next big jump came in 1975. It was
caused essentially by two factors: (1) the inclusion of Puerto Rico in the program, and (2)
the high unemployment rate associated with the
recession. Puerto Rico added 1.5 million recipients to the program, and in fact, Food Stamps
became a major source of federal assistance to the
Commonwealth. I am not sure I would be right in
saying it's the major source of assistance or
transfer from the United States to Puerto Rico,
but it certainly must be very close to the largest.
The major factor was the rise in the unemployment rate, though. The unemployment rate averaged
about 5 percent in 1973; it began to rise sharply
in the latter part of 1974 and reached an average
of 8.5 percent in 1975. The figure fell in 1976
but remained over 7.5 percent. A Department of
Agriculture study shows that for each 100 unemployed workers food stamp enrollment increases by
95 persons. Unemployment goes up 100 persons, and
food stamp enrollment goes up 95 persons. Under
the pressure of recession the basic characteristics of food stamp recipients changed. Some 60
percent of food stamp households were receiving
welfare payments in November 1973. By December
1974, welfare recipients accounted for only 48
percent of all persons obtaining food stamps.
It seems that the Food Stamp Program is
very sensitive to economic conditions. The same
holds true when the economy begins to improve.
The Food Stamp Program is sensitive to economic
conditions on the up side as well as on the down
side. The improvement in the economy since the
spring of '75 with a decline in unemployment has
brought a drop in food stamp participation of
about 4 million persons. In '75 we saw a lot
of concern about just how large the program was
becoming. About one in every eleven Americans
was on the program at that point. It was that
large. We have seen a considerable reduction
in the food stamp enrollment at this point.
The program has gone through a number of major
reforms that really transformed it. The first
one is the reform that went into law in January
1971. In the original Act the purchase price
of the stamps to families was equivalent to their
normal expenditures for food. The amendments
of 1970-71 not only increased the allotment to a
level sufficient to purchase a nutritionally adequate diet, but the purchase price to the family
was set at no more than 30 percent of income,
and also coupons were issued free to very poor
households.
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Just recently, as part of the '77 Food and
Agricultural Act, the largest reform of all has
been passed into law. That reform is elimination
of the purchase requirement for food stamps. This
reform as I understand it is going to go into
effect in late '78 or early '79. What it means
is this: that a family is going to be able to
receive the bonus without making a payment. It is
very important to make the distinction that it is
not the allotment they will receive, but the bonus
that they will receive without making the payment.
In my previous example, I had the family receiving
an allotment of $166 which is the allotment of a
family of four. They were making a payment to
get that allotment. It is not that $166 allotment
they are going to receive under the new reform,
but the $62 bonus that they will get without any
payment.
At the same time this elimination of the
purchase requirement measure was passed, there
were measures taken which hopefully will tighten
up the program administration. Efforts are going
to be made to strengthen the work requirement.
There is a work requirement associated with, receiving food stamps--a person is supposed to be
seeking work. In the past it hasn't been very
well enforced. The income eligibility level as
part of the '77 Food and Agricultural Act was also
reduced to the poverty level. There were some
people with incomes above the poverty level receiving food stamps and this is going to be
eliminated. The basic reason for elimination of
the purchase requirement was support by liberals
in the hopes that the measure would expand food
stamp enrollment among very poor, nonparticipating
eligibles.
Ken Robinson of Cornell University had this
to say in a recent paper he gave at the Department of Agriculture: "Dropping the cash purchase
requirement for food stamps as mandated in the
Food and Agricultural Act of 1977 probably will
result in a slight decrease in the aggregate
demand for food." This is something we are just
not very sure about though. What is elimination
of the purchase requirement really going to mean
in terms of the numbers of participants in the
program and also how they are going to use those
food stamps. Ken Robinson is saying a slight
decrease in the aggregate demand for food. I am
not that certain there will be a slight decrease.
A recent study shows that 72 percent of food stamp
recipients spend additional money above and beyond
their food stamp allotment on food each month.
Seventy-two percent of the people receiving food
stamps are actually spending more on food than
their food stamp allotment. Eliminating the
purchase requirement, you are not forcing people
to spend as much on food, but since 72 percent
are already spending more than the allotment you
really don't need to force them to spend the money
on food.

Robinson goes on to say this: Once this
change, he means elimination of the purchase requirement, is fully implemented, taking the next
step, eliminating food stamps entirely, and this
is usually termed "cashing-out" food stamps,
will not produce much additional impact. By that
additional impact, he means on the demand for
food. Going from the situation where we are not
going to have a purchase requirement for food
stamps to eliminating the program completely and
going to simply a cash grant, shouldn't have that
much effect on the aggregate demand for food-there shouldn't be that much of a decline. This
statement is of significant interest because that
is exactly what has been proposed by the Carter
Administration. Their welfare reform package
would in fact eliminate food stamps and a number
of other welfare programs and substitute some
kind of cash grant. We probably shouldn't expect
much to happen on welfare reform during this
Congress, though.
I look for something to happen in terms of
a significant debate in 1979-80, but I don't
really think there is going to be much debate
on the welfare reform package until after the
'78 elections. But "cashing-out" food stamps
is always going to be a key-point in any debate
on welfare reform.
The National School Lunch Program is the
second largest of the food programs, and again it
is designed to do two things. I will quote from
the legislation: "It is designed to safeguard
school children's health by improving and/or
maintaining levels of nutrition and it is also
designed to strengthen the agricultural economy
by stimulating food demand." There are two
objectives, one nutritional and one agricultural.
With the two objectives you get support from two
groups, you get support from urban liberal Congress people, and you get support interested in
agricultural stimulation. The Secretary of Agriculture requires that lunches served under this
program meet a specified food pattern, and this
is a point of debate right now. It looks as
though there is going to be some reform as to
how specified the food pattern is. The idea is
that the school lunch should provide one-third
of the child's daily dietary needs, one-third of
the protein needs, one-third of the calorie needs,
etc.
Federal assistance to the states in serving
the lunches is based on the number of meals served.
In fiscal year 1975 over four billion lunches were
served and about 1.6 billion of these were provided free or at reduced prices. The program, in
fact, is available in most of the nation's schools.
The General Accounting Office just did a major review of the program and in this study they say
the following: "That the National School Lunch
Program is successful in strengthening the demand
for agricultural products." Indications are that
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school lunch participants consume a greater
quantity of a variety of commodities than otherwise would be expected. There are also these
factors--substantial purchases of program foods
on local markets and the program's demonstrated
capability as a commodity outlet. The School
Lunch Program is the major outlet for commodities
acquired by the federal government.

ing increase; dairy products were getting about
36 percent at $446 million. A quick comparison
back to our figures shows that dairy products
were getting about 36 percent under school lunch
and about 13 percent under food stamps. Nothing
very surprising there in that school children
drink a lot of milk and eat a lot of other dairy
products.

It is very difficult to do research on what
effect the Food Stamp Program has on the economy.
You are trying to isolate the effect on one small
factor, like food stamps from all those other
things acting on agricultural demand. A study
O n this topic was done for '74,
and I brought
the numbers forward simply by extrapolation to
1977, so that we can look at 1977 but it is
actually the 1974 relationships that are being
used. There was a loss to the taxpayers of $4
billion in 1977, that's the value of the bonus
stamps. We are not including any administrative
costs there, and there are administrative costs.
Agriculture, Forestry and Fisheries with a $4
billion Food Stamp Program is gaining $600 million
in business receipts--and most of this is obviously going to agriculture, not to Forestry or
Fisheries. Food manufacturing, with a $4 billion
Program is receiving about 1.19 billion dollars
in increased business receipts. Meat and poultry,
in the food manufacturing area, are receiving
$424 million, about 36 percent of the increased
food manufacturing dollars; dairy products $152
million, about 13 percent of the increased food
manufacturing dollars; grain-mill products $131
million, about 11 percent; bakery products $87
million, about 7 percent; canned and preserved
fruits $253 million, 21 percent; other foods and
b everages $145 million, 12 percent.

The most interesting part of this whole
story in terms of commercial agriculture is the
political implications of these food programs.
What are the political implications for agricultural policy? A key factor is that control
of these food programs has remained in the Department of Agriculture, and the Agricultural Committees of the Congress where support for farm
programs and support for food programs and
particularly food stamps has been traded off.
There is no question that this has gone on, and
it's been more open than ever in the 1977 Food
and Agricultural Act legislation. A key to
forming an ad hoc urban/rural coalition to push
through the '77 Farm Bill was rural acceptance
of the position urban legislators sought on the
Food Stamp Program. Food stamp reform was itself a section of this ominous bill. The foremost reform, as I have already mentioned, was
elimination of the purchase requirement. The
change was hard for many rural legislators to
accept. One of the strongest opponents was
Herman Talmadge of Georgia, Chairman of the Senate
Agriculture Committee. A bill to eliminate the
purchase requirement was defeated the previous
year.

Non-food manufacturing with a $4 billion Food
Stamp Program loses $412 million dollars. In
Other words, you are taking money away from the
taxpayers, and you are giving it to people and
essentially telling them to spend it on food.
So food and agriculture is gaining, and non-food
manufacturing is losing $412 million as do a number of other categories. But there is a total
Ilange in business receipts, a net increase of
1. -7 billion dollars. What this is in a sense saying is that the
Food Stamp Program acts as stimu-Lus to aggregate demand. You are transferring
$4 billion from one group of people to another
gr°uP of people, and you are actually getting
IllOre demand out of it.
The Qost of the National School Lunch Program
in 76 to the federal taxpayer was $1.9 billion.
T
.he cash cost is $1.5 billion, with $444 million
111 commodities. Out of this then the business
receipts of Agriculture, Forestry, and Fisheries
ined at the rate of $743 million. Food manui„cturing
a
was gaining at the rate of $1.2 billion.
t ax poultry products were getting about $380
million, about
30 percent of the Food manufactur-

p
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For many years urban and rural legislators
have traded support for each others programs
in the various farm bills, but they have usually
been quiet about the bargaining. This time though
there was no reticence. According to an Associated
Press Story of August 8, liberal food stamp
proposals were openly swapped for higher farm
support levels. Representative Frederick Richmond,
Agricultural Subcommittee Chairman negotiated on
behalf of the Food Stamp partisans. A number
of Senators and Congressmen claimed credit for
the other side of the equation, not the least
assertive on that side was Senator Robert Dole
of Kansas, a Conservative Republican and advocate
of higher farm price supports; but also interestingly enough co-sponsor of the legislation the
previous year along with Senator George McGovern
to eliminate the purchase requirement. That's a
pretty interesting mix--McGovern and Dole cosponsoring a food stamp reform bill. According
to Fred Kewitt writing in the Kansas City Times,
Dole told a local audience that his support was
crucial to the final food stamp legislation, so
Dole is quite happy to take credit for this.
In 1977 rural legislators traded higher price
supports for liberalization of food stamps for
the last time though. This is simply because of

tion in some ways wanted the Food Stamp Program
taken out of Agriculture and put into HEW. In
a sense right now, I think people like Berglund
and Foreman would fight to keep food stamps in
USDA. However, if Congress does pass legislation which eliminates food stamps and simply
replaces it and other programs with some kind
of cash grant, then yes it is going to go out
of USDA. A cash grant program is going to go
over to HEW.

the fact that no more liberalization of food
stamps is possible. The next step is elimination
of the Food Stamp Program entirely. There is
really nothing left there to trade off For Future
Farm programs.
Comments:

4: What do you. suppose the administrative cost of
the Food Stamp Program is?
A:

The best number that comes to my mind is about
9 cents per dollar issued. I think that includes the federal and state costs, but that is
not very precise on my part, and I am not sure
that the estimates are very precise either.

4: The GAO determined that the School Lunch
Program was really contributing to children's
health through better nutrition. Do they
really think that American children are
healthier today than they were a half a
century ago, just because of the School
Lunch Program?

4: What part of the Agriculture Department's
budget--administrative budget is that?
A:
A:

I simply don't know.

4: A Citizen's League study on income maintenance

A:

They said a lot on that actually. What I
said in this paper was that they determined
that it contributed to the agricultural sector.

this past year has a figure of 8 percent of the
total cash outlay in the Food Stamp Program
for administrative costs.

4: I heard that--I thought you said it con-

That matches very well with 9 cents per dollar.

A:

tributed to children eating better as a result.

4: But that was over the 4.8 billion, the bonus

value--8 percent of the total taxpayers dollar cost.

A:

So that's against just the bonus, not the total.

Q:

Which is what the taxpayer pays.

A:

Exactly.
92Q out of every dollar goes to recipients as
an income transfer.

4:

But do you have any notion as to what proportion is administrative costs to the Department
of Agriculture, as opposed to the states and
counties?

A:

The total of their costs was 8Q on every dollar.

4: Am I right in assuming that we are pulling $4
billion out of the national economy and replacing it with $1.76 billion in additional business?

One of the aims is to provide the children
with better nutrition. First off that is
pretty difficult to pinpoint. They are
eating five lunches a week at the school
over say nine months, but they are also eating three meals a day and maybe snacks too,
21 meals a week; 21 divided into 5 doesn't
make a very large percent of your food coming
through the School Lunch Program. So what
happens at home, what happens away from school
is obviously very important. What the GAO
study also said was that there are some
problems with the nutrition impact of the
School Lunch Program. They wanted some
reforms. One thing is they felt that some
children were getting too many calories,
which was contributing to obesity in children. The second one was that they didn't
feel that a lot of the meals had enough iron'
a lot of the meals had less than a third of
the iron requirement, and that the children weren't getting the iron at home. Right
now Carol Foreman's operation is working on
changes in the School Lunch Program type of
menu.

4: There are some other federally assisted food
A:

programs, are they not in USDA? I'm thinking
about programs for older Americans, Meals on
Wheels, Congregate Dining, etc., etc.,--there
are several of those which combine a private
sector partnership with federal dollars? Now
where are they, are they HEW?

Yes. There is a net increase in the national
economy that would not have occurred if you
hadn't had a program of that $1.7 billion.

4: If the new Carter welfare reform bill goes
through will the food programs be taken out
of Agriculture and put where they belong in
Welfare?
A:

A:

Well, as I understand it, the last administra-
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I think Meals on Wheels is in HEW, but can't
people over 65 use their food stamp dollars
for Meals on Wheels?

Q:

The speculation in this debate is that if you
transfer--it is really an income transfer in
either case,--whether you specify that it is
to be spent on food or you just give people
cash--that you are taking dollars from higher income people who already have spent for
food and would spend it on something else,
luxury goods or recreation or something else,
and you are transferring it from those people
to people who will in fact use it for food
because they need food to live. The likelihood is greater that the dollars will be spent
on food if the income transfer is going from
higher income people to lower income people,
whether you do it in the form of coupons that
can only be spent on food or in the form of
cash. That's the speculation, now we have to
wait and see, how in fact, it happens.

A:

Well, I think the hunch is pretty good that
more will be spent on food if you give the
money to low income people than if I keep
it for non-food purposes because I already
have my food needs taken care of.
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Policy and Organizational Changes in the U.S.D.A.

This administration came into office in a period of good crop
conditions around the world. Wheat and feed grains were accumulating. The Secretary of Agriculture therefore had the task of managing commodities without adding to the possibilities cf inflation.
Because President Carter gives his cabinet Secretaries responsibility for policy decisions, and because his administration is
committed to reorganizing and consolidating the bureaucracy, Secretary Berglund began right away to reorganize the Department of
Agriculture. Berglund wants to keep a broad-based department whose
spokesmen are not considered to be representing narrow interests.
He split the position of Assistant Secretary for Consumer & Marketing Services into two positions, appointing Carol Foreman as Assistant
Secretary for Food and Consumer Services. His other appointees also
were experts in their fields.
The Department of Agriculture takes the weather seriously because weather is the most important factor in farm prices. While
there is more to be learned about predicting weather conditions, we
are not able to predict a whole growing season. Therefore, it is
imperative that agricultural policies be flexible. To this end,
the reserve program and the set-aside program have been explicitly
adopted as policy for the first time. These may constitute the
most important single policy area in agriculture now. The reserve
program differs from earlier programs in that the producer is
never forced to sell and the loans run for a 3-year period.
The food policy of the Department of Agriculture is not
really new. However, the food programs are being given equal status
with other programs.

Weldon Barton

In the fall of 1976 before this Administration came into office, we had reasonably good
crop conditions around the world. There were some
droughts and some bad weather in spots, but on
the whole crops were large. There was a growing
accumulation of wheat and feed grains. We were
coming back to having short term surplus stocks.
So whichever party won and whoever became Secretary of Agriculture was going to have to deal
again with the management of commodities.
At the same time, the Council of Economic
Advisors continued to be extremely nervous about
the possibilities of higher inflation. Consumers were still resistive, and I suppose had
reason to be. With the increases in marketing

costs, labor, packaging, transportation, and
processing, even if agricultural prices remained
stable at the farm level, we were pretty well
assured of a 4 to 6 percent increase in food
prices on the basis of that built-in inflation
in agricultural marketing costs. The point
is whoever took over as Secretary of Agriculture
was going to face some very tough problems.
In addition, President Carter believes in
placing responsibility upon his Cabinet Secretaries. Secretary Berglund is expected to
make policy, to take responsibility. The Secretaries are much more than speech-makers.
The President believes in cabinet government.
He holds his cabinet meetings regularly on Mon-
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day mornings. He has tended to keep pclicymaking
responsibilities on the cabinet secretaries.
Also, this is a reorganizing Administration.
Reorganization is much more than an ad hoc situation with the President. It is a four-year
affair. The President, in his campaign, made
reorganization of the executive branch a major
campaign plank. He said that he would try to
reduce the number of agencies in the executive
branch from 1900 to 200. The basic commitment
was that he would try to achieve massive consolidation of the federal bureaucracy.
In addition to consolidation, he placed
emphasis on eliminating the overlap and duplication of functions. Where there are several
agencies and several departments involved in
food policy or economic development policy or
resource policy, the President would seek to
consolidate.
Early in the year, Congress passed the Reorganization Act of 1977, which expanded the
President's authority to reorganize the executive
branch. Under the 1977 Reorganization Act, if
the President wants to establish a totally new
department, he has to go the regular legislative
route. Otherwise, if he wants to transfer the
Forest Service from the Department of Agriculture
to the Department of the Interior, for example,
it can be sought by a reorganization plan. That
is, he can send the plan to the Hill, and the
Congress has 60 days to react to that reorganization plan. The clock begins to tick on the day
that the plan hits the Hill, and unless at least
one House of the Congress rejects the plan
Within that 60-day period, the plan automatically
becomes effective. The President, in effect, can
legislate on his own unless Congress vetoes
under the Reorganization Act of 1977.
It is an indication of the seriousness with
Which the President views reorganization that the
first major bill he asked the Congress to pass
was the Reorganization Act of 1977.

reorganization.
Now what has Secretary Berglund said
about all of this? For one thing, he said that
he doesn't want to get into a fight over turf
per se. He has also said that he believes in a
broad-based Department of Agriculture, an institution with a broad constituency.
In addition, the Secretary wants the decision makers in the Department of Agriculture
to be trusted by the rest of government and
especially by the President. I think that one
can accurately say that during the previous
Administration, the Department of Agriculture
tended to represent a relatively narrow viewpoint. When a paper went from the Department
of Agriculture to the OMB, the White House, or
into the President, it was anticipated that it
would not be balanced. The Secretary was looked
upon to a certain extent as a special advocate
rather than as a broad-based official. Under
such conditions, there is a real possibility
that the Secretary of Agriculture will not be
consulted when the final decision is made.
Secretary Berglund does not went to be left out
when any major decision affecting agriculture
is under consideration.
Beyond that, the Secretary has tried to
set a tone by means of the people that he has
named to key spots within the Department. Publicity surrounded the creation early last year
of the separate position of Assistant Secretary
for Food and Consumer Services. There had been
an Assistant Secretary for Consumer and Marketing Services before that time, but the Secretary made an early decision to set up an Assistant Secretary for Marketing and a separate
Assistant Secretary for Food and Consumer
Services. He appointed Carol Foreman to the
position of Assistant Secretary for Food and
Consumer Services.
For Assistant Secretary for Rural Development, Alex Mercure from New Mexico was selected.
Mercure has a long background in the rural
development area. For Assistant Secretary of
Conservation, Research and Education, Rupert
Cutler was brought in from Michigan State
University with a background in natural resource
policy. In the international area, the Assistant Secretary appointment went to Dale Hathaway,
who has extensive knowledge in that area. Secretary Berglund is his OWP expert in the politics
of U.S. agriculture. But the Secretary is not
an economist. To strengthen himself in that
respect, he hired Howard Hjort as Director of
Economics. Early last year that position was
broadened to become the Director of Economics,
Policy Analysis, and Budget. The idea was that
the process of allocating money to the budget
could be linked with policy analysis and result
in better overall decisionmaking within the

One other thing that indicates that the
President is serious about reorganization is that
he has established a new bureaucracy to carry
out his reorganization goal, the President's
Reorganization Project in the Office of Management.
A director and about 50 new people have
been brought into the President's Reorganization
Project. They are in it for the long pull.
Presidents a long time ago learned that if you
really want to get things done, you create a
new bureaucracy fcr that purpose alone. The
existence of the President's Reorganization
Project in the OMB indicates that, at the very
least, we are going to see some rather large
scale plans and proposals from the President on
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Department. The Secretary relies very heavily
upon Director Hjort for economic advise.

ducer who wants to hold on to that corn or wheat
can do so if he thinks prices will rise further.

They say Secretary. Berglund takes the weather
very seriously, .Secretary Berglund simply faces
the fact that we can't change the weather, except
to a limited extent in localized areas. We
can't predict the weather for agricultural purposes. Predictions might help us to decide
whether to go to the beach on weekends or for
short-term military movements, but we haven't
been able to look six to eight months ahead
over a growing season and predict the weather
in order to plan cropping patterns and decisions.
What this means is that we .need agricultural
policies that are flexible. We need contingency policies that can adapt and adjust regardless of how the weather turns out.

We are betting that the weather over a threeyear period averages out in such a way that the
markets will clear. One year is not enough.
The traditional non-recourse loan program gives
the producer flexibility in marketing over a
period of one year. The reserve extends that
to three years. We can't predict the weather
in any one year, but there is a reasonably good
chance that over a three-year period weather
conditions will balance so that the market will
clear out the reserve.

That's where reserve policy comes in. Our
reserve policy may be the most important single
policy area that this administration is getting
into in agriculture. It is new, in a sense that
it is a policy for the first time. In the past,
we have never adopted an explicit reserve policy.
We never made a commitment to a reserve in advance, as this Administration did last August,
and then implemented rules for managing the reserve in advance of the accumulation of commodity stocks.
Very briefly, those rules are these. The
producer gets in initially through the loan program but then signs an additional three-year
contract to put his commodity into the reserve. If the wheat, corn, barley, or grain
sorghum goes into the reserve, the producer is
paid 25 cents a .bushel for storage. The storage
payment on oats is 19 cents a bushel. The farmer owns the stocks. The government doesn't take
over the commodity; the farmer remains in control.
Within the parameters set in the rules, the producer makes the decision on when to sell.
The farmer would be assessed a penalty if
he sold in the case of wheat below a price equal
to 140 percent of the loan rate of wheat. That
is $3.15 a bushel at this point. In the case
of feed grains, he can't sell out of the reserve
at less than 125 percent of the loan. That is
currently $2.50 a bushel for corn. The.government doesn't ask the farmer to redeem the loan
unless the three-year contract has expired or
unless prices have gone up to prescribed levels.
In the case of wheat, the upper price is 175
percent of the loan rate; that's close to $4.00
per bushel. For corn, it is 140 percent of the
loan rate, which is currently $2.80 per bushel.
There are comparable figures for the other
feed grains.
Even if these levels are reached, the producer still retains basic control over the commodity. When the loan is redeemed, the pro-

This is only a bet, but there is an ace
in the hole that can also be played. That
is the. set-aside program. This year, in order
to participate in the reserve program, producers
will need to set aside 20 percent of their normal
crop acreage for wheat and 10 percent for feed
grains. The set-aside requirement is based upon
the judgment that we are even with the reserve
policy already somewhat overbalanced on the
supply side.
Depending upon weather conditions, the setaside can be increased or decreased from year
to year to keep the reserve within reasonable
balance. We are encouraging producers to
participate in the set-aside and to use the
reserve program. It won't work unless it is
used.
Let me conclude with two or three general
comments on the food and consumer area. What
is occurring in the Department of Agriculture
is not really anything new insofar as food and
nutrition policy is concerned. We have had
school lunch programs and Section 32 food purchase
Authority since the 1930's and 1940's. We've
had nutrition research going on in the Economic
Research Service of the Department of Agriculture.
We've had the Cooperative Extension Service carry-.
ing out nutrition education programs through
distribution of pamphlets, radio programs, and
holding of conferences for many decades. The
food stamp program has developed over a period
of 15 or more years.
What is new is that these programs previously were appendages to other programs. Now the
food programs are coming into their own. The
nutritional aspects of the school lunch program
are just as important as its surplus removal
aspects. That's basically what is new at this
point, and it relates to some degree to the concept of a broad department and to the reorganizing process. These days you can't belittle the
programs that you've got or somebody will reach
over and say "I'll take it." If programs are not
carried out at one place, they are likely to be
carried out at another.
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Comments - Questions
Q: I
sponsible
teresting
come from

We have taken the position that it is generally
wise to set-aside the weakest land because that
is the most erodible land and it is better to
have it in a cover crop.

was a little surprised about the reCabinet. Lately we've seen some inAgriculture Department announcements
the White House.

A: There is no necessary connection between
Where the decision is made and where it is finally announced. If it is a major decision, the
White House always has the option of announcing
the decision.
Q: Berglund made the point that he has submitted some recommendations to Mr. Carter, and
Mr. Carter then made the announcements. It seems
to ME if Carter wanted to bolster Berglund, he'd
let him make his announcement.
A: Prior to the time those recommendations
went to the President, there was full consideration and consultation within the Department of
Agriculture. Then there was consideration within a broader inner-agency group involving the
Office of Management and Budget, the Council
of Economic Advisors, and representatives from
the Treasury Department and the State Department. In all of these cases the decision
and the analysis came basically from the Department of Agriculture. I am not going to say
thet decisions are made completely within the
Department. Even these days, the State Department and others clearly get into the act.
Q: I
are a lot
on them.
Advisory.
these and

Q: Has there been much response from the
wheat area tc sign up for the program at this
point?
A: I don't have the figures at this time.
Q: How do you think the White House is
influenced by the national food policy advisor, and where does the Agriculture Department
fit in?
A: Lynn Daft is the agricultural specialist
on the Domestic Council. There are informal and
very close working relationships between Lynn
Daft and the Secretary and the rest of us in
the Department. When a decision is made within the Department, Lynn is already involved at
that point. I think it is generally a good
situation.
Q: Under the Congressional reorganization
act, can there be a reorganization between
departments? And do you think the President's
Reorganization Project will shift food and nut
nutrition over to HEW, and Forestry and Soil
Conservation over to Interior and so forth?

A: The answer to the first question is yes.
This reorganization plan authority is designed
primarily for transfer between departments.
The President can do anything legally under
that except set up a new Department. He can't
take the Interior Department and call it a
Department of Natural Resources. He would have
to get legislation to do that, but otherwise
almost any transfer is possible. Insofar as
changes within the Department, the Secretary
can do those. If he wants to merge the Forest
Service and the Soil Conservation Service, he
can do that on his own initiative, and the
President doesn't have to get involved. There
are some things the Secretary can't do, where
certain agencies are based directly on statutory
law.

notice that in the Department there
of doors with "Advisory Council" names
One that comes to mind is the Cotton
What is the plan for dealing with
all other advisory boards?

A: There was an early commitment from the
President to get rid of any unnecessary advisory
committees. HEW had about 500, the Department
of Agriculture had 110, and every department
had a proliferation of advisory committees.
We reduced the number of advisory committees
from 110 to 35, eliminating some 75 advisory
committees. Most of those that remain are based
Upon statute. The cotton board and the egg
board will continue because tl-ey are based upon
statute;
they are industry financed. In the
short term at least, there are no plans for
C hanging that situation.
Q: What are the possibilities of increased
incentives for set-asides?
A: I am not aware of any consideration
for changing the incentives. The Secretary
has said that the program will succeed if the
.
1-arge5t number of producers possible participated
in the program. There is quite a bit of marginal
land. This Administration has not required
tl'at you set-aside average productivity lard.
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In response to the second question, there
is not going to be any single point at which a
master plan for the entire Executive Branch
is revealed. The President's Reorganization
Project is coming up with specific recommendations
in specific areas. The reorganization plan
authority says that you can't put more than
three plans before the Congress at any given
tire, so they have to be staggered. For example,
in the State of the Union message, the President
said he wanted a new Department of Education.
It remains to be decided whether this will include the school lunch program or other food and

nutrition programs.
The food stamp program is included in the
Welfare Reform legislative proposal. If that
legislation passes, there won't be a food stamp
program. There will be larger guaranteed income
and a jobs program.
Q: If I understand you correctly, it is possible that the school lunch program might go the
Department of Education, the food stamp program
might go to HEW, and the Forest Service and
the Soil Conservation might go to the Department
of the Interior. If all that happens, would
the Agriculture Department be seriously hampered
in doing its job, as far as the farm industry
as a whole is concerned?
A: Indeed, that is a possible problem. The
President is sensitive to the fact that no
Department should be too narrowly focused, however.
Q: Are we not really seeing two reorganizations? The first one is the one the Secretary
has undertaken, which has tended to intersperse
a whole new layer of people between Assistant
Secretaries and the people who actually do the
work. The seccnd organization will take place in
the White House and may reorganize the first
reorganization.
A: That was a consideration when this
reorganization was begun. One of the things
the Secretary asked was: "Are we going to have
to do this all over again?" The President was
going to deal with interdepartmental transfers,
and it was expected that the Secretaries would
get their own houses in order in advance. Secretary Berglund as you know took some substantial
steps to reorganize the Department, but the expectation is that this is not something that is
going to have to be undone when the reorganizing occurs between departments.
Q: Isn't there a movement underfoot to take
the food inspection program out of the USDA?
A: Secretary of HEW Califono made a recommendation back in November to transfer a number
of programs, including the meat and poultry and
egg inspection programs from the Deparmtnet
of Agriculture to the Department of HEW. At the
present time, no one is directly following up
on those recommendations. There is a possible
transfer of the Bureau of Foods to the Department of Agriculture. However, I think it is
relatively likely, for the time being at least,
that those food inspection programs will remain
where they are.•
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Changes in Political Support for Agriculture

Political support of agriculture used to be completely in the
hands cf an agricultural subsystem. Its leaders shared common experiences and values; its goals cf productivity and efficiency were
achieved better than those of other industries; it had its own status
rewards; and its political mechanism of the iron triangle maintained
its exclusive power over agriculture. It worked mainly by logrolling,
and at present its remaining power center is tte House Appropriations
Subcommittee fcr Agriculture.
Recently, however, a new food politics coalition has been formed
by outsiders interested in such topics as food prices, ecology, rural
development, land use, Civil Rights, and collective bargaining. These
new agenda advocates focus public attention on specific issues, which
then become part of tte informal political agenda and eventually tte
formal agenda.
In the process of generating interest for their issues, the new
agenda advocates have formed a coalition with the agricultural subsystem to the advantage of both. The coalition is uneasy and tenuous,
but it keeps agricultural issues before the public and demands that
resources be alloted to agricultural problems.
The third power center, in competition with the coalition, is
centered in the Presidency and the Executive Office. This coalition, having a national perspective as well as some biases of its
own, makes decisions based on priorities which are non-agricultural.
It has to deal with crises in other sectors and tends to consider
agriculture a success story. Therefore, it is indifferent to many
of the issues raised by the coalition.
So we have a system in transition: a coalition based on the common interest of the agricultural subsystem and the new agenda advocates
and, in competition, the Presidential coalition which resists giving
high priority to agricultural policy.

Don F. Hadwiger
There was once an agricultural subsystem,
and there still is. It once made agricultural
Policy, and in one arena it still tries to, this
arena being the House Appropriations Subcommittee for Agriculture.
But at another level a new food politics
coalition has formed. Its arenas are the Secretary's office in the USDA, and the authorizing
Process in the Congress. It includes the agricultural subsystem as well as many new interests in food, natural resources, and non-metro-

politan society. These interests are in
the new agenda which has been much discussed.
It is a coalition based on common interest, replacing the log-rolling relationship which more
or less sustained agricultural legislation up
until about three years ago.
One of Minnesota's greats, Senator Hubert
Humphrey, said the main virtue of a good politician is the ability to count votes. This new
coalition is evidence that many agricultural
leaders have the ability to count'votes.
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At the third level is the Executive Office
of the President and, in a symbolic sense, the
Cabinet. At this level, food and agriculture
are not seen as a major problem area, but as an
area with exploitable resources to be used in
solving high priority problems. As seen from
this level, commodity exports are good for
achieving a balance of trade and also for diplomatic objectives. The agricultural research
establishment can help achieve energy conservation and solutions for food-short developing
nations. Technological efficiency in agriculture is a chief weapon against inflation. Diets
can be a way of reducing the high cost of health.

versity officials, found instead a network of
"good old boys" whose cooperation was based
mainly on friendship and shared values.
A second characteristic of the agricultural
subsystem is that its instrumental goals--productivity and efficiency--have been achieved
in superlative degree over the short run. Its
efficiency is in sharp contrast, for example,
to the transportation industry, the steel
industry, the auto industry, and others.
The subsystem has its own status rewards
for those who contribute to subsystem goals.
These were particularly needed in agriculture
because farming pursuits were not highly regarded by our national values (except in a
romantic way). Nor were the sciences, professions, and businesses that have served agriculture. But the subsystem did not give
status rewards to everybody--particularly not
to small farmers and farm workers.

The impulse, thus, is to use agriculture
as it is, not to develop it further. Agricultural success is taken fcr granted. There is
no real priority for issues which the new food
politics coalition poses as imminent problems:
achieving environmentally-safe but effective
pest control; preservation of family farms;
water scarcity; salinity; soil erosion; farm and
agribusiness income; market stabilization; further development of food processing and transportation; access to food markets; revitalization of Rural America and so on.

Fourth, the agricultural subsystem possessed remarkable mechanisms for maintaining
exclusive economic and political power over
agriculture. These mechamisms included:

The Presidential coalition is relatively
indifferent to these issues for the very good
reason that their immediate crises are elsewhere.
Thus the emergence of a coalition between the
agricultural subsystem ane the new agenda advocates, supporting these issues, is a fortunate
occurence. In calling attention to these agricultural issues, it has already exerted a
powerful push toward developmental policies. It
has a chance to prevent the decline and obsclescerce of American agriculture in the challenging new era of demands for increased output--unfcrtunately coupled with really enormous ecological and resource constraints.
Let me intrcduce these coalitions, beginning
with the old agricultural subsystem. Here are
scme of its impressive characteristics, the
result of several past eras.

1.

A coalition of groups representing
major commodities, coordinated within
the Congressional agricultural committees.

2.

A cooperative bureaucracy which included the bureaus of the U.S. Department of Agriculture and the landgrant colleges.

3.

A farmer electorate whose large swing
votes (outside the South) were noticeably responsive to current prices of
principal commodities.

4.

Client organizations which exercised
grass roots control over the relevant
federal bureaucracies while using
these bureaucracies as a vehicle for
developing their membership. Lowi
called the subsystem "the new federalism" because each of ten agricultural bureaucracies was run by its Own
clientele.

5.

Off-farm agricultural interests (agribusiness) which have flowered from
within the subculture. Much of this
industry is located within the commercial farming regions, so the subsystem has an industrial sector whose
prosperity is of keen interest tc
elected politicians from the farm
states. Also, the propsperity of
import industries is greatly dependent
on the purchasing power of farmers.

The Agricultural Subsystem
One characteristic of the agricultural
subsystem is that it has had a well-developed
socialization process, which has shaped its
people. Agriculture functionaries have shared
experiences: they were reared on commercial
farms, attended land grant colleges, and afterwards interacted through the universities, the
market place, the media, political groups, and
the agencies. The information system of this
group has done a good job of mutual support,
but it has not done very well in exploring the
outside reality tc which it must adjust. Jim
Hightower and Susan DeMarco, who looked for a
conspiracy of agribusiness, farmers, and uni-
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known as the hunger lobby.

These political mechanisms are summed up
in the old iron triangle: bureaucratic
agencies on one side, a Congressional committee
on another side, and the farm and agribusiness
groups on the third side.

Ecological questions, placed on the
agenda by the environmentalists.
Rural Development, primarily a program
of the 80 percent of the rural people who
are non-farmers.

The principal mechanism for the group was
log-rolling--putting into one package the differert interests of commodities, agencies, and
individual Congressmen. Its remaining power
center today is the Appropriations Subcommittee
in each house of Congress. These remain the
center of the subsystem because the appropriations system is essentially a log-rolling process, and because of Chairman Jamie Whitten's
preemineance on the House Agriculture Committee.
Its membership, judged by the Congressional
Quarterly conservative coalition scores, is
quite varied, and in the case of tbe Senate Subcommittee, notably liberal.

Land use questions, raised by those
who oppose the long-held idea that farmers
have first claim on the use of the land.
Civil rights, advocated by those who
challenge the white male tradition that
has long characterized agriculture.
Collective bargaining for hired farm
labor, placed on the agenda by organized
labor.
Paarlberg said that "most of these issues
have been placed on the agenda over the protests
of the agricultural establishment. The agricultural establishment has, in large measure,
lost control of the farm policy agenda."

Recently the agricultural subsystem, acting
alone through that committee, has proved to be
impotent in focusing on agricultural interests.
Kenneth Meier recently completed a study in which
he found that the Agricultural Research Service
is one of the tcp ten bureaus of the entire Federal Government in terms of the client support
it receives at hearings before the House Appropriations Subcommittee. And Meier praised this
clientele because it was well-dispersed geographically and consisted of well-organized interests,
With lots of cross-cutting memberships. However,
he found that these efforts had not paid off
during the pest two decades. A study of USDA
budgets shows research has declined relative to
other USDA functions, and personnel slots have
also declined. Those with new agenda support,
like the Food and Nutrition Service, did well by
contrast.

It is a bit difficult tc actually list
these new agenda advocates because the important
groups may not be very formal. They are often
fairly small, which, however, is true even of
major farm groups in terms of their actual
participants in farm policy decision-making.
But to take one example, Bread for the World
has coordinators in many Congressional districts
and is very efficient in activating others on
issues of interest.

The New Agenda Advocates
Let us look at the other component of the
new power cOmplex--the new agenda advocates,
Which include many former outsiders. New agenda
advocates have been very successful on several
major issues, initially in conflict with the
subsystem. Don Paarlberg had a go at describing
them in 1975. He said:
The new agenda differs radically from
the old one, as this listing will clearly
show:
Food prices and specifically how to
hold them down, an issue placed on the agenda
by the consumers.
The various food programs, which now
take up two thirds of the USDA budget, so
that we are more a Ministry of Food than
a-Department of Agriculture. This issue was
placed on the agenda by what has become

The initial strategy of these groups has
been to expend participation in decisions, to
expand the conflict. Let me illustrate this
beginning with a rough model of political participation by U.S. citizens. This model suggests that less than 5% of our population are
the gladiators or political actors, especially
at the national level, and that many of these
gladiators are typically active only in one
very narrow subject area. Beyond this is an
"interested public" which stays informed on a
broad range of issues. When these people
become concerned, they write legislators or
newspapers. They are talkers and opinion
leaders among those they work with, and they
vcte their issues. The remainder of the population votes somewhat indifferently or does
nothing at all.
Private groups outside the agricultural
subsystem challenged it by trying to generate
interest from other gladiators and from the
interested public. To expand the conflict to an
interested public, such groups may publish a
persuasive dramatic report (such as Jim Hightower's
Hard Tomatoes, Hard Times); then they will seek to
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maximize media interest through press conferences,
Congressional hearings, and other forums.
Once an issue achieves widespread attention and concern, it becomes part of the informal political agenda which is being discussed
by politicians and which may become a campaign
issue of interest to at least part of the electorate. Environmental issues which became
campaign issues subsequently were reflected
in new environmental laws.

tutions and the heads of non-agricultural bureaucracies whose own missions are impacted
by food policy. Economist James Bonnen has
said that since 1972, "the locus of most major
executive branch food policy decision-making
was at the White House and presidential level."
Those who esteem the Presidency have
envisioned it as an office overarching special
interests, an instrument of a macropolitical
system that can orchestrate subsystems in the
service of national goals. It was in pursuit
of this vision that the Executive Office
of the President was developed, with its
hierarchy of presidential assistants and its
leading institutions—the Office of Management
and Budget, the Council of Economic Advisors,
the National Security Council, and the Domestic
Policy staff.

In this way some items were put or the informal agenda and later enacted into legislation.
But, more importantly in the process a new coalition developed between the agricultural subsystem
and the. new agenda prcponents. Recent legislative success has been achieved, for both the
subsystem and the new agenda critics, by an uneasy, unstable coalition operating through the
legislative authorizing committees and through
the Department of Agriculture. By expanding
tte conflict, these new agenda groups have expended the support for major agriculture policy
problems.

These agencies presumably help the
President to comprehend a national perspective.
But they and the President have their own
biases—they are interested in the very largest
squeaky wheels, those which will have some
electoral impact within four years. They also
have institutional missions--the CEA's is
"full employment", fcr example. And there are
biases in the way they operate. ONE, for example
cuts budgets as a way of exercising presidential
will.

ThE New Agenda-Subsystem Coalition
The present strategy of these grcups is-more or less--cooperation with the subsystem.
There are a number of instruments used by this
coalition. Within the Congress they are:

Executive Office Agencies mobilize and
join with interdepartmental committees whose
representatives are biased toward departmental
missions. And without a doubt, food policies
today have demonstrable effects upon foreign
policy, trade policy, security policy, energy
policy, transportation policy, labor policy,
economic policy, and welfare policy--and of
course, vice versa. Therefore, a growing
number of national and presidential agencies
have been involved in making food policy in
recent years.

The House Agriculture Committee. A
number of new agenda Congress-people
. got on those committees and interacted successfully with commodity
Representatives there. Congressmen
Richmond and Peyser of New York and
Congressmen Brown and Pinetta of
California are prominent examples.
--the Senate Select Committee on
Human Nutrition, drawn in equal proportions from the Agriculture and
the Human Resources Committees.

Aside from bias, a problem with decisionmaking at the Presidental level, Bonnen
asserted, is that "as tte locus of decisions is
moved from the lower to higher levels. . .you
move from decisionmakers with deeper knowledge
about a limited number of areas to decisionmakers with far more limited information and
understanding of any single policy issue or area
but who have some understanding of a far larger
range of policies and the interaction between
those policies. The implication of this, in
public policies for industrial structures which
are as organizationally and technogically complex as agriculture, is that major decision
errors are more likely when decisions are
staffed out and made at the highest level of such
a decision structure."

--the House Committee on Science and
Technology, which played an important
role in reconciling research interests of outside groups.
--other influential committees and
also ad hoc groups such as the House
Rural Coalition, and House Solar
Energy Grcups.
Presidency Coalition
It now appears there is a third power center
which makes many agricultural decisions according to priorities which are largely non-agricultural. This coalition consists roughly of
the Presidency, certain Executive Office insti-

(From James Bonne "Observation on the Changing
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Nature of National Agricultural Policy Decision
Processes: 1946-1976," Presented at the 1977
Conference on Farmers, Bureaucrats and Middlemer:
Historical Perspectives on American Agriculture,
Sponsored by the National Archives and the Agricultural History Society, April 27-29, 1977,
PP. 2, 3, 14.)
Bonnen lists several food policy decisions
made by the President because of their foreign
Policy implications. These decisions impacted
heavily and for the most part perversely upon
the U.S. agricultural economy.
The capacity of the Presidency to analyze
agricultural policy is small by comparison with
that of the bureaus, the Congress, or the overhead agencies within the Department of Agriculture. This knowledge vacuum in the Presidency
is due tc too few specialists, rapid turnover of
People, and a kaleidoscope of ever-shifting
structures and responsibilities. Typically there
is at least one agriculturally-oriented policy
specialist on the staff of the Council of Economic
Advisors, and at least ore such budget analyst
Within the OMB, with one or more middle-level
budget officers who were previously budget analysts for Agriculture. This does not represent
much depth of specialized knowledge of agriculture within the Executive Office.
Policy development within the Presidency
occurs in myriad ways, among which are several
major routines: the federal budget process,
clearance of proposed legislative and of enrolled
bills, creation of legislative packages by Executive Office institutions such as the Domestic
Policy staff, or by task forces selected from
affected Executive agencies, or from outside
the federal government. One recent presidential
initiative in developing research policy was
President Ford's request to the National Academy
cif Science for a World Food and Nutrition Study.
This study was asked to suggest the kinds of
research needed to meet world food needs. The
study, by thirteen committees of distinguished
scientists from inside and outside the agricultural establishment, presented a much broader
Spectrum of scientific views than one gets from
research establishment administrators. Some of
its recommendations were subsequently put forward
by the Carter Administration, including a proPosal for substantial funding of competitive
grants to enable research on the chief priorities
recommended by the study.
Aside from this rather generalized task
force input, the skeleton crew within the Executive Office undoubtedly receives informal advice
from knowledgeable scientists and administrators,
many of whom are championing alternatives to the
agency proposals. The 1977 Appropriations Committee names a number of sources for determining
research needs—the National Academy of Sci-

ences, the Congressional Office of Technology
Assessment, public interest groups, and others.
It took note of the fact that agencies were in
"day-to-day contact with OMB as well as through
their budget submissions."
On the basis of this wisdom available to OMB,
the agency has regularly made large cuts in the
USDA's proposed research budget. OMB virtually
vetoed ARS research budget increases, despite
inflation, for the years 1972-1978.
Who done it? Frustrated research administrators may wonder whether the Presidency's funnel
of krowledge is too narrow, considering that
the OMB analyst for the 1979 budget was a young
Ph.D., new on the job. They may also wonder
whether anyone else in the Executive Office considered the agricultural research budget on its
merits, considering that it is a tiny item in
the national budget. Actually, it happens to
have been an item of some interest to President
Carter, who was critical of peanut research and
asked the universities to "clean their houses"
and make their research. "more relevant" to the
needs of the people. His assistant for agriculture told me, "Although we do agree that agricultural research is important, we don't like
what we see offered to us." At the same time,
OMB provided substantial new funding for competitive (non-institutional) grants for basic
research and nutrition research. The indication
seems to be clear that this Administration is
ready to provide moderate funding for agricultLral research but lacks full confidence in the
research agencies.
Congressman Whitten's committee cut the
Administration's increase by two-thirds, and then
of course the appropriations log-rolling process
added many new items such as a new fruit lab in
Senator Byrd's remote West Virginia hometown,
none of this calculated to improve this Administration's opinion of the research institutions.
And we are back to Go.
So what we have--it seems to me--is, on the
one hand, a rather supportive if tenuous coalition
composed of the old subsystem and the new agenda
advocates, which, may be helpful -in helping agriculture adjust to new demands. But we also
have the Presidential coalition, which imposes
a national perspective but also has some biases.
It may operate on the basis of inadequate information and in any case is quite busy greasing
other wheels. Finally, we have the appropriations committees, wbich exert eroding influence
over agricultural policy but which still pursue the interests of the old agricultural subsystem.
This is a system in transition. An emerging
coalition, resulting from the common interests
of subsystem and new agenda advocates, focuses
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attention and public support on agricultural
policy issues. Chief competition is from the
Presidential coalition, which resists giving
high priority to agricultural policy, and frcm
the vestiges of the agricultural subsystem, acting
alone, which is important to prevent agricultural
resources from being used for non-agricultural
missions.
Presidential coalition probably resists giving high priority to the agricultural
problems, and we have the vestiges of the agricultural subsystem acting alone in the House and
Senate Appropriations Committees.

agriculture movement has really accomplished
something.
A: What have they done? They have basically said we don't like the situation we are
in.
Q: Do I hear you saying that you don't
believe the recent strike action has had an
effect on the farmers' position?
A: I don't know. I don't see what
effect there has been in terms of.a change--somewhat higher prices.
Q: They have gotten somebody to go with
them. Consumers are even talking about "poor
farmers." That's a group that does influence
Congress.

QUESTIONS/COMMENTS
Q: I want to know what the system was of
which the subsystem was a sub?

A: Yes, in terms of the public relations
situation, maybe they have had a big improvement,
there. Do you think that has been the total
effect? The total impact has been positive with
consumers, as far as you can see.

A: We never get around to describing the
system. We say that, theoretically anyway,
there is an overall political system, and one
can describe it somehow. We often say that
there is a macro-political system, which means
that there is kind of a top layer, and we often
put the Presidency in that layer. Then we say
there are a number of subsystems, one to deal
with agriculture, one to deal with the health,
etc. They usually use agriculture as the example
of the subsystems because it seems so classic.
The political scientists have traditionally
tended to use agriculture because it looks so
good when you put it up on a chart.

Q: That affects the Congress.
A: Yes.
Q: But what can consumers do other than just
talk? What have they done to support their talk
and give the farmer more for his product?
A: Well, consumer groups have done a twist
•
in the last few years. They were formerly saying
price supports go to big people, and price supports are unnecessary. Lately consumer groups,
which have to be distinguished from the voting
consumer, have supported more income for agriculture, almost enthusiastically on occasion.
In terms of what the consumer vote is likely to
be in the next election, if consumers take pity
on farmers, then presumably a vote for higher
farm price supports by an urban congressman would
not be harmful. But, it never was very harmful
for an urban congressman to vote for higher price
supports because somehow that message was never
delivered to consumers. But I am really stumped
to know what the big results of the farm strike
have been.

Q: To what extent do the one million farmers
who produce for the market still have something
to do with the Agriculture Department? Apparently they must have had a great deal to do with
it at one time. What's their relative power
within the Department of Agriculture now as
compared with 10 years ago, or 20-30 years ago?
A: I think pretty small. If you look at the
value added by farmers and all the input industries behind them, it is pretty small. Then you
go up to the processing industries and it jumps
greatly. I couldn't believe it when somebody
explained it to me this year how large the value
added of the processing industries is. The
swing vote of farmers is not very big any more
except insofar as farmers have a lot of common
interests with other people. Maybe in that
sense their vote is large. Part of the problem
of the Department of Agriculture has been that it
has not developed those common interests enough.
However, I think part of it simply is that one
million people are not very many, even if they
swing like crazy at election time.
Q: Don't you think the movement we've had
just now has changed that a little bit? We've
got the Senate Committee talking about changing
the Agriculture Act of 1977, now that the American

-48-

Q: The Minneapolis papers carried a survey
recently asking this very question of how much
increase consumers would accept in farm prices.
I think they said something like they were in
favor of a 5 percent increase. They were opposed
to any more than that. There was also a story
just the other day where the headline said something like "No relief for meat prices." I
thought what are they talking about? The price
of livestock is just starting to recover and here's
a headline, dateline Washington, that emphasizes
the price the consumer is paying. The consumer

could not care less about the farmer. The farmer
has been blamed for the high price of food in
recent years. It's got to be explained to them
Carol Foreman that we aren't doing it.
The
ihe Depextment of Agriculture has not helped much.
A: Basically, consumers don't vote very much.
But there is a group of people in the center at
sort of an elite level. The Congressman may
say to himself, "I see how I can make a point
here. Here's a group of people, 10 percent of my
electorate." The Congressman tries to get that
gr°uP of people by voting for something. Then
You have the elites coming and talking to urban
C°ngressmen. When it comes to higher prices for
!
arm products, if the Consumer Federation and the
l alPh Nader organization can go around and say
'
O
urban Congressmen, "You should vote for this
bill," that's an awful lot of help. In that
sense, it seems to me, you do have then a big
COnsumer
assist.
Q: To what extent has the American farmer
movement neutralized the political liability that
as incurred by the 1977 farm bill? Many nation1 economists and commentors were saying tl-e farm
°Ill broke the budget, that it increased the
deficit to the wealthy farmers. Has the Agriculture movement neutralized the liability?

by small groups.
A: I think you've got a good point. Look
what agriculture has done. They have provided
cheap food, a variety of foods; they've made
it accessible. You can go on and on. Already
this has been said by Secretaries of Agriculture
continually and by Land Grant Presidents and
everybody else who speaks for farmers. Why
aren't they believed? One reason is because
they haven't always done things as well as
they could, so that part of the success story
may not have been very well told. There was
also a failure story, at least from the point
of certain groups. They said, "Yes, but look
how you are doing it, folks. You are killing
the birds in the spring time; you are sending
all the people off the farms, particularly the
blacks in the south." Maybe what you are saying
is somehow agriculture could have told its
story better than it did. I think it could
have behaved in a littler broader fashion than
it did, but that's all water over the dam at
this stage.

A: I think you are right. Some of the
in terested public had in mind that this was too
Illuch money for too few people who are also too
l
rich. When they see farmers out there striking,
B.suPPose it turns their ideas around. I notice
111 Moyers interviewed Texas farmers, and he
reallY left us crying.
Q: What do you think would be the country's
reaction if they just quit for 60 days like the
ec3a1 strikers?
A: Do you think that they could.
Q: They could if they wanted to.
A: Well I really don't know.

4: The mystery to me is why agriculture
hasn t
been able to convince the public that they
have a common interest. Why haven't they been
successful to the same degree as say, the
etnvironmentalist? Do you think thet kind of
hing can be exploited as we go forward?
A: You are asking why agriculture per se
has I
n t been able to persuade a larger number
!
(3 gladiators to support them without having
tne intervention of some new agenda group in the
Process.
a — Q: I can't believe that just because you are
°wall group you can't get anything done any
mGre. It seems to me most of what gets done is
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Commodities: Situation and Prospects

Analyses of charts show various trends. World grain production
increased greatly in 1976 from the low levels of the early 1970's.
Consumption was steady in the world, except for the US and the USSR,
where it dropped in 1974 and 1975. Grain stocks in the U.S. are
increasing. Oilseed production is increasing worldwide. Cotton
and sugar .are in excess supply. Our exports are expanding, but the
high value of imports pulled the trade balance down.
We can predict a large feed grain crop in 1978 and must hope
there is some substantial need in the world to absorb it. Wheat
probably will not build up; movement into the reserve program will
help. There will be carryover stocks in soybeans. The livestock
cycle is turning up. Production expenses for farmers may keep net
profits for 1979 about where they are in 1978.

Dawson Ahalt
I gave my speech yesterday. I'm just going
to do a little "show and tell" today. I have
brought a few charts along which depict a few
important things that are going on in agriculture today, which, I think, are going to influence the agricultural environment.
In world grain production, you can see the
fluctuations. The record crop and record increase in world grain production in 1976 contributed to the very sharp build up in grain
stocks from the low levels that we had early in
the 1970's. Then in 1977 we had about a 2
percent drop in world grain production, but
even so, there were large crops. If you exclude
the U.S. and the U.S.S.R., production in the
remaining countries shows a much more stable
pattern than if you include those countries,
particularly the U.S.S.R. Of course, the U.S.
really contributed to the fluctuations in 1974
when we had our bad crops.
The consumption pattern shows basically
the same thing. There was a very sharp drop in
world grain usage in 1974 and 1975. Again,
much of the adjustment was in the U.S.S.R. and
the United States. Consumption in the other
countries increased at a fairly stable rate.
Many of these countries are insulating their
markets in one fashion or another from outside
forces, and that makes the adjustment in other
places and in the United States, in particular,
much more severe.

There was a very sharp build up in grain
stocks at the end of 1976-77 and a slight draw
down in - stocks this current year. However, grain
stocks outside of the U.S. are going to fall about
15 million tons. In the U.S. we expect them to
increase about 15 million, and we will have about
75 million tons of grain (42 million of feed
grains and 33 million of wheat) on hand at the
end of this year.
It hasn't only been in grains where we have
increases in production in 1977. We had an
enormous increase in oil-seed production this
year. Over half of the increase came from the
U.S. soybean crop. We also had larger crops in
other countries around the world. The Indian
sunflower and peanut crops were not as large
as had been expected, but again, there were big
increases. In cotton and sugar, we have really
moved into excess supply. There were very large
crops in 1977 and 1978 compared to 1976. In
general, our increase was mainly in wheat. We
have had large crops and now have large supplies
of the major commodities world wide.
What has happened to U.S. trade? Despite
these large crops, the value of our exports has
continued to expand. In 1976-77 we exported
24 billion dollars worth. That was a record
level. However, the value of-our imports went
up last year very sharply, particularly
because of coffee problems, and the trade
balance was pulled down. For this coming year,
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despite large crops generally throughout the ,
world, we look for the volume of U.S. exports to
expand about 15 percent. We should be able to
export more wheat, feed grains, and oilseeds.
With stronger . prices later this year the value
could surpass last year's record by $2-3 billion.
The value of imports is going to continue high
but we should be able to at least match our
agricultural trade surplus of last year.
I have talked about the importance of export
markets for the major crops. Our exports fluCtuate over time, given our crops, world conditions, and so on. This current season we are
exporting about 51 percent of our wheat, about a
fourth of Our feed grains, 68 percent of our
rice—which is a record ratio, a little less than
half of our soybeans, and about a third of our
cotton. A similar comparison which shows U.S.
exports account for about 42 percent of the
world's trade in wheat and about 64 percent of
the world's trade in coarse grains. We provide
a little less than a fourth of world rice and
cotton exports and about half of the world's'
oilseeds exports. All of this indicates the
importance of the world market to U.S. agriculture and gives you an idea of how the markets
look to us.
The U.S. crop picture shows that in 1977 we
had a record feed grain crop. In fact we had
two years of record production, and a big build
uP in carryover stocks particularly in 1977-78,
even though our exports were up slightly. We are
expecting our domestic feeding to increase this
Year.
It is still early to speculate on the size
of the 1978 crop. In January, farmers said they
Planted about one percent fewer acres to feed
grains. I don't know what you can say about
weather in 1978. Certainly we don't have the
concerns about subsoil moisture that we had a
Year ago. We do have a problem with a lot.of
moisture frozen in the ground in the corn belt.
A lot of land, I am told, has not been prePared. If you reduce last year's acreage
bY one percent and assume that. yields are no
better than last year, you are still going to
et a very large crop of feed grains produced
in 1978. We simply have to hope that there
will be some substantial needs in the world
to absorb some of it, so that it doesn't end
UP in our stocks.
We have had 3 two-billion-bushel wheat
crops in a row. This past year we did increase
?ur wheat feeding and had only a modest increase
in wheat stocks. However, we still have 1.2
billion bushels of wheat. Reduced winter
Plantings and the adjustment in the spring
Plantings (more durum and less intended plant?jigs of other spring wheat ) have resulted
in acreage being down about 12 percent on total

wheat crop from 1977. The current number that
is being kicked around for next year's crop
is about 1.8 billion bushels. We will probably
feed less wheat in 1978 because wheat prices
do not hold the incentive over corn they did a
year ago. If our exports can hold up, we
shouldn't see much build up in the carryover.
of wheat in 1978-79. The movement into the
farmer-held reserve will be a big factor
affecting prices.
On the disappearance side, the non-feed
use of grain and the exports of grains, have
shown growth over time. But domestic feed
use of grains is down substantially from where
we were earlier in the 1970's. In 1974, the
very short crop in full grain, aggrevated by
the drought, and the very high prices really
cut into our feed use substantially. We have
never regained that level of feeding. We are
still feeding in this country about 20 million
tons of grains less than we were during the peak
years 1973-74. (One of the reasons is that
relative prices during that period got out
of line and that imbalance affects the disappearance and the usage of these commodities.)
If we were feeding 20 million tons more coarse
grains this year, we would have a draw down in
coarse grain stocks, but it is going to take
us a while to get back up there. We have been
pulling down the livestock herd and we probably
are feeding less intensively. There had been
a lot of talk about soybeans this past year.
Our crop was a record 1.7 billion.bushels, up
a third from the previous year. We are moving
more exports, and our prices are down from the
highs of last year, but we are going to end up
with carryover stocks of beans about double
what we started with at the beginning of this
year. For 1978, the farmers told us on January
1 that they would expand their plantings about
8 percent. By the time we survey them again
in April, it will depend on what corn-soybean
price relationships look like as to whether
or not they will go that high. There has been
some erosion in soybean prices since that time,
and I think the futures market is probably
telling us that we may have something less than
an 8 percent increase in bean acreage in 1978.
I mentioned the turn down in the livestock
cycles. The lone cycle turned first when we
had the poor corn crop in 1974. It has since
recovered, but livestock numbers are still
declining. That is the sharpest decline on
record in livestock numbers with a very sharp
reduction in the cow herd. Slaughter supplies
have been up in the past few years because of
the slaughtering of heifers and cows, and we
are now beginning to move animals back into
the feedlots. That number will probably be lower
next January 1 than it is this year. Substantial
liquidation of inventories, reflecting increased
grain prices in the mid-'70's, the meat ceilings,

duction, you'll see that in 1972 we had drops in
production in a number of countries. Devaluation
of the dollar, reduction in crops, one of the
most rapid increases in economic expansion since
the Korean War period, there was a combination of
events that kicked those prices up.

and the consumer boycotts of beef, are really '
wrenching the livestock industry. Fortunately,
I think things are looking better. Cow prices
have recently moved up and feeder calf prices
are above choice steer prices right now, which
is beginning to put some squeeze on the feeder.
Things look better for the cow-calf people, who
have had a tough few years.

Q: You mentioned the drop in the hog situation and the problems of the meat industry b,ecause of various social or political influences.
Are we going to be facing more outside interference in the livestock industry?

I'll just mention in passing the big increase in milk production, up 3.6 percent in
1977, which is one of the biggest increases we
have had for some time. We talked about the
affect of the very high support price. We are
getting substantial amounts of stocks. There
are 3.7 billion pounds of milk equivalent dairy
products in government stocks.

A: Well, I certainly hope not. I think that
the industry has gone through some real tough
times and there is some misinformation put out,
Not long ago I saw a piece talking about how
much less beef Americans are eating. And here
we've been eating record amounts . There is
a misunderstanding of what is going on here.
People have been eating large quantities at low
prices. What is that going to mean when tlie
supply of lower quality cuts tightens up? How
are consumers going to behave?

Let me summarize. There was the big run
up in prices during the years of tight supplies.
Prices have since come down. The people who
really took the beating were the livestock
producers, particularly the cattle industry.
Their prices did not rise to the level crop
prices did. They came down very sharply and
are only beginning to get some relief.
The other part of the equation that puts
the squeeze on farmers, of course, is prices
paid. Real estate has gone up the most. Wage
rates have shown a pretty sharp increase; energy,
fuel, and fertilizer prices have gone up sharply
and have since leveled off. Machinery, tractors,
and propelled machinery are at very high levels,
bid up because of the high farm prices that we
had in the early 1970's and the very rapid
increases in demand for machinery during that
period. So there was a very sharp rise in
production expenses.
Realized net farm income is running at
about 20 billion dollars. If you take out the
inflation, it is down to under 11 billion dollars, which is the lowest it has been since the
late 1960's. For 1978, at this early stage, I
would expect that the gross will be up. Government payments will be up because of the new
bill, but so will production expenses unless we
are in for a big surprise. If market prices
continue to improve from last fall's low, net
farm income could be substantially higher in
1978.
Questions
Q: What was the relationship between the
devaluation of the dollar in international
markets and the increased prices we had in thc
early 1970's?
A: Devaluation certainly was a factor that
contributed to strengthening the demand for our
farm products although we don't know to what
extent. At the same time, if you look at pro-
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Q: In that index of machinery prices, how do
you compare a machine from 1967 with machines of
today?
A: The people who put those indices together
do worry about those things and do try to make
quality adjustments over time. They have a set
of procedures just like the people at the Bureau
of Labor Statistics, and they try to adjust
quality of machines. Certainly it is not an
exact science; it is a difficult thing to do.
They use a particular type of tractor. You don't
know the make, but you can tell the horsepower
and the principal features of it that fit into
their index. It's reported a couple of times a
year.

Wheat, Feed Grains, Soybeans

Today we have an oversupply of grain, which will continue for
at least the next year and a half. There have not been fluctuations
in production over the world as a whole. Fluctuations have come
from the U.S. and Russia.
There may be a small reduction in wheat carryover in 1978. Corn
yields will be somewhat below last year's. Feed grain prices may go
up a little.
Participation in the corn reserve program could easily be too
expensive to attract many participants. It is not an attractive
package, and participation is presently low.
We have a carryover potential for soybeans in 1978 and 1979.
Exports will keep increasing, but prices will be going down somewhat.
There are several reasons why demand for these products will
stay high. The Soviet Union is the lowest country in Europe in
meat consumption, and so meat is a high priority item in its agricultural plan for the next five years. The other Eastern European
countries also have goals of higher meat consumption.

Maury Brannan
My intent is to quickly cover the world situation and focus mainly on the U.S. We have to
look at what demand is on the horizon. We have
all talked about how there is a supply glut right
now, but demand is still growing and is going to
be there. If we have any crop aberrations, we will
be back in a big demand period because we won't
have the supply.
Today we're looking at an oversupply of
grain. In the late 1960's, we had large beginning
stocks, production, and consumption. The ratio
of beginning stocks to percent of consumption
was around 17 percent. We drew down our stocks/
Percent of consumption ratio pretty substantially
in the mid-1970's when we had our really high
Prices. Now because of an excellent crop in 1976
and another good crop in 1977, we again have a
high stock level. It is now around 189 million
tons of stock. In early summer, the USDA people
were predicting around 210 million tons. With
the decreased Russian crop and some other problems, we've been able to pull down the stock. We

don't have quite the burdensome supply today
that six months ago we thought we might have.
Assuming that we have a crop about the
same size in 1978 as we had this past year, with
the Russian crop around 205 million tons--5 million
less than an average U.S. crop--we could very
easily see a draw down in carry out stocks, but
not a really big reduction. We are going to
have a .substantial grain supply for at least the
next year and a half. There probably will not be
much price fluctuation unless we have some very
acute weather problems in the short term.
Trying to predict what the Soviet Union's
actual yield will be from year to year is just
impossible. What causes such a wide fluctuation
of Soviet yields? Climate is a big part, but
there is something else that is not publicized
very often. The fluctuation is mainly caused by
spring wheat yields, not so much the winter
wheat. The Russians do not summer fallow as we
do in the United States. They only summer fallow
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about 10 percent of their total spring wheat area.
The other 90 percent is cultivated year after
year. That's why they have such a strange variation in their crop yields. We speculate that
if they would go to summer fallow programs, they
could probably smooth this out and not really
hurt production too much. But they have not
chosen to do so at the present time. So we still
have to consider what the Soviet impact will be
for the next few years.

titude. So there will be total utilization of
around 6.4 billion bushels, a slight draw
down in carryover stocks. What about price?
It gets very difficult to talk about average
price received by farmers. With a $2 loan
back in 1976-77, we had a $2.15 average price.
It looks like this year it will be around $2.05
or $2.10. Next year I'm calling it $2.15 or
$2.25. A lot of factors can change, but I do
not see a big upsurge in domestic feed grain
prices in the next several months. However,
if we have some more short falls around the
world and have exports around 1850, it will
probably be higher than $2.25. In general,
there will not be much of an increase in
price from today's levels.

Let's turn now and look at the U.S. supply
and demand for some of the major commodities,
beginning with wheat. I'm forecasting a 1978
crop of around 1.8 billion bushels if we have
normal weather. It doesn't matter if you use the
Cargill estimate or the USDA's because we are
close to agreeing that with the 1.2 billion
bushels carry in, there will be a total supply
of around 3 billion bushels, which is still a
burdensome supply.
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I want to demonstrate some problems with
the feed grain reserve program. Let's take an
example in which you are a farmer and your
loan rate is $2/bushel. You can hold your corn
in reserve for a full three years before you get
rid of it. Your normal average price does
not get 125 percent of the loan until the expira'
tion date of your reserve contract. If you
liquidate your corn in either case--option
A or B--at $2.50, your loan interest would be
different for early reserve sign up. But today
it is still 9 months away. Your interest rate
is 6 percent annualized or a penny a month.
You've got 9 cents in either case. You've got
to hold the reserve three years at a penny a
month--that's 36 cents. That's a total interest
expense of 45 cents that you have to pay for
holding that grain three years and 9 months, at
which point you'll have to pay unless Uncle
Sam happens to waive it. It is not likely he'll
waive all of it.

A realistic figure for total domestic use
including flour exports is 750. It is unlikely
that we'll feed much wheat in the coming year
considering the feed grain price relationships
to wheat prices today. I see a lot of cheap
sorghum and corn down in the main cattle feeding
areas today and I don't think that is going to
change in the next two or three months. So we'll
have a reduction in wheat feeding, with exports
being the key. We are predicting about 1.075
billion bushels of wheat exports, but 1.200
billion bushels is possible for this coming year
if we go back to normal weather around the world.
With 750 domestic and 1200 exports, we get 1950
disappearance out of a total supply of 3 billion
bushels. You can see why we have a small reduction in the carryover.
So price stability is pretty evident to the
world. Most foreign suppliers are committed for
export for the next 5 to 6 months. If there is
any demand, it has to come to the U.S. and
Canada. It will be the responsibility of the U.S.
to be able to export it. There are really a lot
of big logistic problems coming up in the next
several months.
Turning to the corn situation, we talked
about what the January planting intentions reflected. Let's go back and look at normal yields
over time, and at the 1978/1979 projection. The
area planted will be down about 1% percent and
yields will be a little below last year's. I
doubt if we will get over 4 billion in domestic
feeding this coming year.
Exports continue to go at a very strong rate,
around 1.850 billion bushels. Again, the world
likes cheap grain. They have a large livestock
basis, so demand for feed grain still exists and
will continue for several years, unless some of
the centrally-planned countries change their at-

Look at the storage cost expense. There
are two options: our own farm storage and commercial storage. The farm storage costs you 20
cents a year. You are getting paid 25 cents a
bushel per year which would be 75 cents over the
three year period. You have gained a nickel a
year or 15 cents aggregate, with costs at 60
cents. You have a nickel deficit every year
(15 cents expense) with commercial storage.
You take your net expenses, interest plus or
minus storage, and you have a 30 cent expense 011
the farm. For off-the-farm storage, you have 60
cents expense. Your net profit for the three
year reserve is 20 cents if you store it on the
farm. If you have it in commercial storage,
you'll lose 10 cents. When the net price of
corn is $2.20 at the farm and $1.90 for commercial stored corn over the three year period,
then economics do not favor one using off-farm
storage in any case, unless you can get rid of
it in less than three years. Unless the USDA
sweetens the package, I look for a very small
percentage of farmers really going into the
feed grain reserve. The wheat reserve is a
little more attractive, but the feed grain re
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serve is not a very attractive package. We have
very little participation at the moment. The
eligibility isn't there now, but even in the old
crop, we only have a couple million bushels in
reserve.

loan; he can get those right now at his country
elevator. It is not uncommon to see beans being contracted for about $5.20 to $5.40 today. Just
a few weeks ago ycu could get $5.60 to $5.80.
Economics favor the farmer doing this. We look
at that kind of price projection for the year.
Keeping the soybean loan rate at $4.50 per bushel
is not an attractive program.

QUESTION:
You hold that grain for 3 years deliberately.
You don't have to pay an interest on that grain
to the government, do you?

In summary, we should have plenty of wheat,
feed grains, and soybeans in the upcoming year
if there are no crop disasters.

BRANNAN:
That hasn't been determined. USDA has not
really figured out how they are going to handle
that. Say at the end of three years, prices
haven't reached the trigger level. They've been
talking about going back to your initial gross
loan, which would be the $2 in this example. You
Would have to pay the interest and get to keep
,
a71l the storage, which isn't very attractive.
'°u would pick up a few cents.
COMMENT:
In the past, you delivered the grain on those
types of contracts, and you never paid any interest.

That's right. There is an interest charge
t°daY in this system. It is not like the old
resale program.
Taking a look at soybeans, we saw in the
Ja
nuary planting intentions that an 8 percent
'nerease in acreage was standard for 1978. I
sthink it is more realistic today to talk about a
,Percent increase. Last year was an excessively
gigh bean yield year, about a bushel per acre
ab°ve average. We still have a potential buildin the carryover of beans in 1978/79. The
.razilian situation today is unclear, but the crop
Probably between 10 and 11 million tons, which
Is still not a bad crop in Brazil. So I don't
bee a big demand coming which could not be filled
uY Brazil at the present time. The domestic
kse will be about the same. Exports will still
elp increasing due to better demand abroad for
sge Products, and total utilization should be up
14li8htly. What will happen to price? In 1976
saw an average price of around $6.81 for the
1.01e 12-month marking period. This year it looks
Ike about $5.25 to $5.75.

j

Let's turn to where some of this demand is
coming from. It is important to talk about a
few of the key things that will keep demand at
a high pace.
Meat consumption in the centrally-planned
countries is an important factor. In 1975, the
Soviet Union had only 107 lbs. of meat consumption per capita. Some of their counterparts
in Eastern Europe are much higher. West Germany
is much like the United States, but still below
us. The Russians, by far, are the lowest in
meat consumption. The Russians don't like that.
They've put a really high priority on food for
the next 4 or 5 years in the total agricultural
plan.
Something that is interesting hasn't been
publicized much. When you look at some of the
plan fulfillment and livestock numbers in the
Soviet Union, you see that a lot more hogs were
kept in the private sector. On January 1, about
3 million head more were on private plots than
a year ago. A private plot in the Soviet Union
is where you can come out and farm in a little
commune if you are an industrial worker. It is
at the collective/state farms level where they
produce a lot of their crops. The Russians
are emphasizing more meat production, and they
are going right down to the lowest level. That's
a sign of strong demand potential for the next
year or two if they continue with that type of
policy.
COMMENT:
I assume this excludes fish and animal
products. What is included?
BRANNAN:
This includes fish.
COMMENT:

One thing we have seen a lot in just the last
111°nth and a half is the farmer coming in to cont act a fair amount of soybeans, which indicates
17° us that maybe the farmer is not going to be a
aefY heavy participator in the feed grain set
hi de. What the farmer is doing is protecting
Irnself with these higher prices above the
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What about animal products--milk, butter,
cheese, etc.?
BRANNAN:
No.

That's not included--only red meats and

poultry and fish.
This strong desire of the Soviets to increase their meat consumption is the swing factor. It is very important to look at just where
demand is going to change from year to year.
Back in the early 1970's, Eastern Europe, China,
and the Soviet Union comprised only about 13
percent of world trade. They have had a lot of
internal policy changes since then. They started off pretty slow and in one year jumped up to
27 percent. It has been pretty substantial ever
since then and with a couple of drops, is still
going up.
Today probably about 26 percent of the world
trade comes from these countries. These are
countries with renewed demand for both feed
grains and soybeans but not so much for wheat.
Wheat is a secondary import item in these countries, except for China. We always forget, I
think, what causes the Soviets or other centrally-planned countries to be such big buyers all
the time. Their demand is set at record levels
by their policy just about every year. So we'll
see a continued growth here.
Let's look at the 5-year plan on meat in
the main Eastern European countries. Czechoslovakia, with 81 lbs., has a goal of 87 by the
1980's. East Germany's goal is to go from about
78 pounds up to 100. Poland and Hungary plan a
slight increase. So if they meet their 5-year
plan projections, there is much more demand
potential. The Soviet Union has planned about
a 10 percent growth in their per capita meat
consumption in the current 5-year plan.
Something we always forget is the feed
composition of some of these countries. If you
look at the total grain consumption by livestock
in the Soviet Union over time, you can see how
it has grown. But pasture is a very important
item in these countries, where they have high
livestock bases. Grain is a key factor also.
But the roughage area is something we always
forget. Given a bad grain crop, what happens
to the roughage production? When you have a
bad grain crop, you may suffer even more of a
short fall in your roughage area, which enhances
your demand. The Soviets had to change their
policy in the late 1960's. They put more grain
into the animal's diet, although roughage is
still a big percent of the total ration composition. The grains are around a third now compared to approximately 15-20 percent back in the
beginning of the 1960's.
What can we say for the outlook in 1978?
In the grain market, corn and soybean prices
will remain relatively near today's levels.
Weather, the biggest unknown, will greatly affect the price outcome for the last half of
1978. A lot of things could still happen if we

have some crop failures. The price expectations
will be a major influence on the size of the
spring planting of crops, especially the corn
and soybean crops. The farmer has not actually
made his decision on what to do. All these
planting intentions help us to get an idea
of the level but they do not tell us the actual
numbers until the farmer goes out there and
actually plants his crop.
The feed grain program is misunderstood
and merits quick mention. It would be a wise
move to sign up for the voluntary feed grain
program during the official March 1-April 30
period because one can always decide not to
participate later. Sign up for the program.
If you don't want to participate at a later
date, you have nothing to lose. It makes it
tough for the USDA and analysts and everyone else to figure out the market, but it still
protects you as a farmer.
If crop prospects are below expectations,
and the prices show some strength, one may
not want to participate. Use the program as
a hedge and watch what is going to happen over
the next three or four months. You don't have
to comply with it. It is a voluntary program.
QUESTION:
Is there any kind of percentage figure
showing therelationship of PL 480 exports
to total exports?
BRANNAN:
It will vary from year to year. Basically,
it's related to price and to the needs of some
key countries. Let's take India, for example.
They had good crops the last year or two, so
now they don't want any PL 480 wheat donations
Basically, there is a fair amount of demand
for PL 480 credit, but in the long run, I don't
see a big demand for it.
QUESTION:
I wonder if you would comment about private
industries and what advances they have made
in our ability to see what the weather is ahead.
BRANNAN:
All of the major exporting companies in the
United States and even abroad follow weather
in some manner. We have chosen to do our own
analyzing in the last couple of years, but others
still use consultants. A few companies have
their own private meterologists. Everyone is
out there watching it ever since what happened
in 1972--not just the Soviet Union but some of
the other key countries around tte world. A
lot of mathematical models have been tried, but
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there still is a lot of subjectivity involved in
What to do with the model. Many times you can do
just as well by following day by day, making your
Internal changes mentally, and come up with a
Pretty good crop assessment. The USDA has
stepped up their weather monitoring.
QUESTION:
I have a question about the basic data on
world grain production and consumption. Do the
figures you used and that others generally have
been using include only grain which enters the
market, or do they include all of the subsistence
Production by people who raise and eat their own
food?

BRANNAN:
The Chinese historically are not large
importers of grain like the Soviets. They are
not a swing country. China took 9 million tons
this year for a couple of reasons. It hadn't
imported much the last couple years due to
its internal policy. They probably drew down
stocks. I would think that of this 9 million
tons, maybe a third was for stock buildup again.
QUESTION:
Do they buy in the open market somewhere
other than the U.S.?
BRENNAN:

BRANNAN:
USDA and FAO and others have got a world
network of about 100 countries comprising the main
sector of world agriculture. They try to work
UP supply and demand estimates as best they can
tor the individual country. After the top 10 or
15 countries, the statistics become very poor.
A lot of countries have no stock. Even production data is very poor. It is kind of implied
that they probably consumed it all if they are
an importer. It doesn't mean that they really
have.
The consumed portion is estimated. For
example, in Western Europe they use a grain
collection survey. They figure 30 percent is
Still left on the farm and so they've collected
70 percent of the crop. Divide that collection
r'umber by 70 percent and that's the total crop.
4'st countries are not skilled on crop estimates
like the U.S., the Soviet Union, and three or
-our others.

I was going to cover that. We are the
.residual supplier. They have good government
relationships with the Canadians and Australians,
who can supply their needs in most years. When
the demand goes to 7 or 8 million tons of wheat
every year, the U.S. would participate in the
import demand. I don't believe that Canada and
Australia can ship them, say, 8 or 9 million
tons on a regular basis. Canada has about 40
or 50 percent of its market comprised of two
countries--Russia and China--year in and year
out. Those are pretty substantial clients.
So if there is a big swing, the demand has to
come here.

QUESTION:
Would there be any advantage in sales if
Russia had the most favorite nation treatment?
BRANNAN:
That is really a difficult one to answer.
1 think they would probably use more credit if it
Were available. If we were to give them credit,
I m not sure it would really increase the demand
very much over time. It is really hard to
valuate the currency problems in these countries.
he Soviets can switch a billion dollars out
Of defense to buy food and we would never know
dbnut it. And to finance your customer is not
really the answer. You want that customer to
have the ability to pay for his items over time.

QUESTION:
Why does China prefer not to buy wheat from
the U.S.?
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Livestock: Situation and Prospects

In the next couple of years, the livestock industry is going to be
quite volatile. The overriding factor in the cattle outlook today is
the dramatic decline in inventory since 1975,, which might continue into
next year. The cattle cycle since 1934 has shown peaks of . inventory at
mid-decade. Slaughter of beginning year inventory is high in the liquidation phase of the cycle and low in the build-up phase. We are now in the
liquidation phase, slaughtering about 40% of the herd.
The feed cattle industry has recovered rapidly since 1975, with marketing near the 1972 and 1973 levels., For nonfed steers and .heifers, the indications are that slaughter has been high in recent, months because the
cost of production is so high that cow-calf operators are getting prices
below the breakeven point._
For 1979, the cattle feeding industry should be profitable, producing
increases in fed, cattle slaughter. Nonfed cattle slaughter will decline,
as will COW slaughter, offsetting those increases. , So there will be a
total overall decline in cattle slaughter.
For hogs, there is a lag between intended farrowings and actual farrowings, so we are not sure just how many hogs there actually are this .
year. Reports from farms would indicate a sizeable number coming to market.
Projections for 1978 about consumption show beef consumption down to
120 pounds per person, near the 1975 low. Pork consumption is up to 67
pounds, well below the level of 1971. Veal and lamb will be down a little.
Total consumption is 193 pounds, about the same as 1973. In 1979, the decline will continue. However, broiler consumption is up, so total meat
consumption will be higher.

George Hoffman
There are a lot of exciting things coming up
in the livestock industry. It is going to be
quite volatile. A lot of the changes are coming
in the immediate future; probably within the
next six months. We will see some rather dramatic price changes.
I'd like to first cover the cattle situation and look specifically at the three primary
classes: fed beef slaughter, nonfed steer and
heifer slaughter, and the cow slaughter situation. Then I'll move 'into hog slaughter and
summarize with some per capita meat supply figures.
The cattle inventory ,shows a dramatic decline since 1975, which is probably the overriding factor in the cattle outlook today. The

January 1, 1978, inventory was just a little
over 116 million--the lowest since about 1971.
This is a 16 million head liquidation since the
peak of 132 million in January, 1975--quite a
dramatic downturn. This is the biggest liquidation of any time in our history. Looking back
as far as the 1800's, we never liquidated this
many cattle during any previous cycle. According to the slaughter numbers, it is doubtful
that the inventory will stabilize -kren this
year. There may be some continued decline in
cattle inventories by the beginning of next
year. We are looking at the beginning of 1979
with inventory numbers back at the 1970 level.
This sets the stage for a rather volatile market
ahead.
Another thing to notice is the tremendous
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regularity of cattle inventories in the cycle.
The inventory has peaked in every mid-decade at
least since the mid-1930's, and then only missed
the mid-decade by one year. That was 1934,
Which was a peak year. The trend shows up
in 1934, '45, '55, '65 and '75--and maybe we'll
see a peak again in 1985.
We slaughter a fairly high proportion of
our beginning year inventory during the liquidation cycle and a very low proportion during
the build up phase. In 1973 slaughter was only
about 30 percent of the inventory at the beginning of that year, which is, I believe,
the smallest percentage in history. This is one
of the main factors that produced the overSupply problems that we had in 1974 and 1975.
It is quite painful to slaughter an increasing
Percentage of a larger herd, which is what we
have had to do now since 1973.
In 1977 we slaughtered about 40 percent
of the herd. This is a cyclical pattern which
likely will continue to go up, or at least
stay at this 40 percent level, for the next
Year or two before turning down. Probably
about 36% percent is a herd's stability level.
Slaughter needs to be about 361
/
2 percent of
the herd in order to maintain numbers. We
are into the liquidation phase now. We'll
Probably stay aboNie this percentage for the
next two years or so, before dropping back.
What we are doing now is slaughtering a
larger proportion of the smaller herd. This
does not mean lower total slaughter numbers,
but it does mean that total herd numbers will
Probably decline for the very short term.
Looking at the fed cattle situation, the
Weight groups that generally come to market
during January-March are steers that weigh over
900 lbs. and heifers that weigh over 700 lbs.
On January 1. Inventories on January 1 were
about 4.8 billion head in this category. First
quarter marketings are right around 6/
1
2 million
head, very close to what cattle feeders indicated in their intentions market. This 6%
million head is not significantly different
from marketings in 1976 and 1977. We are getting close to record numbers of fed cattle
marketings again--back to the 1972-1973 levels.
Cattle feeding has recovered quite rapidly
since 1975.
The lighter weight groups that generally
come to market in the second quarter are steers
700 to 900 lbs. and heifers 500 to 700 lbs.
°n feed January 1. We see just under 4/
1
2 million head on feed in this category at the beginning of this year. This is about the same
as last year's level and a little above the
1976 level, right around 6 to 6%, million. So
again, there will be a fairly high level of

fed cattle marketings through the spring, but we
still haven't yet gotten back to our record
levels of 1972 and 1973.
Looking into the last half of the year,
there is a relationship between placements during
the first half of the year and marketings during
the last half of the year. We need to make some
kind of a speculative judgement about what
placements might be in the first half of this
year to get our marketing predictions for the
second half. I have figured about a 6 percent
increase in first half placements, which would
total about 11% million head, compared to about
10% million head last year. So again, fed cattle
marketing projections for the second half of
the year likely will be up around the 1971
level, a little more than 1977, but still not
back to record levels.
On the nonfed steer and heifer slaughter
side, it is generally a picture of declining
slaughter, in a supply that has been quite large
in the past, and will probably decline for the
next several years. One reason for the decline
is the number of calves placed on feed. In 1977
we placed about 57 percent of our calf crop on
feed. In 1971, and 1972, we had the highest
demand that was ever placed on our calf crop,
and in those years placements were just over 60
percent of the calf crop. Those were the years
with pretty substantial increases in feeder
calf prices. As a projection for 1978, we
likely will get back to the 60 percent placement
rate even with only a 5 percent increase in
placements for this year. Some analysts are
looking for more than that and some for a little
less. Nevertheless, an increase of 5 percent
will put us back up to the record levels of
demand on our calf crop, like we had in the
early 1970's.
There is a significant relationship between
the number of calves placed on feed, and how
many of these calves finally end up in nonfed
steer and heifer slaughter. In 1977, about
56 or 57 percent of the calf crop was placed on
feed, and slaughter was just over 5 million
nonfed steers and heifers. This is a little out
of line--we slaughtered more nonfed steers and
heifers than what is considered normal, given
the demands made on our calf crop.
The implication here is that when we start
looking at 58, 60, 62 percent of our calf crop
being placed on feed, we can expect a very
sharp decline in nonfed steer and heifer slaughter,
back to 1-2 million head per year at the most.
In 1978, we have only a month and a half of data
so far, but it looks as if nonfed steer and
heifer slaughter is declining very rapidly.
One thing that is a little peculiar about
cattle slaughter is that cow slaughter has been
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relatively high in recent months, especially
considering the extent of cow herd 'liquidation.
Last year cow slaughter was just under 10 million
head compared to a record slaughter of over 11
million cows in 1975. But now that the cow herd
is reduced to about 50 million head, we are still
slaughtering 10 million cows, as compared to
cow slaughter back in 1972 and 1973 which was
just over 6 million head. The caw herd at this
time is not substantially different than it was
then. But we are still slaughtering more cows
than what you might expect, given our cow herd
inventory.
Why is this happening? In the long run,
since 1950 anyway, the average deflated price fcr
a feeder calf has been about 28 dollars. If we
deflate current feeder prices, which are running
up to $50 again, by the current index of prices
paid by farmers for production items, we get a
real feeder steer price of only about $18 or $19,
which is quite low. If, in the long run, we
consider $28 to be some kind of a rough breakeven
point, or a point that would encourage cow-calf
operators to stay in the business, we would need
feeder cattle prices in excess of $60 and today, probably closer to $65. That is quite a
way to go yet, but I think it gives some idea of
why we are still killing a large number of cows.
It is also an indication, I think, that we are
not finished with the liquidation of cattle herds.

One thing I would like to point out is that
even though we have come back a long way in the
cattle feeding industry, average slaughter,
weights of all cattle have not gone beck to the
previous high levels of the 1973-74 period. We
are apparently feeding cattle to lighter weights
and not producing as many excessively finished
carcasses. Maybe that is an indication that
the grade change has had some effect. This means
that this decline in total cattle slaughter
could be exaggerated a little by the lack of
substantial increases in fed weights.
The big question in the hog situation, I
think, is whether the hogs are actually there.
Have we been getting the increases that the USDA
Hogs and Pigs Report says that we have? And
if so, can we expect continued increases?
One thing to point out is that during an increase
in production, intentions to farrow tend
to lag behind actual farrowings. During the
decline, actual farrowings tend to drop faster
than intentions. In other words, there is a bit
of a lag there, and since we have been increasing
farrowings since 1975, farrowings have actually
exceeded intentions in most cases.

Summarizing the cattle situation, slaughter
this year will be about 27 million fed steers and
heifers, about 4 million nonfed steers and heifers, about 8 million cows--a slight decline in
bulls, for a total slaughter of about 40 million
head. This is minus 4 percent for the year
in total cattle slaughter. It's about a 5 or 6
percent increase in fed steers and heifers,
something like a 25 or 30 percent decline in
nonfed steers and heifers, and only a 17 percent
decline in cows.

The question is whether the actual numbers
have increased as much as the reports have shcwn.
In 1977, we had about 18-19 percent increase in
sows farrowing. These pigs would normally have
been slaughtered during the first part of 1977,
but we saw only a 10-11 percent increase in
slaughter during those periods. The question is
whether the hogs are there, and I don't think I
can answer that fully. If the farrowing numbers
are actually overstated, they are not necessarily
being reflected in the inventory of hogs on
farms in these weight groups. For example,
consider the relationship between the JanuaryMarch slaughter and the hogs on farms. Last
December 1, hogs and pigs numbered just under
22 million head in the weight groups that come
to slaughter during the first quarter, but there
were only a little over 19 million slaughtered.
This was below last year's slaughter. What is
giving us the unusual strength in the hog market
now is the fact that we don't have the expected
number of hogs in the weight groups that are
coming to market at the current time.

For 1979 there is every reason to believe
that cattle feeding will continue the increase if
our feed grain supply comes and we don't see any
sharp rise in feed grain prices. Even though the
calf crop is significantly less, the fed cattle
market looks sufficiently optimistic that the
cattle feeding industry, by and large, is going
to be a profitable one. For total slaughter, I
think nonfed declines are going to offset fed
increases and add up to an overall decline in
cattle slaughter for each of the next three years
at least.

Hogs in the lighter weight groups will come
to market during April-June. This is a more
drastic situation than the first quarter, because
we should get a spring quarter hog slaughter in
excess of 20 million head, and considerably
above the hog slaughter of last year, which is
just under 19 million head. So on the basis of
the inventory by weight groups, we are in for
some rather significant increases in hog slaughter
through the spring quarter. I think the numbers
on farms by weight groups would indicate that we
do have a sizable number of hogs coming on.

The cow herd at the beginning of this year
was about 50 million head. Cow slaughter this
1
2 million.
year will be 8 million head, maybe 8/
That is still substantially more cows than what
was slaughtered in previous years with a similar
cow herd size.
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For July-December slaughter we have intentions for a pig crop of about 47 million. That
should give us a second half slaughter in excess
of 40 million head, which is again considerably
above 1977 second half slaughter which was around
37 million. So, given intentions to farrow, it
looks like we'll get hogs in the last half of this
Year quite in excess of a year ago, although still
not at the burdensome level of 1970 and 1971.

six months. There is a good chance that this
is going to leave the cattle feeder in a loss
position sometime in the next 12 to 18 months.
I don't think they will be losses of the kind
we've seen in the past 2 or 3 years, but nevertheless it is not going to be an easy situation
for a cattle feeder.

I don't think that the hog situation is
totally grim, but it certainly is one that we
should be cautious about.

The cattle feeder has come through some
rough times. He has done it before, and now he
is perhaps going to enjoy some profits, but
all during the rough times, I am not aware that
any cattle feeder individually or collectively
went to Washington seeking help. It may be that
the banking industry at one time went to Washington seeking some guarantees on their loans,
but I don't think that the cattle feeders have.
I think that speaks very well for this industry
as well as for the hog industry.

COMMENT:

On the consumption side, if we would take all
the slaughter numbers, add them up, and make some
Projections about weights and imports, this is
roughly what we would see. Beef consumption in
1978 is 120 lbs. per perscn, which is down quite
a bit from the record numbers that we had a couple
?f years ago. There is just enough of an increase
in pork to offset the decline in beef. Pork is
back up to 67 lbs. This is still a number that is
Well below the pork consumption numbers of 1971.
There should be substantial declines in veal consumption this year and on into next year. Lamb
may not show much of a decline this year, maybe
to 1.6 pounds per person. Total meat consumption will then be close to 193 lbs., which is
not considerably different from 1977.

HOFFMAN:
I think cattle feeders as a whole are probably a little more market oriented than some
other producers. This probably is due to the
fact that he has a much shorter turn-around
period than most other commodities. A cattle
feeder is making a decision that is only going
to have implications for six or nine months,
compared to a hog producer that is deciding for
a year or a year and a half and a grain producer
that is making decisions with implications for
at least that long a time. So a cattle producer
has a bit of an advantage there. The producer
is able to adjust 'his production more quickly
than the producer of any other agricultural
commodity, other than perhaps broilers.

Looking into 1979, most assuredly there will
be another decline: a minus on the beef side, a
!mall plus on the pork side, significant declines
in veal, in lamb, and an overall decline in total
red meat. The decline will be offset somewhat by
broiler supplies, which will increase. We'll probably see a 7 percent increase in broiler consumption during the first half of this year and continued increases in the last half. So our total
meat supply is actually going to be higher.

We did have a few cattle feeders in Washington, though.

QUESTION:

COMMENT:
. How many cows is it going to take?
Still have too many cows?

Do we
I think the factor is that the cattleman
can reduce his cow herd, for example, and make an
adjustment in the numbers throughout. When
you are sitting with some acres, what do you do?
You more or less have to plant the acres. You're
locked into a certain type of production, whereas the cattle can vary quite easily.

HOFFMAN:
I suspect we've probably already liquidated
t00 many cows. We are going to have some rather
Sharp increases in retail beef prices, sharp re',Lictions in consumption, and sharp increases in
eeder cattle prices in the next couple of years.
think this is going to be a welcome sight for
a cow-calf producer, but for a cattle feeder, it's
8°1flg to be tough. He may or may not be in a
Profit situation through this whole period.

l

One thing that affects profits more than
anything else is a drastic shift in inputs, no
matter at what levels they occur. We will have
s°1-ne rather significant increases in feeder cattle
Prlces even above what we have seen in the last

HOFFMAN:
That is true. A cattle feeder has a lot of
flexibility, not only in how many he feeds, but in
the length of time that he feeds them. He can
stretch them out and buy different types of
feeders. But he may not have this flexibility
in the next couple of years the way he has had in
the pest. I think the feeder cattle supply is
going to be more restricted and is going to
become more a sellers' market.
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COMMENT:

increase
the last
effect.
we would

I'm not aware that the cow/calf man in Montana has much other option than to continue raising cow/calf.

in more fatty beef than we have had in
two years could have a very substantial
But we haven't seen it yet. I think
have if it was going to be a big factor.

QUESTION:
HOFFMAN:
In the case of fed hogs, the price estimates
in the last half of 1977 and early 1978 have
been about 10Q in error. Even the June Live
Hog Feed Service suggests 8 and 9Q as prices
they will pay versus what they expect the price
to be. How do you account for this error over
virtually three quarters of a year?

That is true in the western part of the
country, but I think it is certainly not true in
the Southeast. Much of the growth in the most
recent cycle in the cow inventory has been in
cow/calf operations in the southeastern part of
the country. These cow/calf operations are in
many cases supplemental and often not even owned
by a full-time farmer, but maybe by a part-time
farmer that is running 5 or 10 cows. This is the
area where a lot of the growth has come from in
the last 10 years, where a lot of the price declined, and where the cow liquidation by and
large is still taking place.

HOFFMAN:
I think there is recognition that there are
a lot more hogs in the last part of the year.
What are December contracts now? 36?
And June contracts are 46, I guess. That
reflects the fact that we are not going to have
any more hogs on hand than a year ago all the
way through March. Given the number of pigs
that we now have on farms in those weight groups
that are going to come in the next few months,
our hog supply is not particularly large.
These lighter weight groups are going to be
coming in the April-June quarter. That is
when we will see the first price break, when
it starts to slip a little. I think that spring
farrowing intentions were for a 10 percent increase, with 13 percent in the June-August
quarter and 9 or 10 percent in the DecemberFebruary quarter. March-May was up 10 percent.
But these are the hogs that will be coming in
the last part of the year. As far as year to
year comparisons, that's 10 percent more pork
than a year ago. So there is general anticipation in the industry that there will be a
sizable increase in the supply of pork later
this year.

QUESTION:
How much of the declining retail sale of
beef is due to the increase in price and how much
to the change in dietary thinking?
HOFFMAN:
One thing about meat consumption is that we
consume whatever we produce. So it is not a
question of how much consumption is going to
react; it is a question of how much prices are
going to react to the supply of meat which is
put on the market. Per capita consumption levels
are going to reflect the reduction in the inventory. We are going to produce less beef, so less
will be consumed. I think it is important that
everyone recognize that the decline in beef consumption thet is in prospect for the next two
or three years is not in any way related to a
decline in demand.
COMMENT:
Would there be a decline in demand because
we are told not to eat as much fat meat?
HOFFMAN:
That question is very difficult to answer.
In the past, our demand for beef products has
been almost totally determined by per capita
income levels, and we really haven't had these
considerations before. I think their impact is
still questionable. My guess is that they will
be minor, but nevertheless, something to consider.
Now this is important, I think, considering
where we are in our beef supply situation. We
are going to have 80 percent of our beef supply
coming from feedlots and 20 percent or less of
it the lean type, the nonfed beef. A sizable

Now the question remains whether the increase in production is going to come. We
generally haven't produced as much pork recently
as most of the industry had earlier thought.
That's helped to strengthen prices above where
they would have normally gone. We didn't have
particularly large stocks of pork in cold storage in anticipation of any shortage because
there was a general anticipation that there
would be a large supply. We have a real strong
market now, because the hogs just aren't coming
to market.
One thing we might notice is that the
Hogs and Pigs Report might not be wrong, and
yet we could still end up with fewer hogs marketed if these pigs die after they are farrowed.
The Hogs and Pigs Report shows farrowing intentions by the number of sows, and it shows
the pig crop by multiplying farrowings by the
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number of pigs per liter. The disease problems
that we have been having in the last two years
are such that these pigs may die well after they
are born. So the pig crop could be correctly
rePorted, but with higher death losses than
Usual, they would end up not coming to market
when we think they should. They would just seem
to disappear.

higher than that afterwards.
Caw prices have already come up quite a bit.
Cows now are at more than 300. It is hard to say
whether market prices will continue to increase-probably not. But it depends on how the demand
situation shifts and on how we absorb this
change in the fed and nonfed beef supply. If
there are substantial declines in nonfed cow
beef supplies, and a continued steady demand,
then cow prices will rise. But the industry
will probably adjust, and we'll lose some of the
nonfed beef demand. So cow prices won't rise
nearly as much as other classes.

QUESTION:
Could you explain a little bit about the
Sodtu nitrate issue and what you think Carol
°reman might do in dealing with this in the hog
zarket?

It is hard to see anything but a price
decline on hogs for about 18 months., The spring
quarter hog supply that we expect is roughly
the same as in 1974. That was the previous
high. In the spring of 1974 we sold fat hogs
at 28. I don't think we'll see hog prices of
28, but there is going to be a lot of downward
pressure on hog prices.

RoFFmAN:
The sodium nitrate issue has been around for
along time, and it probably won't go away. And
,rn not sure if it is going to get any worse.
'he thing that has been troublesome recently is
the fact that they are laying the burden of proof
On the producers or on USDA rather than vice
versa. In other words, they are saying that you
e n't use it unless you prove it safe, rather
tilan to say you can use it until somebody proves
that it is not safe. Thus the issue now is which
waY this ruling ought to be.

QUESTION:
What do you see as a down side price?
HOFFMAN:

QUESTION:

30c at the end of the year.

Will you comment on your price expectations
fo
r feeder calves and hogs for the next six months
and then for a year from now?
HOFFMAN:
. On the cattle side, the overall price is
ing to be up for all classes of cattle. For
(led cattle, there is a potential problem in prices
uring the April-June quarter. There's a sizable
n2umber of cattle that have been placed. We placed
° Percent more on feed in January; they will be
j
c ming out about five months from now. I think
ba re is a potential problem there. I think a
i_gger problem may come in the profit situation,
"ere some feeders may be too optimistic about
P
j°spects and end up paying more for feeder cattle
suan what they can reasonably expect to get back.
? fed cattle prices generally are up, and by the
rr_Ilddle of next year, we'll see fed cattle prices
:
veraging in the upper $40's, close to $50. We
till°uld get fed cattle prices at least moving into
the upper $40 range sometime in the last half of
-uis Year.

r

Calf prices, and feeder cattle prices in
!
eneral, are going to be the strongest in the
'Orket. Calf prices will increasingly become
1,7 811er than feeder steer and yearling prices. We
till see an increase in price differentials be00n yearlings And calves. I think that we'll
et 60ç feeder calves soon, maybe this fall, and

QUESTION:
There has been an increase in hamburger
consumption from all the fast-food outlets where
we eat a lot of our beef. What will the demand
stand in terms of carcass beef prices? Do you
think that the consumer will stand a little more
price rise?
HOFFMAN:
There was same concern all the way through
last year, when we started increasing our proportion of fed beef again, that the demand might
not shift back. We absorbed a 50 percent increase
in the nonfed beef supply quite handily since
1973, and we actually did it in some cases with
rising prices. The fed cattle market in 1977
was below what we thought it should have been,
given the supply that we had. That led us to be
concerned that the demand wasn't shifting back.
We were getting more fed beef, but we still had
the demand for nonfed.
Beginning late last year, we've seen the
fed cattle market come back. There is no reason
to believe that the industry is not going to
adjust to the kind of supply that we produce.
It took them awhile to adjust to the large nonfed
supply in 1974, when we started liquidating
cattle, and feeder steer prices dropped from 55c
at the beginning of the year to 30C by the end of
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the year. But then they started to come back,
and cow prices rose after that even though we
continued to increase the supply, which showed
that the industry was adjusting--absorbing the
new kind of supply. Now we have the same adjustment period in reverse.
It is true that we have picked up a demand
for nonfed beef in recent years that we haven't
had before and that our feedlots may be filling
that demand in same respects by lowering average
weights. We are not producing as heavy a carcass
as we used to. There is not as much fat on it.
Slaughter weights now are not anything like we
had in previous years, even though we have the
same proportion of fed cattle.
QUESTION:
There has been a lot of press coverage and
also a lot of farmer activity on the import situation. Do you have a comment about that situation in the discussion of beef supplies?
HOFFMAN:
/
2
Our beef consumption is typically about 7-71
percent imported, and that hasn't changed very
much. We have a beef import policy now where USDA
is negotiating restrained levels with all supplying countries in order to make imports fall within
the confines of the meat import law. It lays out
some guidelines for how much our imports can grow
compared to domestic production growth. Imports
are geared to domestic production, and according
to the meat import law, there will be declining
quota levels for beef imports.
In the past, though, the pattern has been
that when we have strong retail beef prices, the
quota has been suspended by the President. He
is the only one that has the authority to do that.
But, we are still working under the restraint
level, and we will for 1978. I suppose it is
still a question of what will happen in 1979. But
in past years, (the late 1960's and early 1970's,)
the President suspended the meat import law entirely. We imported as much as was available
or as much as importers wanted. So, to answer
your question, our beef imports aren't going to
increase very much in the next two years, or at
least until the President suspends the meat import
law. My guess is that he probably will.
QUESTION:
It's a reasonable assumption that he will-they historically always have. Tell us about the
world's supply. What is available to him? How
much more can they exceed the quota?
HOFFMAN:
Well, even if he suspends the law, it is not
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for certain that we'll get any more imports.
In 1971 and 1972, when we had consumer boycotts,
the government was actually encouraging imports,
and it could not find them. I think 1973 was
our record year for beef imports, but only
because they were really encouraged. There's
reason to believe that the higher prices are,
the larger imports will be. But there is
a question now of whether the world supply of
beef is going to be adequate to even potentially
increase imports. The Australians peaked
out in their cattle inventories two years ago,
about the same time we did, and they have liquidated a lot of cattle down there, at least
a third of their herd. New Zealand is our
second largest supplier. They have also reduced inventories, but they have a subsidy
program so they won't reduce inventories as
much as the Australians. New Zealand, therefore,
is still a potential large supplier.
However, the Common Market and Japan will
probably relax some of their import quotas, and
Australia and New Zealand will have these markets in the future that they haven't had in the
last three or four years. So it is doubtful that
imports, even potentially, will increase very much'

Dairy: Situation and Prospects

Dairy farmers are in a good situation now but are uneasy about
the future. The current situation is the result of feed prices, milk
prices, and beef cattle prices all working in the same direction. Milk
production in 1978 is expected to increase by at least 2%.
However, the demand for dairy products in 1977 was generally low.
Here is a continuing picture of declining per capita consumption. Without price supports, milk prices could have fallen drastically. Government stocks of butter, cheese, and nonfat dry milk are very high, and
there may be. difficulty in finding disposal outlets. Dairy farmers are
concerned that excessive stocks are a threat to the price support program. A number of people have proposed new methods of price support,
and these will probably be debated within the next two or three years.
There are two basic methods cf price support. In the deficiency
payments method, the market price is allowed to fall to clear the market, and the producer is paid the difference. That is very expensive
for the government. The other method is supply control, in which quotas
are set for a given production period. Whatever new programs are adopted will probably include variations and combinations of these two methods.

Jerome Hammond
. Dairy farmers find themselves in a favorable
Position relative to many other farm commodities
at present. Yet, they are uneasy about the: future,
particularly with respect to prices and to
the price
support program, which is an important
aspect in their situation. What are the reasons
for their uneasiness? For the past two years,
milk production in the U.S. has been expanding.
Production in 1977 exceeded 1976 production by
:
3 6-3.7 percent and attained the highest level
of milk
production that we have observed since
1964-65. The highest milk production in the U.S.
°ccurred in 1964. We've never achieved that
since, but it looks as if we may be heading back
to that peak
again.

Perhaps more important than the milk price
itself is the milk-feed price ratio-that is, the
pounds of dairy ration equal in value to one
pound of milk. When this is high, there are
usually increases in milk production. A plotting
of those ratios for a number of years shows an
excess of 1.8 in the latter part of 1977. This
is the highest level that we have achieved since
1971, and it has encouraged milk production.

The increase has been generated by several
factors. First of all, milk prices are relatively
h.ith
•
Some may argue whether those are high
enough, but they are certainly high enough to
enerate increased milk production. The dairy
industry was
successful in getting milk prices
suPported in the 1977 Farm Act at a minimum of 80

The price of beef cattle has an impact on
the dairy industry because what happens to cattle
prices affects the culling rates of dairy herds.
Up until recently, the prices have been relatively
low. This low level of beef cattle prices means
that dairy herds aren't culled as heavily and
milk production is maintained at a reasonably

percent of parity from 1977 through March 31,
1979. Then it reverts back to the 75 percent of
parity which is specified in the basic farm legislation. We can expect there may be a roll back
at that time.
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high level. We have three factors here; feed
prices, milk prices themselves, and beef cattle
prices, all of them working in the same direction
on milk production during the past two years.
The outlook for 1978 milk production is for
continued expansion at least thrcugh the first of
the year and probably well into the second half.
We know that milk prices cannot fall below their
current levels because we are at the support level.
In fact, on April 1 of this year, we will have an
increase in milk prices to bring them up to the
mandatory semi-annual adjustment in support price.
That will bring milk prices from the current $9.10
support level up to around $9.20 a hundredweight,
maybe more.
Sufficient feed supplies and low feed prices
will continue the high milk-feed price ratio. It
looks like a good feed grain crop, so that ratio
may not change very much. The other factor is
the beef prices, which are expected to rise so we
may get a little heavier culling during the latter
part of the year. All factors considered, however, milk production in 1978 is likely to increase by at least 2 percent and probably more.
What about the demand side of the picture?
Demand for dairy products during 1977 was sluggish during the first half of the year, then
gained a little during the latter part. In fact,
if what occurred during the first part of the
year had continued, we would have really been
in difficulty now. Total milk and dairy product
sales were off 3 percent in January through March
and off 3.4 percent the second quarter. Then they
really rebounded in the third quarter and are
rebounding some more now, so it looks like a fairly
strong demand situation for dairy products. This
probably has occurred because increases in the
retail prices of dairy products have been rather
moderate. Also., there have been some increases
in real consumer purchasing power. It is also
argued, although I don't know how important it is,
that increasing beef prices increased the demand
for cheese. All of these factors have caused
a resurgence of demand.
However, the dairy demand picture is still
showing what we have observed for a long while,
which is declining per capita consumption. This
has overridden population gains, so we will see
the demand falling off still more. The USDA is
projecting some rather moderate increases in
total dairy product demand for 1978 because of
the beef prices and so forth. But I an: rather
pessimistic about the dairy demand picture. I
really don't see any increase, and I think there's
a good chance we might even see some decrease.
Given this supply-demand situation, which I
have painted in very broad strokes here, what is
the price outcome? Without price supports,
prices would have fallen through the floor this

year. Milk prices have been at or near support
prices all through 1977. Because of the way
the support program works, they have fallen
just a little below the support level. But for
the most part, milk producers are reasonably
satisfied with these prices. In fact, in my
discussions with farmers around the state of
Minnesota and elsewhere, most dairy farmers say
prices are pretty good. Frequently they even
state that milk prices may be a little bit too
high because they are generating this excess
production. They see some problems with large
surpluses.
A further indication that dairy farmers
are satisfied with the current situation is the
inability of the American farmer movement
to convince any of the major dairy farm organiza'
tions to support their strike or any kind of
actions to get milk prices increased.
Nevertheless, there are some problems
that have caused uneasiness for producers in the
dairy industry, as well as for others. To
maintain prices with this expanding supply and
declining stable demand, the government purchased
in 1977 the equivalent of 7.1 billion pounds
of milk in the form of butter, powder, and
cheese. That is more than was purchased for
price support in the previous three years
combined, and it looks like it will probably
be the highest level of purchases for price support since about 1967.
In the past few months, there has been decline in the price support purchases for butter
and cheese while non-fat dry milk purchases continue at very high levels. This is probably a
reflection of the industry building its coMmercla
'
inventories during the flush production months. t
As we move into those, purchases for price sulaPcif
are going to rise rather rapidly. Because of theie
continued expansion in supply and the rather stab
commercial demand situation, CCC purchases for
price support in 1978 will be, I think, as large
or maybe even larger than in 1977.
Although the CCC purchases have declined jO
the last couple of months, uncommitted CCC inventories continue to rise. Current inventories
of butter and cheese are three times earlier lev
'
els, and non-fat dry milk inventories are 50 per
cent higher than they were a year ago. In fact,
the non-fat dry milk inventories that the goverll
'
r
ment has on hand total about three-quarters of
1977 production. They are not moving much of till
into commercial markets. Government stocks for e
these commodities are at their highest level sllIcio
the early 1960's. In fact, non-fat dry milk st°c
are at their highest level ever.
This is what the real concern is at the Pres'
ent time. What are we going to do with these
stocks? The Administration is concerned. The
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agencies charged with price support are also concerned because of the high cost of storage, the
cost of rotating the stocks, and the difficulty
of finding disposal outlets. The disposal outlets that we have used in the past, both foreign
and domestic, have been substantially reduced.
Domestically, we use food stamps and income
transfers rather than food distribution. The
receiving agencies don't like to get into the
handling of food, and it seems that Congress has
decided that this is the way to go. So we don't
have those outlets now. These stocks continue
to mount and the administrative agencies don't
feel that they can continue to accumulate stocks
indefinitely. They are raising the question of
what can be done to alleviate the situation.

$10.10 per hundredweight. Production is probably
125 billion pounds, with removals 7.1 billion
pounds. The government cost is $768 million, and
the producer revenue is $12.6 billion.
In the past, we were able to get rid of most
of these stocks that we had on hand. Some of
them were sold back to the trade when prices
rose above the support level. Some were donated
or sold at concessional prices to foreign governments for development, for their school lunch
programs, and for various welfare programs.
Similar use was made of them in this country.
There was also during the 1960's a PIK (paymentin-kind) program which permitted commercial firms
to sell a number of farm commodities at world
prices. Those options are not available at the
present time to the extent that they were. What
are we going to do with the stocks? Are there
alternative methods of support?

Dairy farmers and their representatives are
concerned that the excessive and continually
mounting stocks are a threat to the existing
Price support program. Price support is guaranteed under the current program through 1981, but
will we be able to maintain that program? Another impact of CCC stocks is that they impose a
limit on the price increases that occur in the
market place. CCC stocks can be sold back to the
trade at a certain price above their purchase
Price. As long as there are substantial stocks,
market prices can't rise much above the support
Price. Farmers look at this as a threat to taking advantage of a strong demand situation,
should one exist. Consumers might look at it a
little differently.

One method of price support is the deficiency payment program, which is certainly not
new to U.S. agriculture. It is used for wheat
and feed grains at the present time. It has been
used in the dairy industry before during World
War II to support the prices of milk and cream.
Essentially, with this program we let the market
price fall to whatever level is necessary to
clear the market of the total amount that is
produced, and then we pay the producer the difference between that price and the announced
support price. In this case, if we let these
prices adjust, the fluid milk price would fall to
$9.61, and the manufacturing milk price would
fall to $7.29. We would still maintain this
fixed differential set by the federal order
program with a resulting national average price
of $8.29 per hundredweight. Then we would pay
each producer $1.81 per hundredweight to achieve
the support level of $9.10. We get the same
amount of production with that kind of a program. The producer revenue is the same, but we
eliminate all the CCC removals.

As a consequence of this uneasiness and the
stock situation, a number of proposals to change
the method of price support have come forth. I
d°n't think any of them are really serious at
the present time, but within the next two or
three years, they are going to be proposed from
time to time and maybe even be considered seriously. There are a number of program variations that can be proposed, none of them new by
tile way. I want to look at the alternative ways
°L supporting milk prices and compare them to
ur current program to see what the impact might

be,

First, I will analyze the current support
purchase program. The CCC buys
utter, non-fat dry milk, and chEese at prices
hat are sufficient to permit the dairy processPlants to pay the support price. For 1978,
'CC has used prices that will generate a fluid
Trillk price nationally of about $11.42 per hundredeight
and a manufacturing milk price of $9.10.
The reason for this difference is that the federal
frder
c)
program administratively fixes prices for
,luid milk above the price for milk in manufacLured uses, which is the price that you support
under the price support program. The fluid milk
Pfrice moves up and down as the support of manu17turing milk moves price up and down. They
yield, then, a:national average price of

13r°gram, the

The cost of this program is very high because of the nature of the demand for dairy products. It is about 2.2 billion dollars to support
prices at that level compared to the $768 million
under a purchase program. So the government
cost is a real difference.
However, there are a number of things that
are attractive about this program. One is that
the domestic consumer gets all that is producedin this case, 125 billion pounds of productwhereas with the purchase program, to the extent
that produce is diverted into foreign or noncommercial markets, our consumers don't get it.
Another thing is that deficiency payments make
milk products or dairy products more competitive
with substitutes such as margerine, imitation
cheese, imitation ice cream, and others. That is
a real plus. Also, on the competitive side,
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domestic market prices are less attractive to
imports. There is less need for restrictive
trade practices and the problems that are created by them.

other problems associated with it.

Congressman Nolan of Minnesota has recently
proposed that we use a deficiency payment approach to support milk prices, although he argued
for support at 100 percent of parity, not the
80 percent that would generate this support
price of $9.10 for manufacturing milk. He also
included a payment limitation of something like
300,000 pounds of milk per producer per year,
which would mean the production from about a
30-cow herd with average U.S. production. The
first reason for that payment limitation was to
reduce somewhat the cost of the program, which
is very high. Secondly, it might discourage
some production. The third reason was to bring
it into some agreement with our family farm concept, which is written intc most of our farm
legislation.
The other major method of price support is
some kind of supply control. Supply control for
dairy products has never really been applied.
There are a few programs under some of the federal orders that I have mentioned that are called
Class One base programs, but I see them less as
a method of supply control than as a method of
retaining the fluid markets or local markets for
existing producers. In fact, the way they are
operated has stimulated milk prices rather than
reduced them. Supply control essentially means
that we apply some kind of quota to the amount
of milk that can be produced and/or marketed for
any given production period. A quota to balance
supply and demand at the current support price
would require that we cut back production for
1978 by 7.1 billion pounds or about 6 percert.
All producers, if it were applied equally, would
have to cut production somewhere on the order of
6 percent.

Many variations and combinations of these
methods of price support could be used. If
there is a change in our dairy price support
program, it surely will be some kind of a combination approach, such as we apply for feed
grains and wheat.

COMMENT:
I think it is marvelous that we have a milk
program as an example of how things should not be
done, and how they can't be done, and how high .
prices don't work. The farmers now are concerned
that high price supports on milk are hurting.
HAMMOND:

QUESTION:
Have you any way of figuring out whether
dairy farmers are making any impact with all the
various advertising and market promotions they
have financed?

Canada currently has a quota system for
manufacturing milk. It moves all milk through
commercial markets at market clearing prices
for quota milk and then places a penalty on milk
sold in excess of quota. They've had some problems with that.

HAMMOND:
A number of studies have been undertaken-some in the USDA and some by UDIA, the American
Dairy Association promotional organization.
Their studies show some cases of success in an

The most appealing aspect of the supply
control approach is the reduction in government
costs and in the stocks. There are a lot of
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There is another method that might increase
prices. That is to use this price discrimination
Prie,
supp
system that is currently practiced under federal
orders to discriminate to an even greater extent
sect
between fluid and manufacturing markets. That's
a fixed differential. If we increase that, it i5
Amm
possible that we might generate a little more
revenue in the market. Then we would have to
able
redistribute the returns if we wanted to get sur
port to manufacturing milk producers. It is
, tar2
Of r
more complicated both in theory and in applicatiP
Of r
It has been talked about but I don't know how
artio,
practical it is.
Part
In summary, I have tried to paint a picture,
of the dairy industry, showing the current gener
satisfaction with the American producers' econova`
Ililet
situation. There is, however, tremendous uneasy
and
ness about government surplus, program costs, and
to ,
what the future holds--especially if livestock
don
prices go up so that even in spite of relativelY
don
high prices, dairy farmers find their profits
diminished.
COm

I don't want to say that most dairy farmers
are really concerned that prices are too high.
Some of them do and I see this uneasiness about
the situation. Any time you use price support
programs and put prices above market prices, You
can say they are too high. It depends on your
point of view.

There's a real problem with implementing
such a program and there are all kinds of variations in it too. You would have to have some
kind of incentive for participation, so there
still may have to be some price support guarantees in the program and perhaps some kind of
payment for this reduced production.

adver
Progl
Show
at al
adve,
are

advertising program--that is, the returns to the
Pr°gram exceed the costs. In other cases they
shmq the opposite. The studies that I have looked
n are not particularly supportive of a lot of
'
o vertising on a commodity wide basis, but they
re rather inconclusive. Did you have a point
°I1 that?

QUESTION:
,,. No. I have a question on it. Why are parity
ices still
an unacceptable concept of income
:
4Torts for dairy farmers but not for other
ctors of agriculture?

aL
Other sectors find that parity is an accepttple concept. I really think that parity and
get price, which is supposedly tied to cost
Of
0:Production, are somewhat similar. The cost
al- Production does take into consideration the
prac'unt of inputs as well as the prices, whereas
IsitY only takes prices into account.
v., Dairy farmers have been pretty successful
a"en they hang together on this parity objective,
and
until they see something different that won't
se them anything I don't think they are going
change
their views. Now, the point is, we
duntt
don
support prices at 100 percent parity. I
t know if we ever have.
CO/valENT:

j
d!

I'm just asking why they use parity at all

and not some cost of production concept for support.
HAMMOND:
I don't want to get into a discussion of
parity. I think maybe cost of production is
a worse concept to use for price support than
parity because people are realistic about the
limitations of parity. "Cost of production"
sounds exact and scientific, yet it has its
limitations, too.
QUESTION:
Some of the figures that you were giving
us about the production increases did not
agree with what our industry, especially the
Coop people, are telling us. They are saying
that production has leveled off and that butter
and cheese are not building up in the stores.
You said they had stopped building up because
industry was building its inventories. Can you
explain the discrepancy?
HAMMOND:
When you get into the low months of production, you usually have cqmmercial firms
building inventories.
I've talked to some organizations that
have expressed your view that production is not
increasing, but then I've checked with some
others and they support this view. So it will
vary from one organization to another.

Figure 1. Annual Milk Production, U.S.
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Figure 4. Milk Carryover

Figure 2. Milk-Feed Price Ratio*
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Figure 3. Milk Solids Removed From the Market
By CCC Programs*
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Increasing Energy Costs:
The Impact of Energy Scarcity

Energy costs are highly unstable. They will probably
rise much more rapidly than other costs in the next decade.
However, it is important to look at the relative costs of
different types and uses of energy because relative costs
make people move between resources.
There are a number of reasons for our expectation of
cost increases. Oil and natural gas are finite resources,
and we have already uncovered the easily discoverable oil
and gas. The OPEC Cartel is here to stay. Recently it
has been giving us a discount on oil by accepting dollars.
This is because there is a temporary glut of oil from
Alaska and the North Sea on the market. Within 5 to 7
years, we can expect the price to go up again. Natural
gas will increase in price. It is our single most valuable
energy source, and yet it now sells for 60 percent of the
price of oil because of a government price ceiling. Electricity costs are projected to go up an average of 10-12
percent for the next five years.
It is very difficult to calculate energy efficiency
for farming. When people complain of high energy use in
the food system, they are thinking of big machines on the
production end. But processing and preparation take vastly
greater amounts, particularly refrigeration and cooking.
The greatest energy input is fertilizer--and once it is
in, it may be completely wiped out by poor weather conditions. In calculating energy efficiency of a particular
crop, one must also consider what level of energy will be
needed to transport it or to cook it. Another problem is
deciding what comparisons to make, whether to calculate
energy used in production against pounds produced or against
doll4rs produced. The answers are different according to
the criteria used.
The energy costs mentioned thus far have been direct
costs. There are also the indirect costs of the capital
plant. These have been greatly increased by the high cost
of energy, but they may not become noticeable to the farmer
until he recapitalizes. Indirect energy costs have not
all surfaced yet, but are going to be a major problem.
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Otto Doering

One of the most common phrases in any business or home today is "increasing costs." Over
the last several years we have seen such a high
level of cost increases that we have begun to
accept a degree of increase that would have been
considered untenable a few years ago.
Constant cost increases have joined death
and taxes as certainties of life. As we look
ahead, it helps us little to just be able to say
that costs are increasing. Some of us feel more
secure when we have an indication of the general
level of cost increases. The phrase "farm costs
are expected to increase by 'x' percent" gives
many a sense that they have something firm on
which to base their decision making. To some
extent that firm base is illusion; especially
today we need much more detailed estimates of
future farm costs in order to prepare ourselves
for what will happen to farms and farm businesses
in the years ahead.

questions to be asked. Some of these will be
covered here and are as follows:
1. What are our expectations with respect to
energy cost increases?
paY
2. What perspective should be placed upon efl
use in the food system relative to the whole ecol°'
and upon energy use in food production relative
to its use in the food and fiber system?
3. How does one identify direct and indirect 1
energy costs and assess their relative importance'
What are some examples of these?
4. How might farmers adjust to changing avail
'
ability and prices?
5. What are some of the policy implications
of increasing costs?
Energy Costs and Availability

Economists like to believe that resources
in farming or any other business are allocated
on the basis of their relative costs and profitability. Chemicals replace hand or mechanical weed control on the basis of cost and
expected crop yield performance. A $55,000
combine is kept idle for ten or eleven months
of the year because its extremely high capacity
allows timely harbest of a large crop that could
not be harvested otherwise. The important
question is: which farm costs are going to
increase more than others? Additionally, are
the relative cost increases in some items going
to result in substitutions that will change the
mix of resources that we bring to farming and
thereby induce changes in technology?
Current conventional wisdom shows almost
all farm costs increasing in the years ahead.
However, we see both more volatility and greater
increases for direct and indirect energy costs
than we do for other categories of expenditure.
In order to get at the probable impact of energy
costs increases, there are a number of important

Whether one believes that there is an actual
current shortage of oil and natural gas or not,
it is a fact that there is only a certain amountie
of oil on the earth's crust, and what is availab
has to be treated as a finite resource. Whether t
critics of government and oil industry are corr c
in their charge that the energy crisis is artifi'
cial is almost immaterial over the long run. As
supplies of this fixed resource dwindle, price
will have to go up on the basis of supply/demand
considerations.
Some people hope for a break in the OPEC
Cartel. This does not appear to be very likelY.
What has happened over the last several years 15
.t
that the OPEC countries have given us an implicl
discount on the price of oil. Up until now, the
have been perfectly willing to accept dollars 111
payment for oil. The fall in the value of the
dollar is acting as a continuing discounter in
what the U.S. has to pay for imported oil in rea'vt
terms. For this year the discount is 15-20 perc
.
for using dollars in comparison to paying for 01
'
with other currencies. One of the major reasons
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for this willingness to discount the price of
0i1 is that a relative glut for oil is expected
over the next five years as Alaskan, North Sea,
and other results of increased drilling activity
come on to stream.

keting and consumption of food. As the food
system is now oriented, there is no one source
of energy that we easily could do without.

However, the oil glut is expected to be
°flly a short term one before our insatiable
appetite for oil at current price levels turn
Us back to shortages. Many expect the aggregate
energy cost of petroleum, natural gas and electricity to increase by 10 percent or more annually
in the Upper Midwest for the next eight to ten
Years. This amount is almost double the exPectations for general inflation.

Focusing first upon farm production, table
3 gives a breakdown of energy use for different
purposes on the farm on a nationwide basis. Just
as there is no meaningful average farmer, there
is no average production function. This breakdown is artificial until applied to a specific
region and crop. For corn production in the
Midwest, half or more of the energy budget for
the crop is in place once the nitrogen fertilizer
is applied. Most people think in terms of tractor
fuel when considering farm energy needs, yet
fertilizer is the dominant energy use surpassed
only by intensive irrigation when it is used.

See Table 2.

Over the next decade we can expect to see

the price of natural gas increase faster than
that of oil, coal, or electricity. Natural gas
is our premium fuel.

If it is to be distributed

°n anything other than an allocation or rationing
basis, its price will have to increase to the
Point where it is at least as expensive, if not
more expensive, than oil on a heat BTU basis.
Currently, natural gas sells at about 70 percent
of the cost of oil on a heat BTU basis in much
Of the Midwest.

See Table 3.
Table 4 gives an indication of the resource
trade-off that has been made over time to get us
where we are today. It reflects the energy
expended for motive power and for enhancing yields.
Both these energy uses have been important factors
in the increased production per man-hours-applied.

Many expect that improved technology will
allow us to continue business as usual without
having to adjust the way we operate. In retrosPect, technological changes of great magnitude
appear to have occurred with minimum dislocation.
However, the forces that initiate and give incentive to technological change and replacement
are often, of necessity, dislocative forces.
There is no technological fix that we now know
Of that would allow us to absorb constantly
increasing fossil fuel costs without a certain
amount of painful change and dislocation. Neither
gasahol nor organic farming offer a way to continue what we are doing today. In fact, the
Changes from current energy use in agricultural
Production may be relatively minor over the next
several decades.
Pe
Upon Energy Use in the Food System
--Ls_pective
and Agricultural Production

See Table 4.
It is also important to remember that we
produce a very heterogeneous agricultural product
with varied energy needs. This is illustrated
for some major commodities in table 5 and for some
major vegetable crops in table 6. Notice that
one has to be careful in comparing energy intensity
of different products; first, because energy
intensity per acre may be somewhat different than
energy intensity per pound of product. In addition,
one's first reaction might be to stop the production of tobacco because it far exceeds other
crops in BTUs needed for production. However,
the export value of this crop is very high. In
terms of foreign exchange earnings to pay for oil
its value far exceeds the energy cost of its
production.
See Tables 5 and 6.

Table 1 gives an indication of the use of
energy in different components of the food
sYstem. When one speaks of energy problems for
the food system, most people immediately think
Of agricultural production. However, both
Processing and consumption of food use almost
twice the energy that food production does.

Food processing also gives some diverse
examples of energy intensity in production, and
again there is variation depending upon the
particular comparative characteristic one sets
against the energy input. Table 7 lists some food
items and their ranking in terms of the total
amount of energy used in processing. Table 8
looks at energy intensity of that product on the
basis of a weight measure of physical output.
Table 9 looks at energy intensity on the basis
of units of the product that have equal worth to
society, as shown by the price determined for
that product. Notice that beet sugar and the
group of poultry and egg products switch places

See Table 1.
Table 2 breaks down the direct energy use
bY fuel types. One can see that in production
and processing, petroleum products and natural
gas are the primary fuels. This is in contrast
to the extensive use of electricity in the mar-
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between table 8 and 9 as a result of the shift
from considering weight to considering dollar
value
See Tables 7, 8 & 9
What should be clear by now is that there
is tremendous diversity in the energy intensity
of different crops and different processes, and
that these also vary widely by region and by
management practice. Some people have suggested
that resource use decisions in the food system
should be made on the basis of energy intensity-the BTU content of inputs as compared with the
BTU content of output. However, BTU's are no
more perfect a measurement than other defective
measures like dollars. A BTU of natural gas is
not necessarily equal to a BTU of coal, especially if one wants to produce anhydrous
ammonia; and a BTU of coal is not equal in utility
to a BTU of corn or steak. One's perspective
on energy used in the food system can vary
dramatically, depending upon how one wishes
to account for and to value that energy input
and its product output.
Direct and Indirect Energy Use - The Impact Upon
Costs
Most of our concern about energy use in
agriculture and its increasing cost has focused
on direct energy use and its costs that get
passed through the system. The fuel that goes
into the tractor is a direct energy use on the
farm. However, a piece of farm machinery represents the embodied energy that went into its
production. This is an indirect use of energy
on the farm. To some extent this follows the
pattern of capital costs as compared with cash
or variable costs. The cash costs increase
right away when OPEC increases the price of oil
or when the price of natural gas is increased
for grain drying or the production of fertilizer.
These direct cost increases are immediately
noticeable. We do not pay any increased indirect cost for the higher priced energy going
into farm machinery, metal buildings, or milking
equipment until we purchase one of these items,
usually sometime after the energy price increase.
As an example of the complexity of indirect
energy accounting, our estimates of the energy
embodied in anhydrous ammonia or other forms of
nitrogen fertilizer are based upon the direct
energy that goes into its production--the amount •
of natural gas for feedstock and process heat,
and the amount of electricity used in processing.
Yet, we know that roughly half the dollar cost
of producing nitrogen fertilizer today is capital
repayment on production facilities. How do we
account for the energy that went into the
materials and into the construction of the
production plant? Where do we draw the line in
indirect energy accounting? Do we account for
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the energy embodied in the homes of the workers
who constructed the fertilizer plant and charge
this against the fertilizer plant in some prorated fashion? This sounds like an absurd
exercise if one were attempting a BTU energy
accounting. However, in terms of dollar costs
to farm production, food processing, and the
rest of the food system, the increased dollar
costs of energy embodied in a worker's home
(or the increased costs he pays to heat his home)
are being passed through the system. They add
to the cost of the construction of a fertilizer
plant just as the increased dollar energy costs
of steel and cement do. All of these, over time,
get worked into the price of fertilizer, or any
other non-land farm input, and represent increasing energy costs to the farm sector.
John Steinhart at Wisconsin argues that the
food system has not yet even begun to feel the
real impact of indirect energy costs. It is very
possible that the indirect energy costs, once they
begin to be passed through to producers, processors/
marketers, or consumers, will have as great or
greater impact upon costs as the direct ones did.
It is difficult for us now to calculate the future
course of indirect energy costs to those in the
food system. However, they will add another lever
to discourage the use of equipment or inputs
which are directly or indirectly energy intensive.
While we are concerned about energy costs On
the basis of their volatility and their large
potential increases relative to other factors
of production, we should be aware that direct
energy costs in the food system remain a relatively low proportion of total costs, as table 10
indicates.
See Table 10
On the basis of direct energy costs, it is
foolish to expect that a farmer will seriously
change or modify a practice when the value of
a crop worth 20 to 100 times the potential energy
saving may be at risk. This situation of low
potential saving relative to risk of a perishable
product exists throughout the food system. While
indirect costs will change this relationship
somewhat when they get factored in, many current
technologies will still look attractive on a risk
basis in spite of increased energy costs. However, there will be specific cases where direct
and indirect energy cost increases will stimulate
both resource substitutions and changes in technology.
Policy Implications of Increasin. Costs to Farmers
Increasing energy costs, both direct and indirect, are covered in the escalation clause that
will be used to adjust target prices. But like
any other national program, the results will not
necessarily be considered fair by those under it.

There is no way that a single cost-of-production
figure can represent everyone's situation. There
are a multitude of situations where an individual's circumstances will put him out of line •
With the national average, either to his benefit
or to his detriment.

Table 2

One example of how individual producers
Will be forced out of step with farm program
target prices is the lumpy nature of the indirect
energy costs being passed through to the farmer.
Someone who recapitalized his operation just
Prior to the Arab oil embargo has the maximum
time living off of cheap energy capital before
he has to recapitalize. But many farmers are
not so fortunate. An individual having to recapitalize now, or in the next few years, will
find his recapitalization expenditure much
higher. A part of it is going for indirect
energy costs, which he has just borne. In
contrast, the individual who can delay recapitalizing will find target prices beginning to
reflect some indirect energy costs under the
escalation formula. These are energy costs
Which he has not yet had to bear. The first
individual will feel the system has treated
him unfairly, and the second will feel that he
is getting what he deserves--the human condition
being such that we seldom want to admit it when
We are getting the best of a public program. It
is probably safe to conclude that it would be
almost impossible for farm programs to "cover"
increasing energy costs in a way that would
actually mirror the incidence of increased
energy costs, both direct and indirect, let
alone be considered fair.

Production

945

Processing
Marketing

DIRECT FUEL USE IN THE FOOD SECTOR
(Trillion BTUs)

Gasoline
& Diesel

LP-GAS and
Natural Gas

Electricity

Coal

290*

391

1

130

485

459

80

130

145

1,360

175

2,550

Home Preparation
and Consumption
Out of Home
Preparation and
Consumption

2,150

(

Transportation

1,175

.1••••••••••

*This does not include the natural gas used in fertilizer or
pesticide production.

Table 3
DISTRIBUTION OF ALL THE DIRECT ENERGY
USED IN THE FARM PRODUCTION PROCESS

Fertilizer
Irrigation
Farm Vehicles
Preharvest Field
Operations

12%

Harvest Operations

10%

Table 1
ENERGY USE IN THE FOOD SYSTEM

Activity

Grain & Feed Handling
and Drying

8%

Livestock

6%

Pesticides

5%

Other

2%

Percent of Total U.S. Use

P
roduction

2.9

P
rocessing

4.8

Marketing

1.3

Consumption Preparation
in Home

4.3

Consumption Preparation
away from Home

2.8

Table 4
MAN HOURS PER 100 BUSHELS OF CORN FOR GRAIN

Transportation used
across the system

••••••

Year

2.5*

1940-44
1945-49
1950-54
1955-59
1960-64
1965-69

16.5

*There is some double counting in this category
with respect to others.

-75-

Man Hours
79
53

34
20
11
7

Table 8

Table 5

BTUs REQUIRED PER POUND OF PRODUCT

DIRECT ENERGY USE IN AGRICULTURAL PRODUCTION

BTUs Used Per
Pound of Product in 1972

Food Product Group
BY COMMODITY IN 1974
Yield per
Acre
Commodities

BTUs per Acre BTU (1000) per
lb. of Output
(1000)

Poultry & Eggs

3,630

Frozen Fruits & Vegetables

3,330

Corn (grain)

71.3 bu.

7,658

1.9

Canned Fruits & Vegetables

2,290

Winter Wheat

29.5 bu.

3,026

1.7

Beet Sugar

1,730

443 lbs.

Cotton

23.5 bu.

Soybeans
Alfalfa

2.8 tons

Flour and Grain Products

24

10,833
2,368

1.7

4,560

0.8
Table 9

Flue Cured
Tobacco

BTUs REQUIRED PER DOLLAR OF PRODUCT

29

59,477

2,017 lbs,

400

BTUs per Dollar
of Product in 1972

Food Product Group
8.1 bu.

Flax Seed

Table 6

2.6

1,173

Beet Sugar

48,900

Frozen Fruits and Vegetables

14,160

Canned Fruits and Vegetables

8,810

Poultry and Eggs

5,240

Flour and Grain Products

3,180

DIRECT ENERGY FOR VEGETABLE PRODUCTION
IN SPECIFIC STATES

Yield/Acre
(100 lbs)

Commodity
Tomatoes (CA)
(for processing)

BTUs/Pound
of Product

BTUs/Acre
(1,000)

469

11,062

Brocolli (CA)

79

14,840

Asparagus (CA)

29

Lima Beans (CA)

34

236

COMPARED WITH THE VALUE OF PRODUCT

12,416

4,281

(1974 - 1976 Data)

13,327

3,920

12,621

4,207

Tomatoes (FLA)
(fresh)

191

30,097

1,576

Cabbage (FLA)

240

18,602

775

Table 7

THE VALUE OF THE DIRECT ENERGY INPUT

1,878

•

30

Snap Beans (FLA)

Table 10

,Stage of Use

Value of
Product

Value of
Energy Input

Energy Input
as a Percentage
of Pr951129...t...----- )

-(Billion Dollars)-

DIRECT ENERGY USE IN FOOD PROCESSING

Food Product Group

197/ BTUs
Used for
Processing

#1

Canned Fruits and Vegetables

52.6

1/5

Frozen Fruits and Vegetables

25.8

1/10

Flour & Grain Mill Products

13.81

1/26

5.3

#38

Poultry and Egg Processing

90.8

4.5

5

Processing

151.7

1.4

1

Marketing

144

4.7

Home Preparation

145.3

Away from Home

Rank in Total
of 48 Food
Processing Groups
for Energy Use

88.7
12
(times 10 )

Beet Sugar

Production
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67

10.3

7

8.1

12

1

Some Effects of Increasing Energy Costs
on Minnesota Agricultural Production

The Federal Energy Administration published some numbers
showing direct energy use in Minnesota agriculture. They refer
to the use of fossil fuels and electricity. In 1974, 7 percent
of the gasoline, 23 percent of the diesel fuel, 24 percent of the
LP gas, and 8 percent of the electricity used in Minnesota were
for crop and livestock production. The majority of fossil fuel
use in agriculture was for crops; the majority of electricity
for livestock. Invested energy--the direct energy used to manufacture fertilizer and pesticides--is used in large proportion
on corn production.
The farmer facing higher energy prices has some alternatives.
First, he can try to reduce the cost of energy inputs by shifting
to production methods that require less energy. Examples are
minimum tillage, improving the efficiency of irrigation, and insulating buildings. The farmer can also substitute lower priced
inputs for higher priced inputs, such as electricity for LP gas.
Thirdly, he can shift to production of other commodities which
require less energy or which are more highly valued relative to
energy costs.
It is likely that all of these alternatives will be used
in some combination.

Vernon R. Eidman
figure for Minnesota is about 3.6 percent. However, agriculture uses a much larger proportion of
some fossil fuels. During 1974, about 7 percent of
the gasoline, 23 percent of the diesel fuel, 24
percent of the LP gas, and 8 percent of the electricity used in Minnesota was used in crop and
livestock production. Because of the seasonal
nature of energy use in agricultural production,
it comprises an even larger proportion of use in
some seasons of the year.

My comments are divided into two parts.
rlrst, I will review some numbers on direct
energy use for agricultural production in Minnes°ta. While there are no real surprises in these
numbers, reviewing them provides a basis to discuss possible changes in energy use. The second
section outlines adjustments that farmers can
make to increasing energy prices in the next few
Years. My comments are limited to those energy
•ources which are scarce and have a price--that
ls, fossil fuels and electricity.

Consider how energy is divided between crop
and livestock production. The United States
Department of Agriculture has estimated the
amounts of energy used in crop and livestock production during 1974 in the State of Minnesota.
The estimates are summarized in Table 1. The top
numbers are in physical units (gallons, cubic feet,
tons, and kilowatt hours). The numbers in
parentheses are percentages. About 85 percent of
the gasoline and diesel fuel used in 1974 for
agricultural production was used in the production
of crops. About 15 percent of each of those two •
categories was used for livestock production. In

1-21-1L.LaLgy Use in Agricultural Production
Professor Doering already mentioned that
:
PPr°ximately three percent of the nation's
energy is used
by production agriculture. The
lnnesota Energy Agency has estimated that the
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the case of LP gas, the percentages are 69.2 percent for crops and 30.8 percent for livestock.
Minor amounts of natural gas and coal are used in
agricultural production. The natural gas is used
for grain drying, and the coal is used for brooding of poultry. As for electricity, 18.9 percent
was used in crop production with the remaining
81.1 percent used in livestock production. These
data indicate that the major amounts of the fossil
fuels used in production agriculture are used in
crop production, while most of the electricity
is used in livestock production.
See Table 1.
Energy use in crop production can either be
broken down by crop or by type of operation that
is performed. Table 2 shows data by type of
operation. All of the figures in table 2 are
expressed as percentages. The major uses of gasoline are for harvest and hauling. This includes
grain hauling as well as use for the farm auto and
pickup. Relatively minor percentage amounts were
used for the other operations. The largest part
of diesel fuel was used for the preplant, plant,
and cultivate operations, with the harvest and
hauling category second in importance. The major
part of LP gas was used for harvesting and hauling,
and grain drying. About 50 percent of the LI, gas
used in the state for crop and livestock production, is used for drying corn. The natural gas
shown was used for grain drying. The minor
amounts of electricity used for crop production
include 3.3 percent for irrigation, and 4.5
percent for grain drying and handling.
See Table 2.
The invested energy is the amount of direct
energy required to manufacture fertilizers and
pesticides, including the carrier solution. This
does not include the energy used to produce the
equipment or to build the plant. A large proportion of the invested energy, about 65 percent, was
used on roughly one-third of the cropland acres
that were planted to corn and corn silage in 1974.
The totals in the right-hand column are
listed as BTU's. Almost one-half of the total,
41.1 percent of 87.3 percent, is the energy used
to produce and apply fertilizer and pesticides.
The other large uses are for preplant, plant, and
cultivate operations; harvest and hauling; and
farm auto and pickup.
Irrigated acreage has increased dramatically
in recent years. About 111,000 acres were
irrigated in 1974, and the acreage has more than
doubled since that time. Although we would expect energy used for irrigation to be higher now,
the total amount of irrigation in the state is
not very great. Contrary to the national scene,
irrigation does not account for a large proportion
of the total energy going into Minnesota agricultural production.

Table 3 shows the breakdown by operation for
livestock. Gasoline and diesel are used primarily
for feed handling and waste disposal and for the
farm auto and pickup categories. The LP gas is
used primarily for space heating, water heating,
and brooding of poultry. A minor amount of coal
is used. The majority of the electricity is used
for livestock production--81.1 percent--and some
of the larger uses are for water supply, water
heating, space heating and ventilation, milking ,
and milk cooling. A breakdown by enterprise
provided by the same source indicates that the
majority of the electricity is used by dairy
cattle and swine operations in the state.
Alternative Adjustments Farmers Can Make to Higher
Energy Prices
What types of adjustments can farmers make
as energy prices increase more rapidly than the
prices of other inputs they buy and the products
they sell?
See Table 3.
Several types of adjustments and a few
examples follow:
One possibility is to reduce the cost of
energy inputs by shifting to methods of production
that require less energy per unit of output.
Notice the emphasis on energy per unit of output,
or per dollar of output rather than per acre or
per animal as some have emphasized in previous
discussions. One method to reduce energy use per
unit of output is to adopt measures that conserve
energy with constant output per acre or animal.
One widely discussed example is a shift to minimum
tillage. There has been some resistance to minimum tillage on the part of Minnesota farmers for
a number of reasons, including some problems with
shifting work from fall to spring and greater
variability of yields. Although it is not too
surprising that we haven't seen a more rapid shift
in this direction, some of the recent experimental
work indicates that similar yields can be achieved
with continuous corn and with corn-soybean rotations produced with either minimum or conventional
tillage. This assumes that other operations are
done properly and that the same kind of seedbed is
prepared. These conditions may be difficult to
achieve in certain years in commercial farming
operations. Furthermore, a shift to minimum
tillage typically represents a small reduction
in the farmer's production cost. If he visualizes
any significant reduction in yield, he will be
very hesitant to make that change. So, it is not
too surprising that we haven't seen a greater
shift to minimum tillage production in spite of
all the play it has received.
Improving the efficiency
cations is another example of
use per unit of output. This
the application of irrigation
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of irrigation applireducing energy
involves monitoring
water, being sure

that the amounts applied are applied when they
can be utilized efficiently by the crop to achieve
greater benefits from the amount of energy and
water that is being used. Many farmers are insulating livestock buildings, another effort to
reduce the amount of energy required per unit or
output.
A second type of adjustment is to reduce
energy use and accept reduced levels of output.
The possibility of returning to agricultural production that uses little or no chemical fertilizers
and pesticides has been discussed by the media.
It is more reasonable to argue that farmers will
compare the cost of using the last unit of each
input such as nitrogen fertilizer with what they
expect to get for it. If the relative cost of
nitrogen fertilizer goes up, we'd expect to use
a little less, so as to bring that amount back
into line with the benefits from it. Of course,
if much of an adjustment is made in the level of
one input, it will probably cause farmers to adJust the level of other inputs at the same time.
Thus reducing energy use by arbitrarily eliminating
one input doesn't make economic sense. A more
realistic approach is to adjust the level of all
inputs considering the changing relative prices.
A third type of adjustment is to reduce the
cost of energy inputs by substituting some lower
Priced or perhaps some other inputs for higher
Priced energy inputs. One type of fossil fuel
used in agricultural production is LP gas. There
are reasons to believe that LP gas prices will
increase more rapidly than some of the other fuel
Prices. If that is the case, what can farmers
do to shift from some of the LP usage to something else? Grain drying, one of the big users,
can be shifted to systems using less LP and more
of other energy sources. The data in Table 4
indicate the amount of LP and electricity required
for three grain drying systems currently available
to farmers. Data in the first column refer to
the higher temperature automatic batch system,
the one most commonly used in Minnesota at the
current time. It includes a facility to hold
Wet grain and move it automatically to a batch
dryer, where it is dried with relatively high
temperatures for a brief period of time, say 3
to 5 hours. The moisture content of the grain is
reduced to about 15 percent, and the dried grain
is moved into the storage facility. A second
alternative, low temperature drying, dries grain
gradually in the bin with air heated 5 to 10 degrees. There are many combination systems. The
°Ile referred to in table 4 is a simple type of
co mbination system. In this case the farmer
would use the batch dryer to reduce the moisture
2ontent of the grain from 25 to 20-22 percent.
Ihen low temperature drying is used to reduce the
!olsture content of the grain to 15 percent over
'he next several weeks.
See Table 4.
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The data in table 4 are based on removal
of 10 percentage points of moisture. In each
case these cost figures apply to a system to dry
and store 20,000 bushels of grain, using late
1977 investment and fuel costs. The investment
cost on a per bushel basis is the lowest for the
high temperature system and the highest for the
combination (because the most equipment must be
purchased). The kilowatt hours of electricity
per bushel increases from a low of .3126 for the
high temperature automatic batch system to 1.2
for the combination and to 3.2364 for the law
temperature system. The gallons of LP required
per bushel vary from .1857 for the high temperature system to about .048 for the combination,
and zero for the low temperature system, which
uses an electric heater. The data illustrate
that various combinations of the two sources of
energy--electricity and LP gas--can be used to
dry corn with existing technology.
The average annual drying and storage cost
per bushel was estimated for the next 20 years
with each of these three systems, making various
assumptions about inflation rates. The three
inflation rates in each line indicate the percentage of inflation in the general economy
(which applies to the cost of new storage equipment that was purchased and repairs that are
bought), the annual increase in the cost of
electricity, and the annual increase in the price
of LP gas. In each case, the LP gas price increases more rapidly than electricity, and both
sources of energy increase in price more rapidly
than the general level of inflation in the economy. The average cost per bushel assumes the
system is purchased in 1977, the energy and other
inputs are purchased as needed over the next 20
years, and 20,000 bushels of corn are dried per
year. Comparing the costs in terms of 1977
dollars, the three systems have about the same
average cost, $.18 to $.19 per bushel, with the
lower set of inflation rates. However, the higher
set of inflation rates results in the lowest
average cost per bushel for the combination highlow temperature system. Of course, higher rates
of inflation would make the combination system
look even better.
As we talk about reducing the cost of energy
inputs, there are many possibilities for substituting lower priced inputs for other inputs or
higher priced energy inputs. As we look a little
further into the future, there is some discussion
about using solar energy for grain drying, heating
livestock buildings and heating water. While it
is in operation at the current time, that may
change in the next few years.
Shifting to the production of other commodities that either require less energy to produce
or are higher valued relative to the energy cost is
a fourth type of adjustment to increasing energy •
prices. To evaluate this point, consider the energy

1
related costs for several crops produced in one
area of Minnesota. The data in table 5 are based
on the cost and return estimates for south central
Minnesota that are being used to discuss 1978
production plans. Given current input levels
and prices, the amount of energy related inputs
for corn in south central Minnesota total $51.73
per acre. The other variable costs include seed,
crop insurance expense, interest on the money,
and labor at $4.00 per hour. The other variable
costs total $78 per acre, making total variable
cost $129.73 per acre. If we allocate machinery
overhead (depreciation, interest, taxes, insurance, and housing), the total is $150.37 per
acre. Assuming a yield of 120 bushels and a
price of $2.00 per bushel, gross returns are
$240 per acre. The energy related inputs represent $51.73 divided by $240, or 21.6 percent
of gross returns. In the case of soybean production, the energy related inputs are $14.83.
Assuming a yield of 40 bushels per acre and a
price of $4.50 per bushel, energy related inputs
represent 8.2 percent of gross returns. The
comparable figures for wheat at $3.00 per bushel
and sugar beets at $21.00 per ton are 11.0 and
13.1 percent, respectively. These figures suggest
that an increase in energy prices will have a
greater impact on the production costs of some
crops than others. Those crops requiring less
direct energy inputs can be expected to become
relatively more profitable, and producers will
shift production to the more profitable crops.
For example, an increase in the price of energy
can be expected to affect the cost of producing
corn more than it affects the production costs
for soybeans in south central Minnesota.

(gross return per acre - variable cost and .machinery ownership) of $83.63 per acre in south central
Minnesota, but only $5.69 and $4.34 for nonirrigated and irrigated corn production in central
Minnesota. An increase in energy prices will
have a greater effect on the profitability of
irrigated corn in west central than of nonirrigated corn in either of the two areas.
See Table 6.
Another type of adjustment many farmers
would like is to pass the higher production costs
on in the way of increased prices. To analyze
this, one must determine what effect increased
energy prices will have on aggregate supply and
the elasticity of demand. Although no one has
completely analyzed this issue, we can partially
answer questions about the effect of the adjustment for Minnesota producers by acknowledging
that our production is more energy intensive
than for most other areas of the country. For
the most part, Minnesota produces the same crop
and livestock products that are produced in other
areas of the country. Because of the geographic
location, Minnesota producers use more energy
per unit of output than some other producing
areas. While there may be some increases in
product price as energy prices increase, the relief on the product price side is unlikely to be
as great as the increase on the input cost side
for Minnesota producers. This indicates that
producers may ultimately absorb part of the costs
of the higher energy prices, with the greater
effect to be felt in the more marginal areas-those requiring the greatest amount of energy
per unit of output.

See Table 5.
Conclusions
Comparisons of this type can be made between regions of the state or country and between
types of production. Perhaps irrigated corn
production is the most energy intensive corn
production in the state. Table 6 compares production costs for both non-irrigated and irrigated
corn in west central Minnesota with non-irrigated
corn production in south central Minnesota. Nonirrigated corn on the coarse textured soils in
west central Minnesota is typically produced
with other tillage equipment and is also harvested
with a corn picker. This reduces machinery expenses and eliminates drying cost. Total energy
related costs are quite low, only $15.40 for a
yield of 40 bushels per acre. Irrigated production on the same soils, using a center pivot
system with a diesel motor to pump water has
considerably higher energy related costs. The
figures in the third column of table 6 assume a
gross irrigation application of 15 acre inches
per year or 12 inches net. Energy related inputs
total $96.66 per acre. The comparable yield under
irrigation is 130 bushels of corn per acre.
Assuming a corn price of $2 per bushel, the results show returns to land and to management
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Most of the adjustments discussed require
purchasing some additional capital inputs. As
energy costs increase, the cost of producing
capital inputs increases. Capital recovery costs
must be considered in evaluating new technology.
Thus an analysis which indicates a certain technology will be economic when oil prices reach a
certain level can be misleading unless the effect
of higher oil prices on the cost of the capital
inputs has been considered. This has caused some
to argue we may not be using such drastically
different technologies in the future than we are
using today.
A combination of the above adjustments will
occur over time as energy prices increase. No
one knows what the mix will be. But people who
have studied feed grain and food grain production
suggest that Minnesota will probably be producing
somewhat less corn and more soybeans and small .
'
grains. The shift will include a larger proportl°
of soybeans in the southeast with increasing amounts of small grain as one moves west. I know _fa,
producti°'
of no analysis of the impact on livestock

However, if less corn is produced in Minnesota,
the price of corn will increase in this area,
relative to other parts of the country. This
suggests that the intensive livestock production
alternatives--those that use large amounts of
feed grain and large amounts of energy for heating
the facilities--will be faced with the more difficult adjustments will increase in this area,
relative to other parts of the country. If you

Table 1:

look at our intensive livestock production
methods--those that use a lot of feed grain, and
those that use a lot of energy for heating the
facilities--it seems to me that it is going to
work against those livestock enterprises that
produce in confinement and that use a lot of feed
grain. Maybe that means that turkeys and hog
production will be faced with some of the more
difficult adjustments.

Energy Consumption by Crop and Livestock Production in Minnesota During 1974

Gallons of
Gasoline
(1000)

Gallons of
Diesel
(1000)

Gallons of
LP
(1000)

Cu. Ft. of
Nat Gas
(Millions)

All Crops

207,264
(84.9%)

92,634
(84.4%)

62,215
(69.2%)

366
(100%)

All Livestock

36,896
(15.1%)

17,070
(15.6%)

(30.8%)

244,160
(100%)

109,704
(100%)

89,909
(100%)

Total Agriculture

Source:

Tons of
Coal

KWH's
Electricity
(Millions)
177
(18.9%)

27,694

366
(100%)

314
(100%)

760
(81.1%)

314
(100%)

937
(100%)

Federal Energy Administration, Energy and U.S. Agriculture: 1974 Data Base, Volume I, September, 1976,
p. 125

Table 2:

Energy Consumption by Operation for Crop Production in Minnesota During 1974,
as a Percentage of Total Used for Crop and Lifestock Productiona

O perations - Crops

Gasoline

Diesel

L P Gas

Nat. Gas

Coal

Electricity

Investedb

Total
BTU's

Percent
P replant, Plant, and
Cultivate

3.9

63.9

3.9

Fertilizers, Pesticides,
and Their Application

2.6

1.4

2.6

I
rrigation

0.2

1.3

0.6

32.0

17.3

16.5

0.7

.2

45.6

Harvest and Hauling
Grain Drying and
Handling
Farm Auto and Pickup
Elect. Overhead and
Misc.
Total Crops

aS
ource:

43.7

11.8

100.0

0.4

3.3

14.4

100.0

4.8

4.5

_

1.8

0.3

84.9

84.4

41.1

13.8

1.0

11.1
69.2

100.0

18.9

100.0

87.3

Federal Energy Administration, Energy and U.S. Agriculture: 1974 Data Base, Volume 1, September, 1976,
p. 125. The data include all energy used directly on the farm for crop production.

'Wasted energy includes the energy required to manufacture fertilizers and pesticides (including carrier solution).
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Table 3:

Energy Consumption by Operation for Livestock Production in Minnesota During 1974 as 4
Percentage of Total Used for Crop and Livestock Productiona

Operations - Livestock

Gasoline

Diesel

L P Gas

Natural
Gas

Coal

Electricity

Total
BTU's

7.8

0.3

Percent
Lighting
Feed Handling and Waste
Disposal

4.0

9.5

0.2

-

-

5.0

3.0

Water Supply

-

-

-

-

-

18.1

0.6

Water Heating

-

-

2.4

-

-

14.6

1.2

Space Heating & Ventilation

-

-

7.0

-

-

18.0

0.7

Milking & Milk Cooling

-

-

-

-

16.6

0.4

0.1

21.2

-

100.0

-

1.9

Brooding
Farm Auto & Pickup

6.9

6.0

-

-

-

-

3.2

Other

4.2

-

-

-

-

1.0

1.4

Total

15.1

15.6

30.8

81.1

12.7

aSource:

109.0

1974 Data Base, Volume 1, September, 1976,
Federal Energy Administration, Energy and U.S. Agriculture:
for livestock production.
farm
the
on
directly
used
energy
all
include
data
p. 125. The

Table 4: Energy Requirements and Costs per Bushel to Dry and Store Corn
in Minnesota for Three Alternative Drying Methodsa

r i g and Stora e S stem

Item

High Temperature
Automatic Batch

Low Temperature

Combination
High-Low
Temperature

Investment Cost per Bushel

$1.39

$1.95

$2.22

Moisture Reduction Assumed

25-15%

24-15%

25-15%

KWH Electricity per Bushel

.3126

1.2364

1.200

Gallons L. P. per Bushel

.1857

0

Amount of Labor

Lowest

Medium

.048
Highest

Average Annual Drying and Storage
Cost per Bushel over 20 Years with
Inflation of 5%, 6%, and 7%b

$ .18

$ .18

Inflation of 5%, 7%, and 10%b

$ .21

$ .19

within a reasonable
aAll three systems are designed to dry and store 20,000 bushels
harvest period.
b

price level, the
The three numbers refer to the annual rate of increase in the general
cost of electricity, and the cost of L.P. gas respectively.
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Table 5:

Projected Cost of Producing Alternative Crops
in South Central Minnesota, 1978a

Soybeans

Corn

Item

Wheat

Sugar Beets

15.30

11.90

12.00

1.25

19.50

6.89

2.83

3.27

12.65

Energy for Grain Drying

10.80

_

Total Energy Related

51.73

14.83

19.82

44.05

All Variable Cost

129.73

61.20

60.77

138.13

Variable Cost and Machinery
Ownership

157.37

74.90

76.61

200.64

Yield per Acre

120 Bu.

40 Bu.

60 Bu.

16 Tons

Nitrogen Fertilizer

16.44

Pesticides

17.60

Fuel and Lubricants

-

-

aBased on projected costs and yields in What Should I Grow in 1978: South Central
Minnesota, Agricultural Extension Service and Dept, of Agricultural and Applied
Economics, University of Minnesota, FM 418.6 SC, February, 1978.

Table 6:

Projected Cost of Producing Corn in Two Areas of Minnesota, 1978

Central Sand

South Central
Item
Nitrogen Fertilizer
Pesticides
Fuel and Lubricants-Machinery

Non-Irrigated

Non-Irrigated

Irrigated

$ 16.44

$ 7.20

$ 27.00

17.60

4.00

22.00

6.89

4.20

4.48

-

-

31.48

Energy for Grain Drying

10.80

_

11.70

Total Energy Related

51.73

15.40

96.66

All Variable Cost

129./3

53.35

166.39

Variable Cost and Machinery
Ownership

157.37

74.31

255.66

Yield Per Acre

120 Bu.

40 Bu.

130 Bu.

Fuel and Lubricants-Irrigation

Gross Return (@$2/Bushel)
Return to Land and
Management

$240.00

$80.00

$260.00

82.63

5.69

4.34

-Discussion

Will increasing costs be reimbursed by the cost increase
provision of the farm program? The cost increase level includes
direct costs and possibly some indirect costs. But it is a
national program and can't handle all situations. Costs or
production of any item vary widely around the country, and yet
the farm bill sets an "average" cost. Indirect energy costs
are going to hit people in very different.ways. Farmers who
recapitalized before the energy crisis will be helped by the
variable cost increase. But the one who recapitalized in 1976
or later will get only the national average cost increase, which
will be small in comparison to his recapitalization costs.
Another question raised by the energy crisis is: How
will the various shifts in crops, .regions and resources affect
each other? For instance, as agricultural industries relocate,
they might have increased transportation costs. A lot depends
on whether, as a society, we allow fuel costs to increase on a
market basis or whether we have federal policies to help deal
with them.

Otto Doering
the country. I would say that if anything is
"fair" in the Farm Bill, it is the relationship
between energy price increases for fertilizer
and fuel and the change in prices that the farmer
receives. Where the "unfairness" will occur is
in the indirect energy cost.

Will increasing costs fit into or be reimbursed by farm programs? With respect to the
farm programs, the cost increase lever that is
built into the farm program over the next couple
of years includes the direct costs that we can
think of in terms of production such as fertilizers and that sort of thing. Some indirect
costs might be reimbursed as well. But, we have
the same problem with energy costs as we have
with the whole farm program. This is a national
farm program; it doesn't meet everyone's needs
equally.
Take one cost of production figure. I
worked out the cost of production of irrigated
wheat on the West Coast at $1.84 per bushel,
and irrigated wheat in the Southeast at $3.65
per bushel. Now you tell me what the single
national cost of production for wheat is. Policy
makers had to find one, so some people are better
off than others.
Particularly with the indirect energy costs,
farm producers are going to be impacted very
differently. The variable costs for fertilizer
gets spread out in a relatively even way around
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Let's take a farmer who recapitalized his
whole farm in 1972; he bought new tractors, new
buildings, new equipment, the works. You know
this is not a common occurrence, but let's just
say for illustration it happened. He bought all
this prior to the energy crunch. He will be able
to use it over a period of years. Every year the
target price of corn will be increased a little.
This variable cost increase will be for the
fertilizer, the fuel and a little bit of the
capital costs increase. The farmer who doesn't
really have any indirect energy costs over a
period of 5 or 10 years--because he capitalized A
'
at the beginning of the period--will get increase
profit every time that little indirect energy
cost gets put in. Good and well! But compare
that with the individual who recapitalizes his
whole farm in 1978. He gets only the national
average cost increase, which represents only a

Part of that recapitalization when you consider
indirect energy costs. He is in trouble.

QUESTION:

As we look ahead to increased energy costs-we look at crop shifts, regional shifts, and
resource shifts. How are these all likely to
interrelate with one another? We don't know.
But I think we have to start speculating about
What is likely to happen. For instance, the
irrigated High Plains area of Texas went into
corn and thereby attracted some livestock. We've
had some other areas in the country that have
attracted livestock over the last decade or so
as a result of irrigation. There is a substantial proportion of this irrigation that is
on bargain basement priced natural gas. The
People in the High Plains were irrigating with
natural gas for which they were paying 5c per
thousand cubic feet. If you put that up to a
federally mandated price of $1.75 per thousand
cubic feet, you change the economics of irrigation very quickly.
What does that do to the feeding activity
in the High Plains? Where does that move?
You not only get production cost relocation,
but you have the transportation differential.
And it works in both ways. The energy crisis
has partially saved the Indiana tomato. I'm
sure you are all happy to know that. We used
to have a New Jersey tomato. I was born in New
York so I felt very friendly toward the New
Jersey tomato. It was a rather nice tomato,
largely used for processing. Then people discovered it was just too expensive to grow
tomatoes for processing in New Jersey, so the
Processors moved out. They moved most of their
oPeration to California, but some was left in
Indiana. Costs in Indiana are higher than in
California, which is largely a result of
Weather.
The weather variability results in
risk, which increases the price of the Indiana
tomato. However, it is a long way from Californla to New York to ship tomato paste. As the
cost of energy goes up, the cost of transportation
also goes up. • The Indiana tomato may not be as
!conomic to grow as the California tomato, but
It is closer to New York. Higher transportation
costs must be balanced against the efficiencies
gained in the location of production. So far,
,
1,4e have been growing most of our vegetables in
"lifornia because transportation has been
relatively cheap. From now on, we will have to
c°nsider not only the alternative cost of prod uction, but also the alternative cost of transPortation.
We are going to see these kinds of shifts.
We can't
,
tell you how they will develop. A lot
's going to depend on the federal policy and
rat it allows to happen in terms of increasing
: costs. This is a societal decision: are
we going to allow these fuel costs to increase
"a market basis and let these adjustments take
Place even if people get hurt?

Do you think we are all going to have big
backyard gardens because transportation costs
are really going to get out of hand?
DOERING:
I don't think we'll have backyard gardens
for a number of reasons. I think we will have
more regionalized production. That's my bias,
I am saying we will be forced to pay higher fuel
costs and thus adjust our fuel use proportionately.
If the government takes the route which they have
taken so far, of trying as much as possible to
shelter society from increased fuel costs, we
will continue to produce all the tomatoes in
California and subsidize them through our tax
dollars. I would prefer to see us regionalize
production. And in that sense I am all for
backyard gardening. I just think there are not
enough of us who will have gardens, and we will
have to depend on someone else.
COMMENT:
Maybe we'll also decide we don't need fresh
tomatoes in January and February. If we paid
the full cost, it seems to me we'd pay the
Mexican laborer more too. We are getting a break
now at the expense of the Mexican economy.
DOERING:
I think we are very definitely going to
see a shift in the sort of goods that we have on
the supermarket shelf.
COMMENT:
I recently ate some hydroponic tomatoes
grown right here north of Minneapolis, and they
were much tastier tomatoes than what we ship
in from California and Mexico.
DOERING:
Hydroponics are energy expensive.
COMMENT:
Yes, but they would be locally grown, so we
could save the transportation costs. And the
quality is much better.
QUESTION:
Could you comment on the energy implications
of going back to integrated grain and livestock,
where you store wet grains and return the fertilizer back to the land? You're saving energy on
both sides.
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DOERING:

EIDMAN:

There are all sorts of different combinations
that you can make. Some studies have been done
on farms which are largely integrated farms.
They had a livestock operation with some pasture
and an alfalfa rotation. One analysis of this
kind of cropping system found that the crops
grown on that basis returned as much to the
farmer on a dollar per acre basis as to the.
neighbors, who were all using chemical fertilizer. The flaw of the analysis was that it did
not have a cost in the system for the manure, nor
did it have a cost in the system for the pasture
acres. It looked just at the acres of cropland
and considered the pasture free, along with
animals and the manure. What you have to look
at is the total system.

To go back to rotations--if the price of
nitrogen fertilizer goes high enough, then we
will get into an economic situation where we can
begin to look at rotations. But without a lot
of analysis, I don't see that as being very
feasible in the near future. We are trying to
get in a position to analyze this.

One farmer, whom I have worked with quite
closely and who has a large hog operation, has
one of the best integrations I've seen in use.
But several things are involved here. Doing
this takes a different level of management than
what people are now used to. Secondly, I don't
know what the situation is for Minnesota, but
looking around Indiana, I think we have priced
land to the point where we almost preclude this
kind of operation. In other words, we have seen
prices for the pasture land adjoining the good
crop land rise so high that we can't really use
it for pasture land. We used to be able to get
a block of land which included some land that
was most suitable for cover crops and then
integrate it into a livestock operation. We used
to be able to get these at relative costs that
made sense. I think we are seeing land costs
now that will force people to go a more intensive route until energy costs go even higher.

DOERING:
We've tried to do something on this area at
Purdue. At current fertilizer and land prices,
if you were fairly successful in raising alfalfa,
you could do pretty well at it. If you had
alfalfa in the $60-$80/ton price range today, you
could make rotations pay.
But that's a different level of diversity
in management. The farmer has got to be able to
handle alfalfa--the handling of the alfalfa as
well as the growing of it--and he's also got to
be able to deal with the corn and soybeans and
everything else. We have also done some work
integrating this into some livestock operations
and also come out with some rotations that look
pretty good. Again, it is a different level of
management and we also assume some productivity
of alfalfa that might be optimistic.
QUESTION:
How far in the future will it be before we
have a corn variety that will produce nitrogen
like beans and alfalfa?
EIDMAN:
You find some very optimistic answers. Some
people will say in five years. The people who
work in that general area assure me it will be
at least ten years. And they also indicate it
may never come.

COMMENT:
Granted the man who buys his machinery
first has got a little better advantage on a
cash flow basis. But as time goes by, if he is
not setting money aside to replace that equipment, at the end of 10 years he is in just as
much trouble as the other guy.

DOERING:
In a set of results from Latin America, they
thought they had some nitrogen fixation from some
grasses related to the corn family, but that turile
out to be an illusion.

DOERING:
Absolutely! But what I was talking about
was people's perception of whether they are
being treated fairly under the bill. It's the
timing that makes the difference. During this
period when he's doing well, he will think he
is being treated fairly. When he gets to the
point of having to recapitalize, he'll scream
bloody murder. Your point is important in that
he must plan ahead for a level of recapitalization
that is much higher than his initial level of
capitalization. If you really made farmers
account on this basis, it would be a pretty
dismal farm picture.
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QUESTION:
Are either of you familiar with the new
method that was recently reported to recover oil
from abandoned wells? The means we have of
getting oil takes out only about 20 percent of the
oil that is in the ground. There is a new method
being patented that can recover that and has a
price that's less than the current price. We
would have 4 times as much there as we have taker'
out.

DOERING:
We have a great tendency to look for technical fixes. The one thing we want is a technical fix that is going to solve our problems so
we don't have to adjust anything. It is a
natural human trait.
The oil industries have been trying steam
injection and various things in terms of secondary recovery, and they have done fairly well on
some of them. And you are right that initially
they only get a small proportion of the oil
that is actually down there.
COMMENT:
This is supposed to be a whole new concept
that is proven. It's not a theory but has been
Proven. LP gas prices are going to go up as
much as natural gas prices or probably a little
more so. We have been experimenting at Purdue
With corn/cob gasification. When you harvest
the corn, you bring in a proportion of the cobs
as well. You feed them into a low BTU gas
generator.
You do not burn them directly to dry corn-You gasify them. Then you have a low BTU gas
Which you can put into a conventional grain dryer.
As we worked it out, if you give me LP gas at
60c a gallon, I can equip you with a little cob
generator, a handling system for the cobs, the
modification on your combine that will bring
them in, and make you energy self-sufficient.
You'll dry your corn with your cobs.
Now look at the alternative with solar grain
drying. There are real problems in terms of the
economics of some of the grain drying. I have
to get LP gas up close to $2.00 or above to
make solar grain drying worthwhile.
COMMENT:
What about this microwave thing?
DOERING:
The microwave, as far as I'm concerned is
Probably not feasible for corn. The Department
of Energy plunked down a lot of money which did
not go to a Land Grant institution. It went
to one of the aerospace firms to look at grain
drying. They built a microwave grain dryer which
was a big, stainless steel vacuum cylinder. You
Put the grain in the stainless steel vacuum
cylinder and evacuated the air so that you had
grain in a vacuum, and then you zapped it with
microwaves to dry. Capital costs of the system
are very high and it may not be that favorable
°11 a total energy balance basis.
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SESSION II Food, Trade and Development
Moderator:James Houck
March 10,1978
March 11,1978

Agricultural Exports: Situation, Prospects, Problems

For 1978, our agricultural exports will be about 26
billion dollars, down one billion from last year. However,
our agricultural imports will be about 15 billion, so we
will have a surplus in our trade balance. This surplus
is very important to our overall balance of trade.
U.S. grain production was very high in 1977, but
for the world as a whole, production was down slightly.
We expect a modest draw down in total stocks. U.S. stocks
will account for almost half of world stocks.
We export over 60 percent of our soybean production
and expect that figure to increase this year because of
damage to the Brazilian crop. The demand for cotton is
going up in spite of an increase in world stocks.
Ratios of U.S. exports to total U.S. production
show that in 1977 we exported 51 percent of our wheat
and 25 percent of our feed grain. As a rule, we export
two-thirds of our rice crop and almost half of our cotton.
These are very basic agricultural commodities, whose
exports play a very significant role in the agricultural
economy of this country.
We are a world agriculture now. The most important
reason is that income has risen around the world, so
people are able to buy higher quality products, including
foods. Foreign consumers can afford to compete with us
for our products. The increase in income will continue
to be reflected in our exports.
In order to take advantage of this situation, we
need to remain competitive in world markets over the long
run. We must maintain those markets which are constant
.by adopting policies which make us a reliable supplier.
The markets in centrally planned economies are demanding
quality wheat now and will expand into corn and soybeans.
The market in the developing countries is for wheat and
rice. In time, they will move into a demand for feed grain
and livestock.
Basically, our strategy is to maintain our position
in modestly developing developed markets, and to work
for expansion of our markets in centrally-planned and
developing countries.
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Turner Oyloe
I want to talk about the U.S. outlook for
agricultural exports. First, what is the situation for this year? Second, what are the
factors that will affect our export picture in
the longer run?
Our exports this year will run in the
neighborhood of 26 billion dollars as compared
to 24 billion last year, so they are expected
to increase modestly. We estimate that about
106 metric tons of agricultural products will be
exported this year, as opposed to about 102
million tons last year. The role which agricultural exports play in terms of our balance of
payment is very crucial. We will be importing
this year about $15 billion dollars worth of
agricultural products. We'll export somewhere
in the neighborhood of $26 billion and have around $10 billion surplus in our balance of
trade. This is rather important because of the
problems the dollar has had lately. The surplus
that agriculture contributes is of very great
importance to our overall balance of trade.
Our major exports, of course, are the bulk
commodities: wheat, feed grains, soybeans,
cotton, and tobacco. I would like to talk a
little about the U.S. grain situation and our
exports. This year we will be exporting about
85 million metric tons of wheat and feed grains.
Of that, 50 million tons will be feed grains-basically corn, some sorghum--and 35 million
tons will be wheat. The major export markets
for wheat are eastern Europe, Russia, and
the developing countries. The major export
markets for feed grains are western Europe,
Japan, and to a lesser extent Canada. This
year they have a fairly good crop of grains in
the European community, but we are doing quite
well in our exports to eastern Europe and to
Russia. Our soybeans, of course, follow the
same pattern as our feed grains. The bulk of
our exports of soybeans and soybean meal go to
the more developed countries in western Europe
and to Japan.
It is interesting to note that the variation
in world production of grains comes basically
from the U.S.S.R. and the United States. If you
take out the variations in grain production in
these two areas, production in the rest of the
world remains fairly stable for the year. In
other lands, there are offsetting production
shortages and production surpluses.
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U.S. production reached a record this last
year, 261 million tons, 2 percent above the year
before. U.S. rice and wheat production declined,
but this was offset by increased production of
coarse grains, basically corn. Earlier today
I discussed production in my old home area of
southwest Minnesota, and was informed that corn
yields had been running 50 and 60 bushels per
acre,, but this last year they were running up
to 110 and 120 bushels per acre. That is an
indicator of the significant variations in the
production of grains in the United States. What
you see here in Minnesota is also true in many
other parts of the country.
Total world grain production this last year
was 2 percent lower than the year before. Because of the decline in production and a modest
increase in consumption of about 26 million tons,
we expect to have a small decline in total world
stocks. In fact, at this time we expect world
grain stocks to drop about 10 million tons to a
level of about 165 million tons.
However, grain stocks outside of the United
States are likely to fall about 25 million tons,
while stocks here are expected to increase by
about 15 million tons. At the end of this crop
year, we think that the total U.S. stocks of
about 75 million tons (42 million tons of feed
grains and 33 million tons of wheat), will probab;.;
account for 46 percent or just about half of the
total world's reserves of grain. The ratio of
U.S. grain stocks to domestic consumption is about 47 percent. This compares to a ratio of
about 12 percent in the rest of the world, ex- e
cluding the U.S.S.R., whose stocks we can't figur
out.
As you probably know, our soybean exports
are crucial to our farm economy. This year, we
estimate exports will be . running well over 600
million bushels. This statistic doesn't include
the soybean meal and other protein meal exports,
which run to about 4 million tons. In total,
well over 60 percent of our total soybean prodoci
tion will end up one way or another as oil, men '
or soybeans in the export market. The Brazilial,
,
l
crop reportedly has suffered weather damage, an
if that is so, we would expect that the soybean_.
requirements for export would increase this Yenl
d
We do have about 270 million bushels anticipate
carryover, so we would be very pleased to meet
any additional export requirements.

We are very strange people in the Foreign
Agriculture Service. When we hear about a crop
failure in another country, we look at the
bright side, especially when we are sitting on
top of millions of tons of grains and soybeans
that keep depressing domestic U.S. prices.

soybean production since about 1970. Our exports
of soybeans last year, over 610 million bushels,
were greater than our entire production in 1964.
We also export considerably large quantities of
rice from year-to-year. We are one of the world's
smallest producers of rice, but we are also one
of the world's biggest exporters. Our exports of
rice run about two-thirds of our crop, 62-68
percent in most years. Cotton has been an export
for many years. About 40-50 percent of our
production normally goes into the export market.
I want you to note that these are all very basic
agricultural commodities and that these exports
play a very significant role in the agricultural
economy of this country.

The world oilseed demand is estimated now
at about 80 million tons. This is meal equivalent, and that is up about 10 percent from last
Year. The demand keeps climbing. It is encouraging that soybean meal exports have continued
to expand. The other factors that affect our
soybeans besides the Brazilian crop are the
Indian peanut crop and the U.S.S.R. sunflower
seed crop, both of which are turning out to be
smaller than we anticipated earlier.
Cotton production has a tremendous impact
On the supply of soybeans in the United States
and to some extent on feed grains. The cotton
situation is improving daily. We had thought
that prices would be depressed, but the situation
aPPears somewhat brighter. Our pessimism was
based on the fact that cotton production is a
third more this year than it was in 1965. We
had a crop this year of 14.5 million bales, the
highest in seven years. The trouble is that we
exPect to have a rather significant carryover.
14orld stocks increased significantly last year
bY over 3 million bales. When you have this
it3YPe of increase, in the short-run it usually
rings about rather depressed prices in the
:
/i4 3rld markets. But now the situation seems to
ue turning around. Prices are going up again
!
rid maintaining themselves. I don't know if
lt.is an increase in demand for cotton at this
°1-nt, or if it is just a unique situation where
we didn't come up with the right numbers.
It is interesting to look at exports as a
Sh-e of
U.S. production. Our wheat exports since
'
96r7 have gone from a low of 35 percent of our
i
Pro
duction in 1968 to a high of over 74 percent
11 1973. Right now they are running about 51
,
:
rt ercent. In general, they have been over 50
retcent •
In the case of feed grains, our exports in
th
ce late 1960's were running at 10 or 12 percent
,'
(3 Our production. Then they bounced up to 27
cent during the last couple of years. In
We produced 189.5 million metric tons of
rood
p-ou
grains and exported 13 percent of our
mroduction. By 1977, we produced 203 million
tric tons and exported 25 percent of our
production. During this period, 1971-77, our
pooduction increased by 7 percent and our expetts doubled. That's why we went
from 12.
ijeent to 25
percent of total production going
"co the
export market.

Ir

4

lent

In the
case of soybeans, our meal equivaexports have been more than 50 percent of

Now I would like to look farther ahead. I
think the longer-run outlook is more important.
Sometimes we get so tied up with the short-run
in this business, trying to figure out how to
get prices up, that we forget there is a longerrun. What are the factors that have brought
about this increase in our exports? We are involved in world agriculture. We put 24 to 25
percent of our production into the export market,
and we no longer can control it as we could years
ago. Every time something happens--a drought
occurs in China; soybeans are increased in Brazil;
the anchovy catch goes up or down in Peru; the
European Community has a drought; or the Russians
have a rain--it is reflected one way or another
in the Chicago market. The Chicago market is no
longer a U.S. market; it is a world market.
The expansion in per capita incomes in most
countries of the world is the dominant factor
which has increased our exports. We have heard
for many years how there are many people in the
world suffering from malnutrition and exhibiting
a strong demand for improving their diet. The
real demand we are concerned with, at least at
this point, is that which we might call the
effective demand for food in the world. The
effective demand is from those people who can
afford to buy. As incomes have gone up, more
people can afford to buy. As they can afford
to buy more, they tend to purchase higher quality
products than they did before. They enrich their
diets; they eat better. Consequently, they
demand more inputs of wheat, feed grains, and
soybeans, as well as other products. We've seen
this occur and it is continuing on to this day.
Every year the Department has to put out what
we call a supply and utilization sheet. We list
beginning stocks, production, total available
supplies, domestic utilization, exports, and ending stocks. At the start of each new crop year
the committee that did this for soybeans would
say that exports will be x million bushels. Then
I would look at their estimates at the end of the
year, and year after year they were just about
right. They were off less then 3 or 4 percent.
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Why can't the other commodity groups do as well
as the soybean group?
The reason for this was that the loan rate
for soybeans was low compared to the market
price. Therefore all the soybeans were going
to be used and not go into storage. Having
established domestic requirements, exports could
readily be determined.
What is happening now is that the Japanese
and the German consumer can afford to compete
with the American consumer on a dollar-for-dollar
basis. In 1973, we found that not only were
foreigners taking the soybeans that we didn't
want, but they were taking some that we did
want. This resulted in an export embargo of
soybeans for a short period of time.
As mentioned earlier, the increased demand
in the export markets is caused by increased
incomes. This increased income is also reflected
in the devaluation of the dollar. As the
dollar devalues, we become more competitive in
the world market, and our consumers become less
competitive with the foreigners. Now the mark
is worth 50 cents where it used to be worth 25
cents.
What is true of the mark is true of many
other currencies these days. So not only does
the German or the Japanese consumer have more
money, but more money in terms of dollars than
ever before. In many cases, the reason for this
has nothing to do with agriculture, but is
attributable to economies that are highly industrial and able to maintain their balance of
payments in such a manner that the value of their
currency has stayed rather strong.
What we see developing in the future for
our agricultural exports is that this increase
in income will be reflected in our exports of
wheat, soybeans, feed grains, and many other
items. People in the developing countries eat
more wheat as their incomes go up. We used to
sell a lot of our wheat to the European Community, but now only 5 percent of our wheat exports
go there. Other countries have picked up their
demand for wheat. The most notable ones are
China, Russia, and to some extent eastern
Europe. We are selling quality wheat to expanding markets. We also have seen a tremendous
expansion of demand for feed grains and soybeans
in the developed countries.

eluding soybean meal exports; 31 percent of our
feed grain exports; and 98 percent of our gluten
feed exports. They also take 55 percent of our
nut exports. A few years ago we used to import
almonds. Last year alone, Germany took 35 million
dollars worth of almonds from one firm in California. We sell more almonds to Germany than we
sell rice in terms of value. They also take 70
percent of our variety meats. Variety meats, including beef tongues, pork livers, and other
types of meats, are the meats that we usually
put in dog food but which they use to make wurst
in Europe.
Europe is only one major wealthy market
which is increasing the quality of the diets of its
population by taking a number of products, basically meat, dairy products, and fruits and vegetables. We see the same scenario developing in
Japan. However, Japan maintains its domestic
prices at twice the level that Germany does, so
it is taking longer for our products to establish
a position in the Japanese market.
We see this type of development occurring in
countries which are achieving higher stages of
economic development, characterized by high incomes and requirements for higher quality diets.
Each country moves along that spectrum, starting
with wheat and rice and then moving into corn
and soybeans as they progress from cereal consumption to protein consumption.
Given this situation, what should our strategy be to develop increased exports for the
United States farmers? First, we have to remain
competitive in the market. Recently, I have
heard many stories about demands for 100 percent
parity for farmers. That is a worthwhile objective, but when we are exporting about 30 percent.
of our total farm products, I think it is unrealls
tic. I repeat, we have to remain competitive in
the world market, not only in the short run but
also in the long run. This requires competitive s
prices which stimulate demand for increased export
and also hold down the production and supply
response of other countries to some normal level.
Our strategy in the developed countries is
to maintain our export base. The European
community, year in and year out, takes about 6
billion dollars worth of U.S. agricultural product5;
the Japanese are taking something in the neighbor'
hood of 3.5 billion dollars worth. So half of our
exports go to the European Community and Japan.
These are stable and reliable markets which must
be maintained. Therefore, we have to remain
reasonably competitive with other suppliers, and
must assure these markets that we can supply them*
In the future, this might become more difficult.
If we restrict our exports for our convenience as
we have done in the past, these markets will establish other suppliers or take other actions t°
restrict the growth of their markets. These are

The European Community, consisting of eight
or nine countries, depending on how you look at
Luxemborg, is a fascinating export market for us
to examine. It is a wealthy market, and is
getting wealthier all the time. They take 28
percent of our total agricultural exports. More
importantly, they take 46 percent of our soybean
exports; 51 percent of our protein meal, in-
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mature markets. We don't expect phenomenal
growth in them, rather anticipate a continual
expansion of our exports to these markets.

Sometimes people get the wrong impression
about market development; it is a very intriguing
and interesting area.

Another major export market area, which we
call the centrally-planned economies, includes
eastern Europe, Russia, China, and others.
These markets are becoming more and more important to us. This year we'll export 15
million tons of grains to Russia alone, including
10 million tons of corn, and 5 million tons of
Wheat. These markets have become large customers
for us because they also have increased incomes
and increased capabilities to buy more food of a
higher quality. These markets purchase our
quality wheat, feed grains, and now to some extent our soybeans. They have to maintain these
commodities within their market in order to
satisfy consumer demand. Simply because a
country is centrally-planned, does not mean
there is a lack of consumer demand. This demand arises from a tremendous pressure to
maintain high quality diets. We look to central1Y-planned markets for expansion of soybean and
corn exports especially.

A few years ago when we restricted our soybean exports, a number of German mills reduced
the amount of soybean meal they were putting into
their feed. German millers must label the feed
content on the bags. When they delivered these
compound feeds to the farmers, the farmers sent
them back. They said, "There is not enough soybean meal. We expect 33 percent soybean meal in
our rations. We won't take it otherwise." So I
think we had done a good job of developing the
market. That doesn't mean that over the long run
German farmers wouldn't shift if they had to, but
they have a feeling of security using soybean
meal in their rations because it has been successful for them.

in
The third group, the developing countries,
are becoming larger markets for us, especially
for wheat and rice. As these markets continue
to grow, as their incomes increase, we can expect them to purchase more U.S. wheat, and rice
and in time, to move into the feed grain-soybeans
complex and into livestock production. We have
already seen this occur in several countries in
South America. The OPEC countries in conjunction
With the USDA's market development program are
developing a very large poultry enterprise in
saudia Arabia. Iran is purchasing a number of
inputs with the idea of including dairy cattle
and developing a livestock industry. We shall
see tremendous growth in this area in the near
future, especially among the oil countries.

rts
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We have also a very active market develop'Sent program in the Foreign Agricultural Service,
in which we associate ourselves with commodity
groups who actively promote our exports in
f°reign markets. These are highly qualified
People who spend years, indeed, in many cases
careers, in expanding the markets.
They do it
through technical work. We have technical
People in cotton plants throughout the world
Showing how new technology can be utilized to
exPand the use of cotton. We have the United
States Feed Grain Council showing people how to
utllize the technology of soybean meal and feed
grains and the American Soybean Association.
The Feed Grain Council, after having a very
successful run in western Europe, has recently
m°ved its resources to the Middle East and
eastern Europe. The American Soybean Association
flx:1 the American
Feed Grains Council are working
nand in hand in this activity.
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We not only have programs in soybeans and
feed grains, but also in orange juice and EMBA
mink. (EMBA is Eastern Mink Breeders Association,
but there are no easterners left there; they are
all westerners in it now.) They put on a style
show every year in western Europe, and to date
they have been very successful in selling U.S.
mink, while getting 25 to 30 percent premiums
on their pelts. We have market development
programs for orange juice and fresh fruits and
vegetables programs. The almond industry has a
very interesting program in India, of all places.
We think of India as a country where people can't
afford to consume high quality products. But
there are 50 million wealthy people in India,
which is nearly as many people as there are in
all of England. We sold them $3 million worth of
almonds last year at over a $1.20 per pound. This
was not under Public Law 480; this was a commercial sale.
In conclusion, what we see for the developed
markets is a strategy to maintain our market
position and to see our exports expand modestly
and slowly. We see our position in the centrallyplanned economies and also in the developing
countries as having potential for great expansion.
I think that the main problem we will have is to
maintain availability of supplies to these export
markets. If we can do that, and if we can keep
prices competitive so that we do not upset the
rather delicate balance of supply and demand, we
will continue to improve our export market and
increase American farm income.
QUESTION:
Could we increase our exports by greater
utilization of our credit facilities, including
the World Bank, the Commodity Credit Corporation,
and the Export-Import Bank?

ANSWER:
The World Bank hasn't been very active except for making credit available for cotton
exports to Japan. The Export-Import Bank, to
the best of my knowledge, has not financed any
major activity in agriculture. The major credit
factor for export expansion is the Commodity
Credit Corporation, or what we call CCC credit.
As you probably have read, we increased our credit
loaning facilities by 750 million dollars a
few days ago to bring the total up to approximately $1.5 billion for this year. This is
short-term credit. What we hope to do now is to
increase our "mid-term credit," or 3-5 year
credit. It is difficult to sell commodities
such as dairy cattle and expect to get the return
on that investment within 12 months, so we need
a longer period. I think this is a very useful
program because it encourages people to export
by making credit available slightly below the
central market price of interest. We have had
great demands for it especially from eastern
Europe and the Soviet Union. We are not making
it available to the Soviet Union because we don't
feel they need it at this time.

running about 4 or 5 billion dollars a year, of
which 40-50 percent was under Public Law 480, a
surplus disposal program. This last year our
exports were running 24 billion dollars, and
our P.L. 480 programs were about $1.5 billion.
We are not giving very much away these days,
and even the food that we are moving under P.L.
480, (especially Title I, which is the bulk of
it), is not being given away either. We are
getting paid for it. Sometimes we have deferred
credit. I don't think there is any soft currency
left at all in the program. The developing
countries are buying and they are buying great
amounts. There are still a few give away programs'
but they are not big any more. They are not of
great interest to us. The developing countries
are buying rice and wheat, and they're paying
dollars for it in most cases. They've got the
money; they are finding it one way or the other.
They are becoming big powerful commercial markets.
That includes countries like South Korea, who in
a very short period of time will probably be
purchasing all their rice from us commercially.
QUESTION:

QUESTION:

A short time ago, we had some sale of that
type held up on a Human Rights issues. Has that
been resolved?

How much interest are you charging them?
ANSWER:

ANSWER:
8 1/2 percent for confirmations by U.S.
banks and 9 1/2 percent for confirmations by
foreign banks. That is the same as the inflation
rate, so in real terms they are getting it free.
It helps our exports, but you have to be careful
not to get too far out in front on this business
because you don't want to replace regular commercial sales that would have occurred anyway.
This is the fine point that you have real problems with. If you make too much of it available,
all you are really doing is replacing normal
credit channels, and we don't want to do that.
The idea is to use this as an incentive to expand exports. If we can get our 3-5 year program going, it will be helpful to us, especially
in some areas where it takes 3-5 years to get
a return on investment for the product that is
purchased.
QUESTION:
Do you see our exports of wheat and rice
to developing countries a give away in the short
run, or will these economies develop in the near
term so that they will be able to pay for our
products?

Yes, some of the programs have been held 'JP'
I don't think they will be held up indefinitely.
COMMENT:(HUDDLESTON)
The human rights criteria can be avoided if
it can be shown that the food is going to the
poor majority in those countries. So most of
the administrators are now trying to show that
it is going to feed poor people, and therefore
it can be justified.
COMMENT:
There are seven countries currently on the
list under P.L. 480. Six are centrally-planned,
and two of those, Laos and Vietnam, are also
under the Trading with the Enemy Act, so the onlY
kind of food assistance that is going there is
what is bought by voluntary agencies on the
world market.
QUESTION:
What's the definition of an agricultural
product? Is it food, fiber, and mink?

ANSWER:
ANSWER:
When I first started in this business in
the early 1960's, I think our exports were

It is food, fiber, and livestock products.
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QUESTION:
had a couple of bad years and started reducing
their acreage of corn. Years ago, people said
the French are going to have enough corn to sink
the whole world. Now they don't have any. We
lose more in the fields than they have in production these days. I see no problems at all
from competitive suppliers. The biggest problem
I see is that if we decide that we are going to
increase our prices for domestic purposes for the
short run, then we bring into question our role
as a supplier of agricultural products at reasonable prices over time. Foreign markets will look
for other sources or restrict their uses of U.S.
products. I see this as being a very major
problem. But it is a problem that we can control.

Mink would come under livestock products
even if it is not food.
ANSWER:
Right.
QUESTION:
Wouldn't American food producers be better
off if we paid more to the developing countries
for what they have to sell us and allowed them
to process it?
ANSWER:
That is about what the situation is. In
most cases, we allow a great deal of latitude
With developing countries in their exports to us.
A lot of the products they export to us are not
in competition anyway. We haven't grown too
much coffee or tea here. The sugar problem is
a little different. Palm oil is a big problem,
and we have a meat issue from central America.
It is awfully easy for all of us to agree that
this is a good idea. However, the soybean
growers tell you about palm oil coming in and
breaking their market. Beef growers come into
Washington in plane loads and want to restrict
meat imports from countries like central American
countries. They say, "We don't care, we've got
to make a living here too." The cow-calf
People were talking about the low prices they
were receiving. They say, "That's fine; you
restrict imports for everybody else, but beef
You leave alone." You know there is always a
group involved who gets hurt; there is no optimality in this game, and what might be nice
for all of us isn't very nice for some of us.
It's fine in general, but in specifics it gets
mighty tough.
QUESTION:
As you look to the long term future picture and conceive our marketing strategy and
°ur prospects, what dangers do you see in terms
of foreign competitors who might really come
alOng and knock us out of the market?

QUESTION:
To what extent would a high support price
create problems for us in the export market?
ANSWER:
The support price is a loan rate because
that is the market price when you are in a
surplus position as we are now. The new farm
bill was designed to take care of that problem
by having the deficiency payment program. We
have to keep the loan rates down to where they
appear to be competitive in the world market.
If we have to increase farm income, we will have
to do it via the treasury. That's my opinion,
and that opinion is shared by most people, at
least those who work in my area. If you increase
the loan rate, you've got problems.
QUESTION:
Would you talk a little bit about Brazil
and soybeans? We hear that they've got millions
of acres to bring into production,. yet every time
something happens to the Brazil soybean crop, it
seems to affect our market.
ANSWER:
The cost of production of soybeans in Brazil
is above the cost of production of soybeans in
the United States. We've done some work on that
and they cannot produce as cheaply as we can.
They have a high cost for pesticides and land
clearance. As Brazil expands soybean production,
they employ increasingly marginal land. It is a
fairly expensive proposition.

ANSWER:
I don't see any real problem. I haven't
een any great increase in production and yields
"ere in the United States and certainly haven't
!
een any in most other developed countries. In
'he developing countries, most increases in
Production would meet increased consumption
requirements. In fact, in France I have seen
reduction in corn for the last four years.
lheY hit a point where they had increased their
Production as far as the could go. Then they

QUESTION:
You are saying Brazil doesn't have the ability
to increase the market and you also said that we
are selling our products for cash and are not
loaning them. I disagree. I think we are loaning them. I think the only difference is the
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farmers are picking up the give away price
instead of the federal government at this point,
because we are selling for less than cost or
parity prices in this country. If we are the
main source of the world's food, it seems
rather funny to me that we can't price our
products and get the cost back.

QUESTION:
How much surplus wheat has Canada got that
they won't use?
ANSWER:
At $5.00 or $6.00 a bushel', they've got lots
of surpluses, A couple of days ago the levy on
'U.S. corn to the European community was $2.97 a
bushel, SQ you are right that it is very high.
But we haven't figured out what we can do about
it yet. We don't like it either.

ANSWER:
We are not the main source of the world's
food supply. Every country is, a main source
of the world's food supply.
QUESTION:

QUESTION:

1
Why don't we just try pricing our corn at
that price?

Who is?
ANSWER:

ANSWER:
Let me give you the figures again. Total
world production of grains is 1,428,000,000 tons,
We are the major supplier of the international
trade, but that is a very small part of the total
world production. Less than 10 percent of world
production of grains--that is, feed grains and
wheat--is traded. That is why I say they can
take actions to reduce their imports from us.
I can't give you the exact U.S. percentage,
because the figures I have here include
different crops. But I don't think we are in a
position to dictate to the world on grains; we
are just not big enough,

• How do you do that? You know, it is very
easy to say let's go ahead and price this wheat
or corn at $5 or $6 a bushel. The problem is that
when you price it at that level for everybody, the
other guys don't understand the game, and they
undercut you.
QUESTION:
When. we import things from foreign countries
such as Japan or Germany, we buy automobiles,
television sets, cameras, and stereos ready to
go. Then when we talk about exporting agricultul
products, we talk about corn, wheat, soybeans, all
raw materials. What is the outlook for processing food at home and selling ready-to-eat products?

QUESTION:
Well, how can nine countries in Europe dictate the price of their grain to the rest of uq,
and we have to sell it in there at half what
they are getting?
ANSWER:
Yes, that is true. We're getting half of.
it; they get the other half. Europe is 91 percent self-sufficient in grain. They are not
going to starve to death without imports.
QUESTION:
And we are selling our wheat for $2.30 or
thereabouts. Why can't we sell our wheat at •
about $5.00 on an equal basis to them?
ANSWER:
There are a number of reasons. One is,
Argentina won't agree to it; neither will the
Canadians. If we all sell our wheat at the
European price, so there is no variable levy,
then who's going to sell how much? We haven't
figured that out yet.

ANSWER:
We are selling billions of dollars worth of
processed products. We are promoting them, and
spending more money on promoting processed products than we are on bulk products. Here's the
problem. You've got a lot of people who say,
"Sure, we'd love to sell in Germany." But you
have to change the label, and conform to the
requirements for food additives, and change the
type of flour in the product. Then they say,
"Why bother? We can sell it down the street."
The attitude of the American businessmen in
processed agricultural items is not very good.
There a4.e some that are extremely good, like
the almond and the walnut industries, and Sunkist'
who have all been in the export market for years*
They have developed very, high quality markets.
A lot of firms in this country have not done verY,t
well in promoting their own products. They haver'
bothered to find out what the rules are in the
country on bottle sizes, can sizes, additives,
and so forth.
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QUESTION:

QUESTION:

You said that a number of people are
Sympathetic with your viewpoint and USDA's
regarding the need to remain competitive in the
World markets, but the farmers that have been up
On the Hill for the past several months have
caused a change of opinion. There seems to be
some support for raising wheat and corn loan
levels, and forcing USDA to act, even though
Congress gave USDA the flexibility to keep loan
levels competitive with world prices. What
Would be your estimate of the impact on our
competitiveness in world markets if we were to
raise the wheat and corn levels by 50 cents
Per bushel?

I've seen some car bumpers that say "Buy a
foreign car and put a dozen American automobile
workers out of work." Doesn't that Japanese
foreign car help the Japanese consumer to buy
American farm products? Are exporters of farm
products concerned about the efforts to stop
the imports of CB's, radios, television sets and
so on? How do they respond to that bumper
sticker?

ANSWER:
My answer to you is this. Ten years ago,
Michigan State, Minnesota, USDA, everybody I
know made projections on what was going to
happen to the feed grain and wheat market in the
world. Would it get bigger or smaller? All
these learned professors came up with the conclusion that the surpluses in the world were so
great that we should all cut back on production.
What happened was exactly the opposite of what
We thought would happen. I give you this bit
of information because my answer to your question
ls that I don't know. But I will give you two
indications: in the short-run, nothing; in the
long-run, everything.
QUESTION:
Do you see the devaluation of the dollar as
having the potential for increasing the demand
for agricultural products and getting rid of
more of our surplus?
ANSWER:
Yes, I think as the dollar goes down it
does have a stimulating impact on our competitive
Position in world markets. There's a point where
We shouldn't let it go down much further, however. We know that since we let it loose back
.
1-11 1971, we can see some significant improvement
in our competitive position, especially in some
of the items that are not subject to a fixed
tariff or the variable levy in the European
ommunity. Most of our products are not subject to it, by the way. A more competitive
Price always helps and we have done quite well.
Letting the dollar float was one of the factors
that made this possible. For instance, the
Germans are buying over 30 million dollars worth
Of almonds- The people who make marzipan up in
northern Germany are just delighted with the
c°st of these almonds. They are nothing compared
tO what they used to be when the mark was only
valued at 25 cents.
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ANSWER:
Trade is obviously a two-way street. We have
to live with the fact that we have to buy. Right
now that is a problem for us, but trade has to
occur. The very abstract idea of comparative
advantage in world trade has to be allowed to
exist and to work.
QUESTION:
At a meeting in. San Francisco, I heard that
bulldozers were going 24 hours a day, bulldozing
out orange trees to plant almond trees. What is
happening in the almond business?
ANSWER:
The almond business is quite interesting.
California is the only state where they produce
almonds, and the almond exchange, which is a
co-op, handles about 75 or 80 percent of the
total production. They figure they are going to
increase their production by about 40 percent
in the next four or five years, and most of the
expansion in their total market has been exports.
They have even increased their production and
their prices three years in a row. They've got
the best of both worlds going, but it's going
to end some day; it can't go on forever. It is
just one of those very fortunate commodities
where things are going right for them. This
will end and they know it. They are going into
a large market development activity to try to
expand their market in the U.S. too.

U.S. Agriculture and Trade Policy

During the 1970's, economic interdependence between countries
has stimulated trade. U.S. agricultural exports and imports have
both risen sharply with three consequences: U.S. food is important
to many nations' economies; American consumers must compete with
foreign consumers; and American agricultural markets are influenced
by many variables over which we have little control.
The long-run outlook is for increase in food deficits and
continued need for U.S. grain. But our agricultural economy will
continue to be affected by such changes in the power structure as
the emergence of OPEC and the growing demands of the LDC's. In
setting policy for agriculture, we will use a variety of strategies.
There are four dimensions of U.S. policy to consider. The
first is trade liberalization. Our present efforts,a.re centered
in the multilateral trade negotiations in Geneva. The greatest
potential gains are in the non-tariff areas. Some of the major
problems of the MTh are: economic conditions which are conducive
to protectionism, a limited negotiating mandate on the part of the
EC, and insistence by the LDC's on special procedures to meet their
needs. In spite of this, there are reasons to believe that the
negotiations will be in some measure successful. First, increased
protectionism could lead to world-wide economic disaster. Second,
there is growing understanding of what the realistic outcomes are:
improved order in international markets and the opportunity for
participation by all nations. Third, emphasis is being given to
the prevention of market disruptions by means of international
cooperation.
A second dimension is commodity agreements. Historically,
we have limited the role of these agreements, but the current administration has been more flexible. We are leading the negotiations
for an international wheat agreement that includes accumulation of
wheat stocks by member countries. Our general emphasis should be on
liberalization of trade and increased ease of market access.
The third dimension is farm policy. It is important for us
to maintain a competitive position in world markets as we try to
provide increased protection for agriculture at home. There are
several options. It is necessary for us to avoid adopting domestic
policies that will diminish the role of U.S. agricultural products
in world markets.
The fourth dimension is balance of payments. For a number of
reasons, our trade balance has been declining since 1973. Higher
oil prices are a major underlying cause. In the short run, we need
to become less dependent on foreign oil. In the long run, we need
domestic policies that do not inflate the economy and that foster
increased productivity.
Two challenges stand out. One is to view U.S. domestic agricultural and trade policy as inseparable and to resist short-term
benefits that undercut long-term growth. The other is to make the
weight of agriculture felt in the formulation of a broader raLge
of economic and international policies.

V.L. Sorenson
Current U.S. food and agriculture policy
needs to be viewed against the background of
changes that have occurred internationally during
the 1970's.

accustomed to paying higher prices for food than
have existed in the United States. Also, the
price of traditional import items can vary widely
as in the cases of coffee and sugar.

One thing that stands out is the accelerating economic interdependence among nations as
growth has stimulated demand for products, both
agricultural and industrial. Total world trade
in 1976 exceeded $900 billion. The United States
was the largest single participant, with combined
imports and exports of about $240 billion. These
figures represent more than a doubling since
1970,

A third important consequence is that American
agriculture and agricultural markets are influenced
by world-wide economic and political variables over
which we have no control--as well as by the weather.
One result of the recent rapid trade expansion
is that U.S. agricultural exports have been capitalized into the farm production system, and
foreign markets have become basic to economic
health on the farm and to future growth of U.S.
agriculture. High priced grain spurred all-out
production for exports and brought unprecedented
prosperity to millions of farmers. But the same
grain prices forced many livestock producers into
bankruptcy and now, three years later, graln farmers are in trouble from low prices.

U.S. agricultural trade has more than kept
Pace. Imports have increased to about $14 bil11°11. Both the quantity and value of U.S. agricultural exports rose sharply during the early
1970's. This was caused by growth in population
and incomes in many countries of the world, more
competitive pricing as a result of dollar devaluation, policy changes in Communist countries, and
Poor weather leading to unusual imports.
The existence of under-utilized agricultural
capacity enabled the United States to respond
quickly to increased demand. For each of the past
five years, foreign exchange earnings from agricultural exports have exceeded $20 billion and
a pproached $24 billion in 1977. More than 20
Percent of U.S. production is now exported, but
with much larger proportions of some products.
The consequences of this greatly expanded
level of trade are profound.
One is that U.S. food supplies play a major
role in a broad spectrum of the world's economies.
Grains are particularly important. Imported food
grains are needed in many poor countries to sustain growing populations, to avoid hunger, and to
help promote economic development. Feed grains
are required to expand livestock production in
IllanY middle level and developed nations as economic growth leads consumers to upgrade their
diets.
.
Another is that American consumers compete
with those in
other countries, most of whom are

The immediate prospect is for a world scene
that in the short-run will continue to be dominated
by relatively large stocks and depressed grain
prices. Record grain production in 1976 built
stocks sharply. The 1977 crop appears to be above
consumption levels and will create further stock
buildup.
Viewed beyond the short-term, however, the
future is uncertain. Several major consuming
areas of the world maintain a precarious balance
between enough and too little: Demand will continue to expand and, taking the world as a whole,
the long-run outlook is for increasing overall
food deficits and continued need for expansion of
U.S. agricultural exports, especially grain. The
rate at which this will occur and the extent
to which markets will be subject to fluctuations
caused by weather and other factors can't be predicted.
In agriculture, increasing interdependence
has brought with it 'a great deal of uncertainty,
and this has to be accounted for in formulating
policy.
Changes in economic structure and trade
patterns have been accompanied by changes in the
power structure that affects international commercial relations. The most momentous of these
during the 1970's was the oil embargo of 1973 and
the emergence of OPEC as a powerful economic force.
These events shocked nations into an awareness of
their dependence on foreign suppliers of raw
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materials. It also had a major impact on the
balance of payments position of many countries,
including the United States. The OPEC example
provided a rallying point for the world's poor
countries, who have attained an amazing cohesiveness and have become a major force in international politics.
The composite of changes that have occurred
in world markets, plus our weak competitive position in a broad spectrum of manufacturing industries and our deteriorating balance of payments,
have created a new set of dimensions for U.S.
international commercial policy.
Nowhere is this more true than in agriculture. U.S. food and agricultural policy must deal
with a wide range of conditions--boom and bust in
a farm economy highly dependent on exporting;
variability in world markets; concern over agriculture's role in promoting economic development;
increased foreign competition; and the rising
influence of developing countries holding a substantial share of raw materials and representing
a major reservoir of potential agricultural demand.

manner in which export subsidies and countervailing duties are used, the rules under which
safeguard criteria can be used as a basis to
impose import restrictions, control on the use
of technical barriers such as labeling or
health requirements or other regulations used
to impede imports, plus a number of other items
such as custom matters, valuation, documentation
and other procedures.
The potential for success in the MTN is difficult to assess. There are major problems.
The sluggish growth in the economies of most
nations, including substantial unemployment,
foreign exchange problems and other factors,
creates a climate more conducive to protectionism
than to liberalism in trade. This is becoming
increasingly evident right here in the United
States and makes the problems faced by U.S. negotiators in Geneva even more difficult.
There are special problems in a number of
industries including some in agriculture where the
drive for protectionism is strong. Further, organized labor in the United States has become
staunchly protectionist and will resist virtuallY
all forms of concessions.

Dealing with agricultural trade policy in
this framework is obviously a very complex task.
A wide range of instruments and strategies relating to multilateral trade negotiations, food
reserves, food aid, preference arrangements for
LDC's, commodity agreements, and other dimensions
of the new economic order as proposed by the
LDC's are involved.
During the remainder of my time I want to
comment on several key inter-related dimensions
of U.S. policy under the headings of: (1) trade
liberalization, (2) commodity agreements, .(3) farm
policy, and (4) balance of payments.
TRADE LIBERALIZATION
The. United States is involved in a number of
bilateral and multilateral efforts aimed at
liberalizing international trade in farm products. Central to these are efforts in the multilateral negotiations in Geneva.
Creating conditions of freer trade for agriculture is a primary objective of the United
States. Of the specific issues in the negotiations, agricultural tariffs are the least important, although in some instances, significant
tariffs exist and reductions could be valuable.
Potential gains are greater in non-tariff
measures. Negotiations will occur regarding
such things as variable levies, import quotas,
export subsidies, state trading, and others.
In addition to the traditional bargaining
over trade barriers, the U.S. is seeking changes
in some of the rules under which trade is conducted. These include efforts to control the

How the European Community responds to trade
negotiations is central to the outcome of the MTN.
The EC has come to Geneva with a limited negotiating mandate and a hyper-sensitivity to anything
they interpret as trying to tamper with the common
agricultural policy.
More fundamentally, only limited progress has
been made in restructuring EC agriculture. Price
supports reflect high production costs on millions
of small farms, and consumers and taxpayers seem
willing to pay the price. Change will occur onlY
when internal pressures require it. This point
seems not to have been reached, although there.
is increasing evidence that some finance ministers
and high officials of the EC are deeply concerned.
The LDC's have used their recently acquired
political muscle and have insisted that negotiation in all its aspects include preferences and.
differential treatment to spur economic growth 15
developing countries. The LDC's have not agreed
,
to full participation in the negotiation, but will
add whatever contribution they can make at the ena
of the day. These special procedures for LDC's,
will, at a minimum, greatly complicate the negotiating process and may reduce overall achievements.
Despite these major obstacles, there is
reason to believe that some degree of success
will be achieved. There are several reasons for
this:
First, and most important, I believe, is that
most nations recognize that the magnitude of the
international economy and the nature of inter-
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dependence that cuts across the spectrum of
manufactured goods, raw materials, and food
is such that withdrawal to increased protectionism by the world's major economies could spell
economic disaster. Failure in the MTh could
trigger that kind of withdrawal. The stakes
in this negotiation are immense and the outcome
Will influence the lives of millions of people,
Particularly those in western industrial countries. This, I think, is recognized by political
leaders.
Second, there appears to be a developing
realism about what can be expected from the
negotiations. It is recognized that no nation
Will agree to trade concessions that create
sudden major unemployment or put large numbers
of farmers out of business. More realistic
and accepted objectives are the achievement of
improved "order" in international markets and
the basis for increased participation in market.
growth by low cost producers.
Third, increased attention is being paid
to international cooperation that will prevent
unusual market disruption and extreme stress in individual countries. This is being pursued
both in commodity agreements and in several
codes that deal with rules under which international trade occurs.
These positive elements are not sufficient
to Permit us to predict that major breakthroughs
Will occur. Progress will be difficult, but
not impossible, and there is too much at stake
for the future of the U.S. economy to settle
for anything less than a total U.S. effort to
achieve some liberalization of trade.
Meanwhile, there are important centers of
U.S. trade policy outside the MTN. Important
among these is trade with the non-market economies of the Soviet Union and Eastern Europe.
This East-West trade was ,worth $2.9 billion to
U.S. agriculture in 1976.
The USDA has bilateral arrangements for
cooperation with the U.S.S.R., Poland, and
Rumania, in addition to a grain sales agreement
with the U.S.S.R. and an informal understanding
on grain sales with the government of East
Germany
These are mechanisms designed to
mesh state trading
and a free market system in
a way that will not disrupt conventional trade
and will
provide some predictability in the
flow of trade to these countries.
But, major trade policy problems need to
be resolved to set the stage for sustained
growth in U.S. farm exports to these countries.
These include: (1) The linking of most favored
nation treatment and government credit to
non-market economy emmigration policies, and
(2) rules for implementing countervailipg
duty
laws against
their exports to the U.S.

At the present time, the U.S.S.R., Bulgaria,
'Hungary, East Germany, and Czechosolvakia are
ineligible for MTN treatment, and this hinders
two-way trade.
Also, under current conditions, the non-market
economies can't trade with the U.S. with confidence that their exports won't be subject to
countervailing duties. This is because their
economic systems preclude analysis of their exports to determine if subsidies exist.
A more fundamental problem is that these
economies tend to be structurally imbalanced
between production for domestic and for international purposes. This situation limits their
currency earning ability and in turn restricts
their ability to buy foreign goods, including
' agricultural products from the U.S. It also
places a limit on the amount of credit that can
be extended these countries, which at present is
our principal policy initiative.
COMMODITY AGREEMENTS•
A second major dimension of current trade
policy discussions is negotiations for international commodity agreements. This approach has
long been advocated both by the EC and most LDC t s.
U.S. policy historically has sought to limit the
role of commodity agreements but has displayed
more flexibility during the current administration.
We supported negotiations leading to an
international sugar agreement. Our objective in
the sugar agreement was to achieve international
prices that are compatible with estimated minimum
support levels for sugar in the United States to
preserve our domestic industry.
The U.S. is providing leadership in negotiation of an international wheat agreement. The
U.S. objective is to negotiate an agreement that
will help iron out the wild gyrations in the
wheat market, expand world wheat trade, and insure
greater food security.
The U.S. proposal includes accumulation of
wheat stocks nationally held by member countries
with minimum and maximum trigger prices that
would result in accumulation or release of stocks
as the market required. Rigid minimum and maximum
price levels would not be fixed, but if prices
moved below minimum levels, despite accumulation
of stocks, other adjustment measures including,
if agreed upon, supply controls would be instituted
to prevent disasterous price drops. The proposal
also includes a new food aid convention.
The potential for success in achieving this
kind of wheat agreement is difficult to predict at
this time. Major differences exist, especially
between the EC and the United States on the issue
of fixed versus flexible price limits, and problems
undoubtedly will be encountered in defining the
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will become thin and subject to increasing price
variability.

nature of adjustment measures that might be required, the size of reserves, the width of the
price band, and other details of the agreement.

The possibilities exist for the U.S. to
become increasingly involved in bilateral arrange-.
ments, particularly in food grains. If a multilateral wheat arrangement is not achieved, this
may occur, but would have to be developed in conjunction with other policies. Formal and binding
commitments could be made only if adequate reserves are established to offset crop shortages,
and in extreme circumstances, export regulation
on non-agreement countries may be required.

Other agreements will also be considered in
the multilateral trade negotiations. Proposals
have been put forward for internacional agreements on meat and dairy products and probably
will be on feed grain. The role that agreements
might play will differ among commodities. In
the case of wheat, market stabilization and the
provision of an increased measure of world food
security are paramount considerations. In other
commodities, while stabilization is important,
agreements are being viewed more as vehicles for
creating orderly markets which are committed to
being accessible to importing countries..
A further thrust toward commodity agreements
is being considered in discussions with developing countries. Central to this is the discussion
of a Common Fund.
The nature of such a fund currently is at
issue. UNCTAD has proposed an integrated program
for ten core commodities, with a common fund providing buffer-stock financing and financing for a
variety of aid measures. The U.S., with other
developed countries, has sought to limit fund
operations to support commodity agreements and
prevent expansion into activities that would result in the direct transfer of funds from industrial to developing countries.
Another emerging element of the international trade picture is bilateral agreements. Bilateral arrangements tend to be attractive both to
importers who want to have an established source
of supply and to exporters seeking established
market outlets. They are usually entered into
on a multi-year basis with established trading
quantities but with prices unspecified.
While still not a dominant factor in world
markets, their use is increasing. The amount of
world wheat trade under multi-year agreements
increased from 9 percent in 1974 to 26 percent in
1976.
The effects of bilateral arrangements are
difficult to quantify. They can create trade
between countries that would otherwise not have
taken place, or they may merely formalize trade
that would occur anyway. In some cases, as with
the U.S.-Soviet agreement they may serve to
stabilize markets by keeping highly variable
trade within certain bounds. Also, non-binding
agreements which generate additional market
information may reduce risk and uncertainty and,
because of forward sales commitments, may provide the basis for better production and market
planning. On the other hand, if a large part of
any individual market becomes tied up in binding
bilateral arrangements, the remaining market

My own perspective is that while both multilateral and bilateral agreements can serve specific
purposes, they 1-iould not be pursued by the U.S.
as a general policy thrust. Both types of agreements can, under appropriate circumstances, benefit the United States by opening markets and helping to deal with problems of instability. But
multilateral agreements are difficult to achieve
and administer, and bilateral agreements tend to
provide an exclusivity in trading relationships
which can seriously disrupt markets. Emphasis
needs to be placed on trade liberalization,
providing increased market information and market
access, rather than on seeking out extensive involvement in either multilateral or bilateral
trading arrangements.
FARM POLICY
• Present U.S. farm legislation with loan rates
below target prices was designed to provide a
measure of income protection for-farmers, while
at the same time permitting market prices to
reach a level that would not interfere with our
ability to compete in-world markets. Maintaining
a competitive position in world markets is par-•
ticularly important in the case of grains and oilseeds where we are the world's major export
supplier. This is an important issue in deciding,
whether it is feasible to move in the direction 01
increased protection for agriculture as currentlY
being advocated by some individuals and groups.
Some options exist, but major costs would be
incurred.
Option 1: Retain the loan rate at its presellt
competitive world level and increase target prices
with government payment of the difference. This
option would retain U.S. prices at world levels
and would assure continued outlet for American
farm products. It would, however, become very
costly to government through greaty increased
deficiency payments and probably would not be
politically acceptable.
Also, prices at these levels almost certainlY
would call forth additional production in the
United States, which in turn would require instituting more stringent set-asides and possiblY
some revision of supply control policy.
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Option 2: Raise target prices and loan •
rates and subsidize exports.

production of palm oil and other substitutes for
the oil component of soybeans could also be
expected.

This approach would substantially reduce
government costs by transferring much of the cost
into domestic market through higher prices and
ultimately to consumers.
The effect of increased domestic prices
would not be serious in the case of wheat for
food, in that the wheat component in the cost of
consumer products is relatively small. Feed
costs to livestock and dairy producers, on the
other hand, would increase substantially and
require adjustment in those industries.
This approach also would have a major trade
policy impact. Raising domestic prices on U.S.
farm products would require rigid import protection on our part and add the U.S. to the list
of those countries that are heavily subsidizing
exports in world markets. We are seeking increased access on world markets for a wide range
of commodities. If the United States adopts a
protectionist policy in agriculture at this time,
these efforts would surely be contravened with
long-run damage to U.S. agricultural export
markets.
Option 3: Raise U.S. target prices and
loan rates on market prices through supply control, and permit the United States to become the
residual supplier in world markets.
Because the United States is a major factor
in world grain and oil-seed markets, this would
tend to raise world price levels, probably
substantially. Two effects would follow: (1)
consumption would be reduced in some countries,
and (2) competing export suppliers would be
stimulated to increase output to take advantage
of higher prices. How much effect this would
have is difficult to estimate in a precise way.
Both because food prices already are higher and
because price elasticities are low, consumption
and imports would be affected least in industrial
countries. In the case of Communist countries
and some less developed countries, substantial
reductions in imports likely would occur. Many
of these countries are in very tight foreign
exchange positions and are heavily dependent
uPon export credits to maintain their imports.
Over time, the most important change to
expect is that higher prices would stimulate increased production in competing export countries.
°utPut of wheat for export could occur particular137 in Argentina, Canada, and Australia. In the
,ase of feed grains, these same countries plus
'
i5azil and Thailand could become more important
ctors in the world market. For soybeans, Brazil
fas increased production rapidly and has moved
r°m a negligible exporter in the late 1960's to
!Position where she now has about 30 percent of
'he market and can expand further. Increased

V

Clearly the fact that U.S. agriculture is an
international business raises some serious questions
about the feasibility of moving, as currently being
called for by some groups, to a full parity support
level for farm products. There are limits to the ,
costs that the public would accept in the form of
deficiency payments or export subsidies in order to
increase farm incomes and at the same time maintain our competitive position in world markets.
Further, we cannot operate a farm policy that
leads to major international policy conflict that
will contribute to increased levels of protection
both in agriculture and in industry. Both from the
viewpoint of maintaining strength in the agricultural industry and because of its importance to balance of payments, we must avoid adopting domestic
policies that will lead to a diminishing role for
U.S. agricultural products in world markets.
BALANCE OF PAYMENTS
As a final point, I want to comment briefly
on the U.S. balance of payments situation. This
has to be dealt with if we are to achieve order
in international agricultural markets.
As I indicated earlier, during the past decade
the U.S. has moved from a position of economic
strength in world markets to a position of deficits
and concern with our economic security. Only agriculture and high technology industries remain the
bastions of competitive strength that permits us
to buy from foreign countries.
The U.S. trade deficit in 1977 was somewhere
in the neighborhood of $25 billion. This is not
the result of a sudden shift in 1977. The trade
balance has been declining since 1973 with the
exception of the unusual year 1975.
.Oil imports have been key, but not the sole
factor in this change. Other elements include:
--Favorable economic growth in the U.S.;
--Slow economic growth in other industrial
nations;
--Financial constraints on LDC's;
--OPEC import absorption constraints;
--A decline in the competitiveness of U.S.
manufactured goods.
Separating out the short and the long-term
components of many of these factors is difficult,
and quantifying the separate contributions of each
is nearly impossible. At the most basic level,
higher oil prices are a major underlying cause of
slow worldwide growth, changes in currency values,
and severe international disequilibrium.
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A palliative for the U.S. problem that would
have the support of organized labor and a large
number of non-competitive U.S. industries, including some in agriculture, is increased import
protection. This approach will not, however,
solve our long-range problem and, if used, will
contravene our overall efforts toward trade
liberalization with particularly devastating
results for agriculture.
In the short-run, an energy policy that
reduces our dependence on foreign oil is crucial.
More fundamentally, we need to right domestic
economic policies that lead to heavy deficit
government financing and to reverse our increasing
tendency to index various personal incomes, including labor, government employees, and even
retirement programs, which in total inflate the
U.S. economy. Basic changes of this kind, along
with increased rates of growth in productivity,
will be needed to prevent a continued deterioration in the U.S. international competitive position and increased pressures for protectionism
that could impose severe costs on American
agriculture, both in terms of lost markets and
increased prices for machinery and other inputs.
I have tried to give you a rough summary of
some of the changes that have occurred in international agriculture and trade in a very few
years and the problems this presents in developing consistent food and agricultural policy. It
seems to me that two challenges stand out.
One is to continue to view U.S. domestic
agricultural policy and trade policy as inseparable. This means we need to withstand
growing and very evident pressures to solve
current farm ills with measures that might have
short-term benefits but would undercut chances
for long-term market growth.
The second is that agriculture has a
fundamental interest in overall economic and
international policy and will be strongly
affected by changes that occur. This means that
agricultural interests should seek to make their
weight felt in formulating these broader policies
and not remain isolated within the framework of
food and agricultural policy.
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A New View on Trade Policy

The European Community believes that world trading
conditions and prices should be stabilized to permit agriculture
to develop and that reserves should be created in times of
surplus. These two objectives were of particular importance
in the creation of the Common Agricultural Policy (CAP).
However, because of the small average size of farms, the
guaranteed income level has become too high, and there are
surpluses in certain areas such as beef and butter.
The Commission of the European Communities has recently
attempted to keep prices down by proposing less than a 2 percent increase for this year. This is only the amount of
inflation. To decrease surpluses, a variety of measures have
been developed, among them a tax on milk used for cheese,
premiums for cattle slaughter, and attempts to get'part-time
farmers out of farming altogether.
The Community considers it essential that the Multilateral Trade Negotiations succeed. However, its differences
with the U.S. are difficult to overcome. The Community
proposes a reserve system, but insists upon fixed minimum
and maximum price levels so that it has a price limit to
guarantee its members. This mechanism is not adapted to the
U.S. system, so the two have been in constant conflict over
this issue.
A second problem concerns coarse grains. The various
grains enter with various amounts of duty, which makes it
hard for the Community to follow a well-structured agricultural
policy. It wants to set up a normal trade pattern. The U.S.
does not want to negotiate this.
We would like to discuss some other issues as well-exportation of dairy products, a problem of citrus from
Spain. We should not allow the MTN, which has a number of
issues to work on, to be used simply as a confrontation between
the Community and the United States.

Herman de Lange

The title assigned to me today seems to imPlY another view on trade policy, but I am afraid
that in that regard I will disappoint you. The
European Economic Community like the United
States, remains strongly attached to a liberal
trading system and the performance as importer
and exporter over the recent past 'does confirm
this. The Community as you well, know, is the

greatest importer of agricultural products in the
world--up to 30 billion--and exports around 10
billion.
In fact the European Community is increasingly dependent and will remain dependent on imports
to meet its food needs. For example, between
1969 and 1976, our food import bill increased by
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125 percent. The Community is the biggest agricultural client of the U.S. Last year the U.S.
sold the EEC almost 7 billion dollars worth of
farm produce, six times as much as we sold to
the U.S. Trade with the U.S. has also gone up
considerably over the recent past and will probably continue to grow. In our opinion the U.S.
and the Community are and will become increasingly interdependent in the agricultural field.
However, our dependency could make us more
and more vulnerable to the effects of what is
often a highly volatile world market and endanger
internal price stability and security of supply
which we have achieved largely through the
Common Agricultural Policy. Our internal agricultural policy is a key part of our European
construction. It has controlled and smoothed
changes in our agriculture over time. Since
1950, for example, half of our agricultural population (9 million) has moved off the farms.
Farm size has doubled, output has increased. No
longer can our European agriculture be considered
backward.
The smoothness with which this change has
taken place is to be considered a major achievement. The CAP's role in bringing free agricultural trade inside our Community has greatly
enhanced European integration. But it has also
brought about the legitimate wish for more
external trade in agricultural produce, a tendency which is accentuated by the existence of
surpluses in the Community.
First let me deal a little more with the
existence of surpluses in the Community. These
mainly occur in dairy products, beef and sugar.
With dairy, it is clear that in the foreseeable
future there will be practically no world outlet
for these surpluses. The same may be true to a
certain extent for sugar but we must not forget
that our sugar surplus is for a great part caused
by the contractual imports of 1.4 million tons
from African, Caribbean, and Pacific areas, a
heritage of the sugar import engagements of
Great Britain before its entry into the European
Community. These surpluses weigh heavily upon
the Community budget and this cannot go on.
Vice President Gundelach has begun to tackle the
problem in general, and especially regarding the
surplus productions.
The foundation of our approach is a tough
price policy. Last year, we increased our farm
support prices by an average of 3.9 percent. This
year we have gone a step further--increases have
been held back to an average of 2.1 percent. Even
after monetary adjustments have been made, such
relatively low levels of increases mean that in
most of our member states our farmers will have
to face a reduction in real income for the second
year running. This tough and practically difficult policy will contribute to the discouragement
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of over-production and the creation of unwarranted
surpluses.
In the dairy surplus area we have taken
additional measures and are still envisaging
further, stricter ones. A whole panoply of measures from taxing milk deliveries to slaughtering
premiums for cows have been implemented. In
Europe, we still have a lot of small, part-time
farmers in the dairy sector. We are trying to
get these people out of this part-time occupation
as well. Thus you will see that we are increasingly adapting our policy to market forces. We are
holding down increases in our support prices and
we are making our produce more attractive in the
market place.
We therefore feel in the EEC, that we have
already been most helpful in bringing our internal
house in order by controlling our production and
resisting greater protection and that against
this background we can claim a share of the world
market in agricultural products.
The dependency on one hand, and the wish to
enter into the world market on our side on the
other hand, lead to increased competition and
appear as if we would have conflicting trade
objectives. As Vice President Gundelach, the
European official responsible for agriculture
puts it: "You sell us a lot and you want to sell
us more. We, on the other hand, are alarmed at
the one-sided nature of U.S./Community farm trade.
We do not want our farm deficit to get any bigger.
You, U.S., have a predominant position on most
third country markets and you want to make it
stronger. Our farmers also aspire to exportgrowth and want to see us selling more overseas."
In the view of the European Community however,
these conflicts can be resolved in a way which
allows for the United States, the Community and
other countries to make progress towards realizing
their legitimate trade aspirations. That is our
goal in the current multilateral trade negotiations'
As we see it, these negotiations can resolve
these issues in several ways:
- we must agree to run our internal agricultural
policies so that we do not pass the whole
burden of agricultural adjustments to other
countries
- we must avoid unreasonably erratic price
fluctuations on world markets
- we must work for an expansion of international
farm trade by guarding against unnecessary
border restrictions.
On the basis of these principles we in the
Community would like to negotiate a number of
commodity agreements in the most important bulk
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areas such as wheat, feedgrains, beef and dairy.
The agreements should preferably contain price
provisions to stabilize prices which in the case
of wheat and eventually coarse grains could be
bolstered by regulatory reserve stock operations.
As far as the Community is concerned we
would like to discuss the whole animal feed
sector. Our low-tariff imports of tapioca have
gone up to a level which is no longer coherent
With our internal price policy for feedgrains.
Soya is also an issue although we are well aware
of the sacred nature of the GATT binding in the
eyes of the U.S. Ideally we would like to sit
back and say to the United States "you work out
With our other suppliers among which many LDC's,
what each one should deliver to the Community",
but evidently this cannot be done. The Community
has to find solutions to handle all those
suppliers in equitable way and at the same time
maintain a coherent domestic policy for feedgrains.

'must succeed and great efforts are to be made.
The only point I would like to make to you is
that notwithstanding the U.S. trade balance
difficulties and its export drives for agricultural
produce, you should realize the limits of the
negotiations.
Therefore, the MTN can only succeed in a way
that spreads the benefits. Once this is realized '
there is hope that these MTN can come to a successful conclusion and that a new era of steady trade
development can begin.

Finally, we have the list of bilateral
agricultural concessions, the Strauss list on
the one hand, and our dairy (cheese) requests
to the U.S. on the other hand. These are highly
sensitive issues on both sides of the Atlantic
respectively. The Strauss list mainly concerns
Mediterrannean products--tobacco, citrus, almonds, raisins, etc.
Now these products are mainly produced in
the poorer regions of the Community. Producers
in those regions have for a long time agreed
that the CAP did not do enough to help them
develop. Now, we have made a series of proPosals in the Community that will help them to
raise their efficiency and fight for a bigger
Share of an expanding market. That is not
exactly what they want in the first place. They
have asked for the short-term gains that would
come from greater protection. But we have
Offered the longer-term but more lasting gains
of greater market strength.
Now we are being asked in the multilateral
trade negotiations to make concessions on exactly
the same products. That is already difficult,
but the problem is computed by the prospect of
entry into the Community of Spain, Portugal and
Greece, which generally produce the same type
of products. This makes it extremely diffl.cult
to answer favorably to U.S. requests in those
sectors. We simply cannot give something with
one hand and take it away with another. The EEC
cannot jeopardize the entire Mediterranean
Program because of the MTN. Other points in
the MTN are also difficult to handle, not in
the least in the sensitive area of export subsidies.
Enough of exposing our respective difficulties in the MTN. These negotiations we still feel,
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Response
W.R.
There are two sets of current negotiations about
grains. One is in UNCTAD, which has been concerned mainly
with wheat. There seems to have been progress made on a
general framework for a coordinated system of national
stock-keeping programs. The area of disagreement is on
what role prices will play. The European Community wants a
fixed range of prices; the U.S. wants prices to act only
as a trigger.
In the multilateral trade negotiations, feed grains
have been the focus. The U.S. has asked for "improved
access," which apparently means very low levies. The E.C.
has rejected that idea flatly. The U.S. is, therefore,
in a dilemma because the E.C. is a major market and because
a continued stalemate about feed grains could prejudice
the rest of the negotiations.
Until 1972, U.S. interests were in controlling unwanted
production, supporting prices, and trying to expand our
foreign sales. Since then we have seen a net decline in
world production, increased prices, and price volatility.
Research has shown that these things can be caused by
trade policies that insulate domestic producers and consumers
from major changes in world markets. Such policies, pursued
by the Community, Japan, Russia, and other command economies,
transfer the responsibility for adjustments onto countries
that did not protect themselves from market changes, such
as the U.S., Canada, and Australia. These developments hit
the U.S. livestock industry very hard.
This experience has led the U.S. to believe that access
agreements and reserve stocks do not fully ease the burden
of adjustments to market changes. Therefore, the only equitable
sharing of adjustment costs will come from substantial liberalization of world agricultural trade over a period of time.
It is not surprising that countries which have been forced to
make adjustments would want to liberalize trade and that
countries which have been protected from shocks would want
to go on being protected. It is a fundamental conflict of
interests.
In view of this situtation, we should continue to press
for genuine liberalization of trade without, however, disrupting
the talks. The E.C. negotiators cannot move unequivocally
toward liberalization because of political pressures. We should
also hold ourselves to modest expectations: a commitment to
the principle of liberalization and to the first steps toward
it. Finally, we need to realize that we have other important
interests in the MTN besides the grain discussions.
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W.R. Pearce
My role is to discuss the papers presented
earlier today by Vern Sorenson and Herman de Lange.
To keep this assignment within manageable limits,
Will confine myself to a discussion of the
major area in which the two papers overlap. This
involves prospects for grains in current discussions involving both the United States and
the European Community.

level and scaling down this maximum over time.
This would limit the protection the Community
could give to its own producers. It would permit imported stocks to compete in domestic
markets at world prices, provide an incentive
for shifts in production from grains to other
crops and encourage increased consumption when
prices are low.

The two papers reveal a conflict between the
United States and the Community on grains issues
that has existed since the Community's beginning.
They also demonstrate how this conflict plays
out in the MTN and the UNCTAD meetings--the two
Principal sets of discussions in which grains
Issues are at stake.

The Community has flatly rejected this
idea. In part the reasons are philosophical.
The Community seems obsessed with price as an
instrument of control rather than a measure of
supply-and-demand balance and an incentive to
adjustment. Also it may be practical and political. European governments, facing serious
economic problems, militant farm groups and
narrow parliamentary margins for ruling parties,
have only limited room for negotiation where
agricultural policy is concerned.
,=
This creates a problem for U.S. negotiators.
The Community represents a market for about $1.5
billion worth of feed grains each year. There is
understandable reluctance to abandon efforts to
improve terms of access to this market. There
is also concern about the effect of continued
stalemate on the rest of the negotiations.

The UNCTAD talks, which began in the International Wheat Council, had their roots in resolutions adopted by the World Food Conference
ln 1974. Until recently they were concerned
mainly with wheat. As de Lange noted, parties
to these discussions are close to agreement, at
least in principle, on a system of internationallycoordinated, nationally-held grain reserves.
There is also consensus on the need for an
agreed range of prices to assist in administering
reserve stocks. However, there is no agreement
°n the role these prices will play. The United
States insists that they should serve only to
trigger actions designed to bring supply and
demand back into balance. These actions would
Include consultations, then release or accumulation of reserves and finally, steps designed
to encourage adjustments in production and consumption in all participating countries. Most
Other participants in the UNCTAD discussions
appear to accept this approach. The Community
°n the other hand is unwilling to proceed with
such an agreement unless prices specified constitute a fixed range within which transactions
be confined regardless of world supply-anddemand conditions. Reports this morning suggest
that the Community also now insists that similar
arrangements be made for feed grains.
Grains discussions in the MTN concern feed
!
rains more directly. The United States' request
'
0 the Community seeks "improved access." While
the United States has not yet formally spelled
°ut what this means, it has been generally assumed
0/1 both sides that the United States seeks an
agreement binding variable levies at some maximum
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Unfortunately, the alternative--which involves guaranteed access in some form--is not
very appealing.
First, a quota for imports at present levels
would have little practical value in trade terms.
Levies already limit corn imports to amounts required for industrial and feed uses for which
other grains are not well suited. It's not
clear that a larger quota would be any easier
to negotiate than a levy binding. Moreover,
an access commitment for feed grains without
more is not worth much if Community surpluses
of wheat and barley are shipped abroad and displace U.S. feed grains in other world markets.
More fundamentally, an access commitment
would not solve difficult problems in the world
grain economy revealed by our recent experience
with the "upside" of world grain markets. I'd
like to expand on this because it lies at the
heart of our differences with the Community and
is not clearly expressed in either the de Lange
or Sorenson papers.

The recent history of this problem is certainly well known to this audience. Before 1972
we experienced consistent year-to-year gains in
world wheat production. Crop losses in one area
of the world were offset by gains in other areas.
Unwanted stocks accumulated mainly in North
America provided a margin of security in years
in which production failed to keep pace with
consumption. In this atmosphere, U.S. concerns
centered on controlling surplus production. More
recent events have altered this picture. Changes
in policies both in exporting and importing
countries, combined with unusually bad growing
conditions in several parts of the world, reduced
world grain production below levels of the preceding year in three out of five years. They
also increased the demand for imports and reduced world grain stocks below levels maintained
for more than a decade. In this period, prices
rose more than threefold and, until recently,
were more volatile than in any recent period.
Mr. de Lange tends to attribute price
increases and price volatility to weather and
to policies of countries like the United States
where prices are more a consequence of individual
market decisions than an instrument policy.
The evidence, I think, suggests quite a
different conclusion. D. Gale Johnson and Tim
Josling, in separate papers, have demonstrated
the striking effect on world grain prices and
price volatility of domestic agricultural policies
and related trade policies maintained for the
purpose of protecting more than half the world's
grain producers and consumers from the price
effects of changes in world supply-and-demand
balance. Johnson has estimated that these
policies--maintained in different forms by the
Community, Japan, the Soviet Union and other
"command economy" countries--were responsible
for a third to a half of total increases in grain
export prices after 1972.
These policies transferred costs of adjustment to countries like the United States
and Canada, where both producer and consumer
prices reflect changing world condition and to
others--including many developing countries--who
are heavily dependent on imports. Livestock
producers in the United States were especially
hard hit. They were forced to reduce grain
feeding by 25 percent from 1973-74 to 1974-75.
In late 1973, 1974 and into early 1975, cattle
feeders experienced negative margins. Their
cumulative losses in this period probably
exceeded $25 billion.

58 million tons of grain for other uses over a
two-year period.
Domestic grain and related trade policies
of other industrialized countries prevented them
from making any significant contribution to the
process of adjustment. For example, when export
prices rose above domestic target levels, the
Community's variable levy on imports reversed
course and became a variable tax on exports. As
a result, domestic price increases were modest
and had little effect on patterns of production
and consumption. In fact, the Community, Japan
and the Soviet Union all actually increased grain
consumption in this period. _Josling has estimated
that the impact of domestic priCe stability schemes
from 1972 to 1974 was "to reduce the amount of
wheat available by over 19 million tons - a figure
in itself of the same order of magnitude as the
Soviet purchases, the 1972 harvest shortfall and
the usual level of commercial carryover stocks.
This experience has conditioned the approach
the United States must take to the grains negotiations. In a world in which year-to-year demand
for imports has become less predictable, access
commitments and reserve stocks have only a limitea
capacity to ease adjustment costs. What is
clearly needed is a significant, general and
progressive liberalization of world agricultural
trade to insure a smoother and more equitable
sharing of these costs, both in years of short
supply and surplus. It is not surprising that
countries that now bear the burden of these costs
are pressing for this kind of solution. Also,
I suppose we shouldn't be surprised that others'
that largely avoided them, have little interest
in reform.
In sum, the conflict seems fundamental. In
order to assure steady and relatively stable
growth of domestic agriculture and to free both
producers and consumers from the risk of enormous
shocks in years of unusual world crop conditions,
the United States must persuade its trading
partners to alter policies that are deeply embedded
in their systems of agricultural support. The
Community, for the present at least, is unwilling
to move in this direction. The result is an
impasse that threatens broader issues at stake
in the MTN.
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I have no idea how this ultimately will be
resolved, but I do have a strong sense of how
we ought to proceed:

1

Adjustments imposed on livestock producers
mitigated to some extent the impact of reduced
supplies on developing countries forced to import
grains. Johnson estimates that reduced grain
consumption in the United States freed more than
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First, the United States should continue
to press its case for genuine-liberalization of
agricultural trade. But it should avoid forclng t
:
the question before conditions exist which sugge
the possibility of success on our terms. I agre
with Sorenson that the most significant forces
for change in Western Europe are internal.

Agricultural policy problems in Europe have never
Yielded to the processes of open negotiation now
being pursued in Geneva. Instead changes have
been made through a process which involves
denial of the possibility of change until a
day--or better yet until a night--in which change
ls made. The result is then presented the following morning as fait accompli, with appropriate
stress given to the larger interests of the
Community and compensation to farmers for their
losses. While it is difficult to see a scenario
of this kind working to resolve our present
differences with the Community, it is certainly
not beyond the realm of possibility.
Second, the United States should not expect
major changes in traditional policies over night.
It should be prepared to accept an arrangement
that may involve little more than endorsement
of the principle of liberalization and a commitment to first steps that are within the practical
capabilities of other parties to the negotiation.
In the meantime, we should be willing to contribute
t° a system of reserve stocks and to an internationally-managed fund which helps developing
countries cope with occasional surges in world
market prices. These steps would serve to reduce
legitimate,fears that a larger role for market
l'rIces involves unacceptable risks to grain
importing countries.
Finally, we should recognize the stake U.S.
agriculture has in the outcome of the MTN even
if there is little immediate benefit to agriculture in the package that emerges from the grains
negotiation. In the next decade--as in the last-°ur markets abroad will be heavily influenced by
growth of the world economy. As Sorenson implies,
this growth is closely tied to the success of
negotiations in the MTN aimed at solving a number
°f difficult problems which have undermined confidence in the world trading system. It would be
suPreme irony if in their disappointment with slow
Progress in the grains negotiations, farm interests in the United States were to undermine
acceptance of the larger results of the MTN,
/Mich could make a major contribution to continued
growth of foreign markets for farm products
Ithatever the outcome of the grains discussions.
DISCUSSION FOLLOWING PEARCE
QU

ESTION:

Mr. de Lange, I understand that the intervention price for corn was increased 18 .or 20
Percent. If that is the case, was there any
sPecific reason for it?
ANswER:
I think your assumption is wrong. Three or
f0„
ur years ago we raised the intervention prices
c°nsiderably. Since then there has not been an

increase in the intervention price for corn of the
size you indicate. If you refer to the monetary
implications, that is, of course, quite another
matter. We say we have a common price in the
Common Market. That was true until five years
ago. There are different common prices, and
they differ today by as much as 25-30 percent.
The problem is that we did not always take
account in farm income of the changes in the
currency relations. We compensated by a system
of what we call compensatory monetary amounts.
QUESTION:
We had a question this morning about what
the benefit would be for the developing countries'
export earnings and their capacity to import
grain if there were liberalization on their
exports, particularly processed agricultural
products. I would like to hear comments from
the speakers about that. I think that even
though the U.S. is liberal, there's room for
improvement. The other side of this is that
there are a number of areas in developing
countries where we see their trade policies as
not as liberal or as economically efficient as
they might be. Through careful discussion and
the working out of broad ranges of common policies
with them, there might be improvement in the
opening up of their markets. If we don't focus
our trade policies on those countries and their
growth, we are not likely to get the growth we
need in our own industrialized countries.
SORENSON:
I don't think there is any question but that
there is some potential from liberalization, particularly if we took off our biased tariffs
against processed products. They could earn
more and they would buy more. This would not
be a general solution for less developed countries.
It would be highly concentrated.
The LDC's have rather heavy trade restrictions.
Historically they have put up these trade restrictions to develop their own industrial basis
in order to have self-sufficiency. They argue
the reason for this is that they have not been
able to sell enough to the industrial countries.
We could do the LDC's a favor by putting pressure
on them to reduce some of these restrictions so
they would get more into the international markets,
which would in turn stimulate their development.
I don't think many of them really feel this way.
They maintain restrictions that are damaging to
them.
QUESTION:
You stated that we have to stay very competitive within the export market with regard
to wheat and most likely corn. Isn't it true
that most of the exporting countries are really
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selling their wheat at less than the cost of
production? If so, how long can this continue?

QUESTION:
It seems to me that what you are saying is
if the whole world acted as a competitive market
and we had free capitalistic society, we would
bring about stability, but unfortunately we see°
to be going the other way. There are some mixed
economies, but very few capitalistic economies
involved in the world. So, given the fact the
world is the not way we would like to have it,
what's our alternative? Do wehave to carry
stocks if we can't get the rest of the world
to carry them? Or are we going to have to take
more drastic actions such as restricting exports
in the future if we get into a supply shortage?

ANSWER:
The cost of production varies on every
farm. When you start putting land costs into
cost of production, you know you can vary up
and down quite a bit depending on what the cost
is. I suppose the general answer is that if it
is really below the cost of production it can't
go on very long.
QUESTION:
Mr. Sorenson indicated that the United
States has a harder time than centralized governments in enforcing the international trade
agreements, since we have a private grain trader
type of system. Is that a surmountable problem?
Traders dealing in the United States are already
under some regulation--licensing, permits and
so forth.

PEARCE:
I didn't mean to imply that we have a free .
market here by any means. We have a mixed economy in which market prices play a relatively
larger role in agriculture than they do in other
countries, at least as far as grains are concerned. What I did mean to say is that since
1972, we have seen that market prices can exert
enormous influence on decisions by producers and
consumers.

SORENSON:
The kind of thing that exists in other
countries is a single grain marketing organization--for instance, in Canada and in Australia.
There is a control on the price that the U.S.
government does not have.
PEARCE:
We have a different system but it provides
the tools necessary to make sure that grain is
not exported from the United States at a price
below an agreed level. Certainly, not much
grain will be exported below the loan level unless the government subsidizes exports. Governments can sell at a loss (so that farmers can sell
at a profit), but farmers will not sell grain for
export at a price which is less than they can
get under the government loan. You will recall
that the United States for a time imposed an
export tax to ensure that sales of U.S. grain
were not made below the minimum export price
specified in the international grains arrangement
negotiated in the Kennedy Round. Eventually, the
arrangement broke down because other governments
weren't observing minimum prices and because
efforts by the United States to deal with this
issue in the International Wheat Council were
opposed by those other governments. Eventually,
the United States abandoned that agreement,
recognizing that the minimum price could not be
maintained under the pressure of increasing
world stocks. The point is that we had the tools
to ensure U.S. observance of the minimum, but
that it simply wasn't wise to do it in the face
of breaches by other countries.

In this period the United States made the
largest adjustment in grain utilization because
prices here fully reflected world supply and
demand realities and because grain consumers
here have alternatives. For example, we could
move cattle back onto the range or even shrink
our cattle supply. This freed grain for consumption elsewhere but imposed very high costs
on livestock producers and other grain consumers'
I am concerned that we might go through tt.le
current Multilateral Trade Negotiations and fall
to come out with a result that broadens the base
of adjustment. If we continue in a system in
s
which most of the world's producers and consumer
conduct their business as usual regardless of
world supply and demand conditions, then when
a severe shortage arises pressures will rise ill
this country to take actions which limit the
costs of adjustment borne here. American consumers can logically ask how much of .a price
they should have to pay to protect the normal
consumption requirements of other countries tbatt
don't carry stocks and will accept no signific.r
market price variation. The answer I suppose Is
that the United States will always be called .
upon to make a greater contribution to stabil-It!
than others because it has a greater interest 111
the world market than anyone else. But I am.
concerned that radical changes in U.S. policles
are likely unless we can get recognition of the
role that prices play in adjustment and begin a
process in which other, countries like those In,
the European Community accept a larger share ol
the burden of adjustment to change.
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SORENSON:

Some countries are seeing that they can
make some adjustments by moving from one grain
to another when relative prices shift. There's
a lot of openness to experimenting with structuring their own production systems so that they
Will be more flexible. I don't think that the
world picture is at all closed.

If only Minnesota does it, it doesn't matter
very much, but if every state does it and we
start moving in that direction in other ways,
then we've got problems. The linkage between .
agriculture and the rest of the economy in this
country is so complete that all of these things
have a major impact. We tend completely to forget about the input side of agriculture. For
example, we just came up with a minimum import
price program on steel, which is supposed to
prevent dumping. It was rather ironic that
after that program was announced and before it
was implemented, steel prices went up. That is
going to show up in machinery costs and it's
going to show up on the farm. My answer very
definitely is that agriculture ought to start
making its weight felt on these broader economic
policies.

SORENSON:
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Fundamental to all this is the difference
in agriculture and in production cost levels
among countries. It is a political imperative
ln most countries to do something about their
agriculture. Until there is good efficient
agriculture that can adjust to shifts in market
Prices around the world, it is going to be very
difficult to get this world free market. That
brings us to what we have to call the second
best solution. That is to compensate in part by
having the reserves and to try to get all of the
industrial countries, even those that are high
cost, restricted markets, to participate in this
Process.

QUESTION:
The decline of productivity in the whole ,
range of American industry has hurt the sale of
our manufactured products abroad. Does the
Farm Bureau's position make good sense?

QUESTION:'
SORENSON:
In the past, our export sales have been in
armanent, high technology hardware and agriculture. Do you see any change in the mix or any
Change in the demand for these products?
SORENSON:
At the present time these are the bastions
of our competitive position.
I don't think there .is real evidence of
losing market for these items at this point,
although Europe is starting to catch up on some
high technology items.
QUESTION:
One of the houses of our state legislature
Passed a Buy-American Act this week, apparently
Without any hearings. It went through as if
there were no opposition whatsoever. Apparently
the governor would be willing to sign it. It
seems rather peculiar that in a state as heavily
agricultural as Minnesota, there would be so
little opposition to an act of that sort. The
Japanese and the European Economic Community
can't purchase agricultural products from us if
they can't sell things here. I wonder if agricultural groups, farmers organizations, and so
°fl are aware of the AFL-CIO position on protectionism and if they are doing anything about it?

There are things happening in the rest of
the economy that are strongly affecting agriculture's costs and the U.S. dollar in world markets.
The continued depreciation of the U.S. dollar in
the long run is going to be very bad for agriculture.
PEARCE:
I think it is unfair and inaccurate to
blame labor for the decline in our trade balance.
It is a consequence of a number of things. I
don't think our position in terms of unit labor
costs has deteriorated very badly. When you
consider the enormous changes in relationships
between currencies of the United States on the
one hand, and of Germany and Japan on the other,
it's hard to give labor costs any real significance. One of the problems seems to be the
structure of trade itself. United States' exports
other than agriculture tend to be in the capital
goods areas. Our imports tend to be in consumer
goods. We have a lot of money here to spend on
consumer goods. However, in Japan and Germany,
people have been reluctant to invest money in
their economy. Economic and political uncertainties in western Europe have kept levels of
investment quite low. Those factors affect the
capital goods account and therefore, the level
of our exports. So we have a combination of
things right now. Besides that, increasing nontariff barriers to trade have tended to dampen
the effects of those currency changes which
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should be working strongly to our advantage. So
I think you get a scenario in which labor plays
a relatively small part but which explains the
rather substantial deficit in our trade account.

PEARCE:
I don't have much disagreement with those
two views, which I think are essentially consistent. Levels of meat consumption are below those
in the United States, so there is some potential
for increase there, which will increase total
feed consumption. Change in policy would change
the mix by enabling us to send more corn, which
is more efficient than some of the things that
are being fed.

QUESTION:
In 1976, when the World Food Conference met
in Rome, it was supposedly determined that there
was an 18-day world supply of food. When are we
going to stop worrying about some of these petty
disagreements and look at the actual problem
itself, which is providing food for the world.

QUESTION:

ANSWER:
The problem is short-term surplus situations.
We must find solutions to absorb those surpluses
temporarily, to isolate them by adjustments or
reserve stocks or whatever, to keep our productive capacity going in long-term development.
One of the problems today in negotiating is
meaningful agreement about public finance. If
the United States and the Community can agree
on the nitty gritty to which you refer, we should
be able to isolate those quantities which are now
heavily pressing on the American market, isolate
them in such a way that farmers could go on in
business on acceptable terms.

What is the role of the Soviet Union in the
grains negotiations, and what pressure might be
placed on the Soviet Union to make its important
purchases more orderly so they have less of an
impact on the world grain markets?
ANSWER:

The Administration has to cope with daily
problems in the farm community. People want to
see some immediate results, which might well go
counter to a long-term solution. Perhaps in a
non-critical situation, the problems would be
more easily and more effectively negotiated.

The Soviet Union is participating in the
grain negotiations. I don't know what their
position is now. Initially, it was quite negative. I understood at one point they were becoming more compatible to the idea of an international grains arrangement in which they could
participate. One of the questions that is
involved in that whole negotiation is how to
deal with non-participants. That question would
become relevant at the shortage phase of any kind
of cycle: whether or not it is possible to discriminate against non-participants. That has
not been used as a threat as far as I know, but
it is an issue.

QUESTION:

QUESTION:

I would like to ask the panel to explore
what appears to be a difference of opinion as to
the possibility of growth for U.S. exports in
the Community. As I understand it, Mr. Sorenson
is indicating that there could be growth and
Mr. de Lange is saying that it is quite likely
that there won't be any significant growth for
U.S. exports. I don't quite understand that. I
would also like to have Mr. Pearce's opinion as
to how Cargill would look at that situation?

Isn't it true that the EEC countries where
there are so many small farms are taking steps
to further the adjustment of farm size?

SORENSON:
As I heard it, we are probably not all that
far apart. It is not going to be massive, but I
would expect some growth over time. I would call
it a slow growth.
DE LANGE
I fully agree with Mr. Sorenson on that
part. The normal developments, say, of animal
products in the Community will probably bring
about a stable, normal and limited growth.

DE LANGE:
Since the introduction of the CAP there has
been sOme increase in farm size because they
were favored by the price support system which
we maintain. It was not a direct intervention.
There has been some development for the better.
We have advanced retirement, premiums and that
sort of thing. And there are programs, as I told
you, to bring some farmers totally out of their
part-time occupation.
Germany probably has the smallest farms,
except maybe Italy. What they have done is something quite different. They brought industry
to the rural areas and kept their part-time
farmers. They made full-time work available to
them in industry so that you'd call them weekend
farmers. (When you have 10 acres of crops, it
is not exactly what I would call a farm, but in
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Germany they do). They have tried to maintain
the farms for environmental reasons. A lot of
city folk like to go out and see the farmhouses
and people living on the land. To them it is
worth quite a bit. I would say there has not
been any attempt to commercialize farming in
Germany. In fact, they even moved in the opposite direction. If you get too big over there,
you have to pay an additional tax and there is
no such thing as a policy to sell and buy land
for farming. You inherit the hunk of land, and
you keep it. You might rent it out for a very
small price, but there is no land market. When
one of our secretaries was over there, he asked
the Minister, "What's the price of land in
Bavaria?" The Minister looked around and talked
to eight of his people. Then he said, "Well,
there was a farm sold two years ago."
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Thinking About Agricultural Development

There is a wide difference among the countries of the
world in how much output they get per worker and per acre.
The U.S. and Japan are high in both; many countries Are low
in both.
Agricultural development over history has grown by
several methods. The first in bringing new land into production.
By the year 2000, this method will be possible in very few
areas of the world, but it was the only method until nearly
1900.
East Asia and Western Europe began in the late middle
ages to use fertilizer to increase yields on the land they
had. This conservation system was self-contained; it produced
its own labor, power, manure, and capital equipment.
In the next stage--the urban industrial impact stage-there was a greater connection between the agricultural and
the non-agricultural sectors. Agriculture was under pressure
to produce more to meet demand and to be able to pay workers
enough to keep them on the farms.
This agricultural system produced increases in output of
about one percent a year. In the twentieth century, that is
not enough; growth rates of 3-5 percent annually are needed
in the developing countries to keep up with population growth.
Because of the pressure of this need for growth, we began
to institutionalfte the capacity to increase agricultural
output. The result of institutionalization was diffusion:
first, of products from one location to another; second, of
technical knowledge through the Extension Service; and third,
of knowledge gained by experimentation.
In the 1940's, we began to have a new view of the farmer
in the developing world. We no longer considered him resistant
to change and tied down by cultural constraints; we saw him
as very efficient at using the technologies that were available
to him. So we began to experiment with more productive
technologies for him.
We also realized that in the U.S. we had evolved a technology
that would permit one man to farm many acres because we had a
low labor supply. Japan, however, lacking land, had evolved
technologies that would substitute for land. From this, we
realize that technologies invented for developing countries must
fit the resource conditions and farm organization patterns.
They cannot be expected to follow the same developmental pattern
that we did.
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Vernon Ruttan
The 1970's have not been kind to the reputations of either the prophets who have attempted
to plot the course of food production or to the
scholars who have attempted to understand the
Processes of agricultural development. Perspectives have shifted from a sense of impending
catastrophe engendered by the world food crisis
of the mid-1960's, to the euphoria of the new
Potentials speed up by the "Green Revolution",
to the crunch on world grain supplies resulting
from poor harvests in South Asia, parts of subSaharan Africa and the USSR in 1972-74. If the
resurgence of world food production (except in
Eastern Europe and the USSR) in 1975 is repeated
in 1976 it seems safe to anticipate a new round
of complacency with respect to the prospects for
world food supplies and the prospects for agricultural development.
Renewed uncertainty regarding the longer
term prospects for the growth of agricultural
Production, and for the economic welfare of
rural people stems, however, from more fundamental
concerns than the recent dramatic behavior in
agricultural commodity markets. There has been
a convergence of scientific opinion and ideological perspective to the effect that the world
is fast approaching both the physical and cultural
limits to growth. The theme that progress breeds
not welfare, but catastrophe has again emerged
Irom the underworld of social thought as a serious
theme in scientific and philosophical inquiry.
ECONOMIC GROWTH
The tools of the economist are relatively
blunt instruments with which to confront the
grand theme of epochal growth and decline. Until a few decades ago comparative statics was
the most powerful theoretical tool available to
the economist as a guide to empirical knowledge.
Even modern neoclassical growth theory is based
Primarily on an application of the tools of
comparative statics to the analysis of alternative
steady growth paths. Growth of output is narrowdetermined by the growth of the labor force,
the state of technology, and the stock of human
and tangible capital. Technical change has,
with few exceptions, been treated as exogenous
0 the economic systems. Institutional change
'las not been formally incorporated into growth
The story that can be revealed to us
"Irough the application of modern macro-economic

growth theory is dull indeed compared with
historical experience.
The last two decades have been highly productive in advancing both our analytical capacity
and our empirical knowledge cf the role of technical change in agricultural development and of
the sources of productivity growth in agriculture.
In the now conventional model or paradigm of
agricultural development the dating of modern
agricultural growth begins with the emergence of
a period of sustained growth in total productivity--a rise in output per unit of total input,
including the inputs supplied by the agricultural
sector itself and by the industrial sector.
It is now generally conceded that as long as
growth is based on simple factor accumulation few
growth dividends become available to improve the
well being of rural people or to be transferred
to the rest of the economy. There are few growth
dividends to be realized by simple resource reallocation within farms, communities, or regions
in the absence of technical change embodied in
less expensive and more productive inputs. Only
as the constraints on growth imposed by primary
reliance on indigenous inputs--inputs produced
primarily within the agricultural sector--are
released by new factors whose productivity is
augmented by the embodiment of new technology is
it possible for agriculture to become an efficient
source of growth in a modernizing economy.
During the initial stages the growth in total
productivity has typically been accounted for by
growth in a single partial productivity ratio.
In the United States, and the other developed
countries of recent settlement, growth in labor
productivity has typically carried the initial
burden of growth in total productivity. In
countries characterized by relatively high man/
land ratios at the beginning of the development
process, Germany and Japan for example, growth
in land productivity--output per hectare--was
largely responsible for growth in total productivity during the initial years of moaernization.
As modernization has continued there has been a
tendency for total productivity growth to be fed
by a more balanced growth in the partial productivity ratios--on growth in output per worker
and per hectare (Fig. 1).
For a number of countries, however, the model
outlined above has little meaning. The 20th
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century has been characterized by a massive, and
continuously widening, disequilibrium in the
efficiency of resource use and the welfare of
rural people between rich and poor countries.
Since World War II, output per hectare has been
growing at approximately the same rate in the
less developed countries (LDC's) as in the
developed countries (DC's)--at about 2.0 percent
per year. But output per worker in the LDC's
has been growing at only one-third as fast as in
the DC's--at 1.5 percent per year in the LDC's
and 4.5 percent per year in the DC's. And for
large numbers of LDC's, and for the lagging regions in many other LDC's, even those rates remain
outside the personal experience of most farm
families. Output per hectare is growing at rates
that are barely perceptible and output per worker
has experienced no measurable change, not only
between years but between generations. In the
developing world food output per person is not
significantly higher today than in the mid-1930's.
AGRICULTURAL DEVELOPMENT STRATEGIES
During the remaining years of the 20th
century it is imperative that we develop and implement more effective agricultural development
strategies than have been available in the past.
A useful first step in this effort is to review
the approaches to agricultural development that
have been available to us in the past and that
will remain part of our intellectual equipment as
we attempt to build on existing knowledge in the
future.
Any attempt to evolve a meaningful perspective on the process of agricultural development
must abandon the view of agriculture in premodern or traditional societies as essentially
static. Viewed in a historical context, the
problem of agricultural development is not that
of transforming a static agricultural sector into
a modern dynamic sector, but of accelerating the
rate of growth of agricultural output and productivity consistent with the growth of other
sectors of a modernizing economy. Similarly, a
theory of agricultural development should provide
insight into the dynamics of agricultural growth-into the changing sources of growth--in economies
ranging from those in which output is growing at
a rate of 1.0 percent or less to those in which
agricultural output is growing at an annual rate
of 4.0 percent or more.
It seems useful to characterize the literature on agricultural development into four general
approaches: (a) the conservation, (b) the urban
industrial impact, (c) the diffusion, and (d) the
high payoff input models.
Conservation Model
The conservation model of agricultural development evolved from the advances in crop and livestock husbandry associated with the English agri-

cultural revolution and the concepts of soil exhaustion suggested by the early German soil
scientists. It was reinforced by the concept in
the English classical school of economics of
diminishing returns to labor and capital applied
to land. The conservation model emphasized the
evolution of a sequence of increasingly complex
land and labor-intensive cropping systems, the
production and use of organic manures, and labor- 1
intensive capital formation in the form of physica
facilities to more effectively utilize land and
water resources.
Until well into the 20th century the conservation model of agricultural development was
the only approach to agricultural development
available to most of the world's farmers. Its
applications can be effectively illustrated by
development of the wet rice culture systems that
emerged in East and Southeast Asia and by the
labor and land intensive systems of integrated
crop--livestock husbandry which characterized the
English agricultural revolution of the latter
part of the 18th and early part of the 19th
centuries. In the process the Norfolk croprotation system replaced the open-three-field
system in which arable land was allocated.between
permanent crop land and permanent pasture. This
involved the introduction and more intensive use
of new forage and green manure crops and an increase in the availability and use of animal
manures. This new husbandry permitted the intensification of crop-livestock production througu
the recycling of plant nutrients, in the form of
animal manures, to maintain soil fertility. The
inputs used in this conservation system of forming, the plant nutrients, the animal power, land
improvements, physical capital and the agricultural labor force were largely produced or
supplied by the agricultural sector itself.
Agricultural development, within the framework of the conservation model, clearly was .
capable in many areas of the world of sustaining
rates of growth in agricultural production in the
range of 1.0 percent per year over relatively
long periods of time. Agricultural growth rates
in this range are not compatible with modern
rates of growth in the demand for agricultural
output which typically fall on the 3-5 percent
range in the LDC's.
Urban-Industrial Impact Model
The conservation model stands in sharp cOntrast to models in which geographic differences
in the level and rate of economic development are
primarily associated with urban-industrial
devlopmnt.
Initially, the urban-industrial impact
model was formulated (by von Thunen) to explai
geographic variations in the intensity of farming
systems and in the productivity of labor in an
industrializing society. Later it was extended
(by T.W. Schultz) to explain the more effective
performance of the factor and product markets

-118-

li
se
in

tr
th
tr
no
me
Pa
it
of
PT
InE

Di

wz
131
sa
01

Ti
V

rn

s.

linking the agricultural and nonagricultural
sectors in regions characterized by rapid urbanindustrial development.

High Payoff Input Model

The policy implications of the urban-industrial impact model appear to be most relevant for
the less developed regions of the highly industrialized countries or lagging regions of the
more rapidly growing LDC's. Agricultural development policies based on the urban-industrial impact model appear to be particularly inappropriate
in those countries where the pathological growth
of urban centers is a result of population
Pressures in rural areas running ahead of employment growth in urban areas.
Diffusion Model
The diffusion of better husbandry practices
was a major source of productivity growth even in
Pre-modern societies. The diffusion approach to
agricultural development rests on the empirical
Observation of substantial differences in land
and labor productivity among farmers and regions.
The route to agricultural development, in this
view, is through more effective dissemination of
technical knowledge and a narrowing of the dispersion of productivity among farmers and among
regions.
The diffusion model of agricultural developments has provided the major intellectual foundation of much of the research and extension effort
in farm management and production economics since
the emergence, in the last half of the nineteenth
century, of agricultural economics as a separate
subdiscipline linking the agricultural sciences
and economics. The developments that led to the
establishment of active programs of farm management research and extension occurred at a time
14Ilen experiment-station research was making only
a modest contribution to agricultural productivity
growth. A further contribution to the effective
diffusion of known technology was provided by the
research of rural sociologists on the diffusion
Process. Models were developed emphasizing the
relationship between diffusion rates and the
Personality characteristics and educational
accomplishments of farm operators.
Insights into the dynamics of the diffusion
Process, when coupled with the observation of wide
a gricultural productivity gaps among developed
1101 less developed countries and a presumption of
inefficient resource allocation among irrational
itpradition-bound peasants, produced an extension
is in the choice of agricultural development
p
s .ategy during the 1950's. Limitations of the
lffusion model as a foundation for the design of
aigr icultural development policies became increasmnglY apparent as technical assistance and comiunitY development programs, based explicitly or
,
MPlicitly on the diffusion model, failed to
rnerate either rapid modernization of traditional
arms or rapid growth in agricultural output.

The inadequacy of policies based on the conservation, urban-industrial impact, and diffusion
models led, in the 1960's, to a new perspective
that the key to transforming a traditional agricultural sector into a productive source of economic growth is investment designed to make
modern high payoff inputs available to farmers in
poor countries. Peasants, in traditional agricultural systems, were viewed as rational, efficient resource allocators. They remained poor
because, in most poor countries, there were only
limited technical and economic opportunities to
which they could respond. The new, high payoff
inputs, can be classified into three categories:
(a) capacity of public and private sector research
institutions to produce new technical knowledge;
(b) capacity of the industrial sector to develop
produce, and market new technical inputs; and (c)
capacity of farmers to acquire new knowledge and
use new inputs effectively.
The enthusiasm with which the high payoff
input model has been accepted and translated into
an economic doctrine has been due in substantial
part to the proliferation of studies reporting
high rates of return to public investment in agricultural research (Table 1). It was also due
to the success of efforts to develop new highproductivity grain varieties suitable for the
tropics. New high-yielding wheat and corn
varieties were developed in Mexico, beginning in
the 1950's, and new high-yielding rice varieties
developed in the Phillippines in the 1960's.
These varieties were highly responsive to industrial inputs, such as fertilizer and other chemicals, and to more effective soil and water
management. The high returns associated with the
adoption of the new varieties and the associated
technical inputs and management practices have
led to rapid diffusion of the new varieties
among farmers in several countries in Asia,
Africa, and Latin America.
AN INDUCED INNOVATION STRATEGY
The high payoff input model (as developed by
Schultz), remains incomplete as a theory of agricultural development, however. Typically, education and research are public goods not traded
through the market place. The mechanism by which
resources are allocated among education, research,
and other alternative public and private sector
economic activities is not fully incorporated
into the Schultz model. The model does treat investment in research as the source of new highpayoff techniques. It does not explain how economic conditions induce the development and
adaption of an efficient set of technologies for
a particular society. Nor does it attempt to
specify the processes by which factor and
product price relationships induce investment in
research in a particular direction.
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These limitations in the high-payoff input
model led Yujiro Hayami and myself to an attempt
to develop a model of agricultural development in
which technical change is treated as endogenous
to the development process, rather than as an
exogenous factor that operates independently of
other development processes. This model started
with the documentation of multiple paths of technological development.

Induced Technical Innovation

the

The

Alternative Paths of Technological Development
There is clear evidence that technology can
be developed to facilitate the substitution of
relatively abundant (hence cheap) factors for
relatively scarce (hence expensive) factors in the
economy. The constraints imposed on agricultural
development by an inelastic supply of land have,
in economies such as Japan and Taiwan, been offset
by the development of high-yielding crop varieties
designed to facilitate the substitution of fertilizer for land. The constraints imposed by an
inelastic supply of labor, in countries such as
the United States, Canada, and Australia, have
been offset by technical advances leading to the
substitution of animal and mechanical power for
labor. In both cases the new technology, embodies in new crop varieties, new equipment, or
new production practices, may not always be substitutes for land or labor by themselves; rather
they may serve as catalysts to facilitate the substitution of the relatively abundant factors
(such as fertilizer or mineral fuels) for the
relatively scarce factors.
In agriculture, two kinds of technology
generally correspond to this taxonomy: mechanical
technology to labor-saving and biological and
chemical technology to land-saving. The former
is designed to facilitate the substitution of
power and machinery for labor. Typically this involves the substitution of land for labor, because
higher output per worker through mechanization
usually requires a larger land area cultivated
per worker. The latter, which we will hereafter
identify as biological technology, is designed to
facilitate the substitution of labor and/or
industrial inputs for land. This may occur
through increased recycling of soil fertility by
more labor-intensive conservation systems; through
use of chemical fertilizers; and through husbandry
practices, management systems, and inputs (i.e.
insecticides) which permit an optimum yield response.
Historically there has been a close association between advances in output per unit of land
area and advances in biological technology; and
between advances in output per worker and advances
in mechanical technology. These historical differences have given rise to the cross-sectional
differences in productivity and factor use illustrated in Figure 2.

There is a substantial body of literature
on the theory of induced innovation. Much of this
literature focuses on the choice of available
technology by the individual firm. There is, also,
a substantial body of literature on how changes in
factor prices over time or differences in factor
prices among countries influence the nature of
invention. This discussion has been conducted
entirely within the framework of the theory of the
firm. A major controversy in the literature in
the economics of technical change has centered
around the issue of the existence of a mechanism
by which changes or differences in factor prices
affect the inventive activity or the innovative
behavior of firms.
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Innovative behavior in the public sector has
largely been ignored in the literature on induced
innovation. There is no theory of induced innovation in the public sector. This is a particularly
critical limitation in attempting to understand
the process of scientific and technical innovation
in agricultural development. In most countries
which have been successful in achieving rapid
rates of technical progress in agriculture,
socialization of agricultural research has been .
deliberately employed as an instrument of moderniza
tion in agriculture.

re

In the work on which Hayami and I have collaborated we have extended the traditional argument
to base the innovation inducement mechanism not
only on the response to changes in the market
prices of profit maximizing firms but also on the
response by research scientists and administrators
in public institutions to changes resource endowments and in the economic environment.
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We hypothesized that technical change is
guided along an efficient path by price signals in
the market, provided that the prices efficiently
reflect changes in the demand and supply of products and factors and that there exists effective
interaction among farmers, public research institutions, and private agricultural supply firms.
If the demand for agricultural products increases,
due to the growth in population and income, prices
of the inputs for which the supply is inelastic
will be raised relative to the prices of inputs
for which the supply is elastic. Likewise, if the
supply of particular inputs shifts to the right .
faster than others, the prices will decline relatvx
to the prices of other factors of production.
In consequence technical innovations that save
the factors characterized by an inelastic supply,
or by slower shifts in supply, become relatively
more profitable for agricultural producers. Farmers are induced, by shifts in relative prices, to
search for technical alternatives which save
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1

the increasingly scarce factors of production.
They press the public research institutions to
develop the new technology and demand that agricultural supply firms supply modern technical
inputs which substitute for the more scarce
factors. Perceptive scientists and science administrators respond by making available new
technical possibilities and new inputs that
enable farmers to profitably substitute the increasingly abundant factors for increasingly
scarce factors, thereby guiding the demaad of
farmers for unit cost reduction in a socially
°Ptimum direction.
The dialectical interaction among farmers
and research scientists and administrators is
likely to be most effective when farmers are
organized into politically effective local and
regional farm bureaus oi farmers' associations.
The response of the public sector research and
extension programs to farmers' demand is likely
to be greatest when the agricultural research
sYstem is highly decentralized, as in the United
States. In the United States, for example, each
Of the state agricultural experiment stations
has tended to view its function, at least in
Part, as to maintain the competitive position
of agriculture in its state relative to agriculture in other states. Similarly, national
P°1icymakers may regard investment in agricultural research as an investment designed to
maintain the country's competitive position in
world markets or to improve the economic viability
Of the agricultural sector producing import
substitutes. Given effective farmer organizations and a mission or client-oriented experiment station system, the competitive model of
firm behavior, can be usefully extended to exPlain the response of experiment station adminis trators and research scientists to economic
°Pportunities.
In this public-sector-induced innovation
Model, the response of research scientists and
ad ministrators represents the critical link in
the inducement mechanism. The model does not
imply that it is necessary for individual
s.cientists or research administrators in public
Institutions to consciously respond to market
Prices, or directly to farmers' demands for
research results, in the selection of research
°I3jective5. They may, in fact, be motivated
Primarily by a drive for professional achievement and recognition. Or they may, view themselves as responding to an obvious and compelling
1
-1.1
to remove the constraints on growth of
Production or on factor supplies. It is only
necessary that there exists an effective incentive mechanism to reward the scientists or
administrators, materially or by prestige, for
neir contributions to the solution of significant problems in the society.
is

The response in the public research sector
not limited to the field of applied science.

Scientists trying to solve practical problems
often consult with or ask cooperation of those
working in more basic fields. If the basic
scientists respond to the requests of the applied
researchers, they are in effect responding to the
needs of society. It is not uncommon that major
breakthroughs in basic science or supporting
science are created through the process of solving
the problems raised by research workers in the
more applied fields. It appears reasonable,
therefore, to hypothesize, as a result of the
interactions among the basic and applied sciences
and the process by which public funds are allocated
to research, that basic research and supporting
research tends to be directed also toward easing
the limitations on agricultural production imposed
by relatively scarce factors.
We do not argue, however, that technical
change in agriculture is wholly of an induced
character. There is a supply (exogenous) dimension to the process as well as a demand (endogenous) dimension. Technical change in agriculture
reflects, in addition to the effects of resource
endowments and growth in demand, the progress of
general science and technology. Progress in
general science (or scientific innovation) which
lowers the cost of technical and entrepreneurial
innovations may have influences on technical
change in agriculture unrelated to changes in
factor proportions and product demand. Similarly,
advances in science and technology in the developed countries, in response to their own resource
endowments, may result in a bias in the innovation
opportunities facing the developing countries.
Even in these cases, the rate of adoption and the
impact on productivity of autonomous or exogenous
changes in technology will be strongly influenced
by the conditions of resource supply and product
demand, as these forces are reflected through
factor and product markets.
Induced Institutional Innovation
The model of induced technical change which
has been so fruitful in understanding historical
processes of technical change does not imply that
agricultural development can be left to an invisible hand that directs either technical change,
or the total development process, along an efficient path determined by original resource endowments. The model does thrust the issues of
resource allocation and institutional change back
into the center of the stage in attempting to
understand, or •design policies for, agricultural
development.
It was argued earlier in this paper that in
the absence of technical change attempts to
achieve growth in agricultural output through
greater efficiency in resource allocation or
through simple factor accumulation was a relatively
expensive route to agricultural development.
Once the direction of technical change can be
treated as endogenous rather than exogenous to the

economic system the efficient allocation of
relatively scarce research resources to open up
new sources of growth becomes central to the
development process.

internalize the gains of entrepreneurial innovation by individual farmers.

As long as the economics of technical change
was cat primarily in terms of the choice of
technology - to the selection by the individual
firm or the agricultural producer of the appropriate technology from the shelf of available
technology--it was easy to assume that the effects
of biases resulting from public policy could be
corrected over a relatively short time. If,
however, the choice of research priorities by
scientists and the research resource allocation
decisions of research administrators is guided by
a perception of economic opportunities, distortions in the inducement mechanism affect only
current choices among available technical alternatives but the technical alternatives that will
become available to producers in the future. A
distorted incentive system will have the effect
of biasing the direction of technical change in
a non-optimal direction and dampening the productivity of resources devoted to the development
and diffusion of new technology.
Institutional innovation has, like technical
change, typically been treated as exogenous to the
economic system. The firm behavior or public
policy implications of institutional change have,
when considered at all in formal economic analysis,
been introduced in the form of exogenous constraints. Extension of the induced innovation
perspective to include the process of institutional innovation represents a potentially useful
approach to analytical insight into the complex
process of the interaction between economic,
technical, and institutional change. It seems
consistent with historical experience to view
institutional change as resulting from efforts
of economic units (households, firms, bureaus)
to internalize the gains and externalize the
costs of economic activity and of efforts by
society to force economic units to internalize
the costs and externalize the gains.
The Second Enclosure Movement in England
represents a classical illustration of this
process. It facilitated the conversion of
communal pasture and farmland into single,
private farm units, thus facilitating the introduction of an integrated crop-livestock new
husbandry system. The Enclosure Acts can be
viewed as an institutional innovation designed
to exploit the new technical opportunities opened
up by innovations in crop rotation, utilizing
the new fodder crops (turnip and clover), in
response to rising food prices. Similarly the
modernization of land tenure relationships,
involving a shift from share tenure to lease
tenure and owner-operator systems of cultivation
in much of western agriculture, can be explained
in part as a shift in property rights designed to

The socialization of much of agricultural
research, particularly the research leading to
advances in biological technology, represents an
example of public sector institutional innovation
designed to realize the potential gains from advances in agricultural technology. In the United
States the political and legislative history of
farm price programs from the mid-1920's to the
present, can be viewed as a struggle between agricultural producers and society generally regarding
the partitioning of the new income streams resulting from technical progress between agricultural
producers and consumers.
Profitable opportunities, however, do not
automatically lead to institutional innovations.
The gains and losses from technical institutional
change are typically not distributed neutrally.
There are, typically vested interests which stand
to lose and which oppose change. There are limits
on the extent to which group behavior can be
mobilized to achieve common or group interests.
The process of transforming institutions in response to technical and economic opportunities
often involves substantial time lags and may impose severe stress on the social and political
order.
The capacity of a society to generate a continuous stream of institutional innovations in
response to technical and economic opportunities
is clearly essential to the development process.
The capacity to organize voluntary associations,
outside of the hierarchial bureaucratic organization of government--the organization of rural
people around the particular commodity, resource,
or development interests for example--appears to
be an essential element in generation of institutional change.
Clearly the attempt to extend the induced
innovation perspective to the process of institu'
tional change does not yet possess formal elegance
It provides no guidance at all as to why many
,
relatively sophisticated societies have demonstrated so little capacity to generate the institution
al changes that would give them access to the new
income streams that might be obtained from the
application of scientific and technical knowledge
in agricultural production. Yet it does add
significantly to our capacity to interpret the
process by which such institutions have evolved,
in some countries, in response to technical and ,
economic opportunities. And it suggests areas or
research which should receive relatively high
priority in the allocation of social science
research resources.
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Table 1.1
Summary of Direct Cost-Benefit-Type Studies of
Agricultural Research Productivity
Annual
Internal
Rate of
Return (%)

•

Study

Country

Commodity

Time
Period

Griliches (1958)

U.S.A.

hybrid corn

1940-1955

Griliches (1958)

U.S.A.

hybrid sorghum

1_940-1957

Peterson (1966)

U.S.A.

• poultry

Ardito-Barletta
(1970)

Mexico

Ardito-Barletta
(1970) ,

35-40
(20)

1915-1960

21-25

wheat

1943-1963

90

Mexico

maize

1943-1963

35

Evenson (1969)

S. Africa_

sugarcane

1945-1962

40

Ayer (1970)

Brazil

cotton

1924-1967

77+

Columbia
Columbia
Columbia
Columbia

rice
soybeans
wheat
cotton

1957-1972
1960-4971
1953-1973
1953-1972

U.S.A.

aggregate

1937,4942
1947-1952
1957-1962
1967-1972

*Hertford, Ardila,
Roches and
Trujillo (1975)

*Peterson and
Fitzharris (1975)

•

•

60-82
79-96
11-12
none

50
51
49
34

From papers presented at ADC/RTN Conference on Resource Allocation and Productivity in
26-29,
National and International Agricultural Research, Airlie House, Virginia, January
1975.
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MR
25

20

Table 1.2
Summary of Selected Sources-of-Growth-Type Studies
of Agricultural Research Productivity

15

10

Annual Internal Rate
of 'Return (%)

Study

Country (Commodity)
Time Period

Griliches
(1964)

U.S.A. (Aggregate)
1949-1959

Latimore
(1964)

U.S.A. (Aggregate)
1949-1959

Evenson
(1969)

U.S.A. (Aggregate)
1949-1959

47

Tang
(1963)

Japan (Aggregate)
1880-1938

35

Ardito-Barletta
(1970)

Mexico (Crops)
1943-1963

Peterson
(1966)

U.S.A. (Poultry)

21

Evenson
(1969)

South Africa (Sugarcane) 1945-1958

40

Evenson
(1969)

Australia (Sugarcane)
1945-1958

50

Evenson
(1969)

India (Sugarcane)
1945-1958

60

Jha & Evenson
(1973)

India (Aggregate)

40

India (Aggregate

63

*Kahlon, Bal, Saxena
& Jha (1975)
a

35-40

0
19(

not significant

45-93

Returns to maize research only.
Returns to maize research plus cultivation "package."

From papers presented at ADC/RTN Conference on Resource Allocation and Productivity
in National and International Agricultural Research, Airlie House, Virginia, January
26-29, 1975.
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Figure 1. Estimated area of high-yielding varieties of wheat
and rice, Asia and Near East

Figure 2. Historical Growth Paths of Agricultural Productivity
in the USA,Japan, Germany, Denmark, France and the UK,
1880-1970

MILLION HECTARES
25 —

^

20

15

10

5

Japan
1970
Germany
1960
1970 Denmark
1960
1970
1930
960 France
1970
UK
1930
1960
1970
1880
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1880
US
1930
1970
1930
1880
1880 1880
D
UK
1960
US

0
1965/66 '66/67 '68/69 '68/69 '69/70 '70/71 '71/72 '72/73 '73/74 '74/75'

5

10

1880
50

100

200

AGRICULTURAL OUTPUT PER MALE WORKER (wheat units)

CROP YEARS
Excluding developed countries and Communist nations (except South Vietnam).
'Preliminary

Source: Vernon W. Ruttan, Hans P. Binswanger, Yujiro Hayami, William
Wade and Adolf Weber, "Factor Productivity and Growth: A Historical
Interpretation" in Hans P. Binswanger and Vernon W. Ruttan, Induced
Innovation: Technology, Institutions and Development, The Johns Hopkins University Press, Baltimore, forthcoming.
Source: Dana G. 'Dalrymple, Development and Spread of High-Yielding
Varieties of Wheat and Rice in the Less Developed Nations, Foreign Agricultural Economic Report No, 95, Washington, D.C.: U.S. Department of
Agriculture, August 1976, p. ix.
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Discussion

Q: I would like to ask Dr. Ruttan where Russia

sources of growth, it took us about 25
years. I have a feeling that we may be moving
into that kind of a period again. As I talk
to the people in the biological side, I don't
clearly see where we are going to get these
new sources. I hear them talk about transferring nitrogen fixation capacity from
legumes to grasses, but again I have a feeling
that we aren't going to devote an awful lot
of our time to using our land to produce
fertilizer. We may get parity prices in
spite of ourselves.

fits in.
A:

Q.

A.

(Ruttan): It is interesting to contrast
Russia and China because we notice extreme
differences in the way Russia and China
have organized their agriculture. China
has given much more attention to improving
productivity in agriculture. The U.S.S.R.
adopted a policy of squeezing agriculture.
I think that both of them have been attempting to achieve the same objective, and that
is an economy with a heavy industrial sector
strong enough to give them power in the
world. All the other parts of the economy
are subservient to that objective. The
normal measures of' per capita income aren't
relevant measures of the objectives in
those countries. However, Russia entered
this system with considerable slack in its
agricultural resources. Then, emphasized
large collective and state farms and the
large machinery. In fact, you could almost
say they redesigned their agriculture to
fit large equipment. China had no slack
to start with. It had to invest in agricultural development right,from the beginning.
The same contrast between capitalist Japan
and capitalist United States, with their
productivity paths dominated by the kind of
resources they started out with, also holds
true when you compare the two major socialist
countries.
Where do you project the United States to go
after this?
(Ruttan): One of the interesting things is
that both of these paths have been energy
intensive. Let's call Japan's the biological technology path, and ours the mechanical
technology path. Both of those systems
have declining prices and energy, Japan's
embodied in fertilizer and other chemicals,
ours in equipment and fuel. As I understand
it the optimists believes that energy prices
aren't going to go up very much, and the
pessimists believe they are going to go up
a lot. Nobody expects that declining
energy prices are going to be the focusing
device for agricultural research.
I think in the next 25 years we may hear some
resemblance to the period between 1895 and
1925 in the U.S. We had a big slow down
in the rate of growth of agricultural
activity and output in the first quarter of
this century. If our rate of growth had
stayed at that rate, we would not be exporting or worrying about how to get rid of
food today. When we came to the end of the
frontier period and had to develop new
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Q:

Are there any examples of three-year-grant
packages like this that 'have achieved their
purpose and caused a sort of a takeoff?

A:

(Huddleston): There aren't any packages
because we haven't ever programmed deliberately to spur agricultural development.
But in the early 1960's in India, we were,
in fact, programming stable amounts year
after year. Researchers who have gone back
and looked into the low income areas have
found that the growth of incomes and the
stimulation of effective demand for food in
those areas were such that the agricultural
price hardly dropped at all despite large
amounts of food aid. And they did get a
big increase in agricultural production in
those areas.

Q:

Would some of the requirements for the uses
of food aid have to do with food prices?

A:

(Huddleston): What I am proposing is partly
meant to circumvent the debate about what the
proper price policy in the developing countries
should be. If we follow this kind of plan,
we would simply stipulate that the food aid
had to be in relation to a specified agricultural development project where jobs
were created and food was clearly going to
help meet the demand created by those new
jobs. Then we wouldn't have to worry so
much about price policy. I think what we
are trying to get away from is the lengthy
intellectual debate about proper pricing.
Developing countries are going to pursue their
own price policies. Many of them are going
to continue pursuing price policies that
subsidize food consumption by their urban
consumers, and I don't think the United
States is in a position to say that in order
to get their agriculture going they've got
to stop giving their consumers those subsidies. I think that is outside the range
of our proper area of influence.

The Third World: Food Aid and Technological Development

The International Food Policy Research Institute was created
to work on policy questions in developing countries and to stimulate the kind of environments there that would allow newly developed
technologies to be put to use.
Public Law 480 has three types of programs: 1) variable programming, which includes shortfall assistance, security support aid,
and market development; 2) multi-year programming, which is only
proposed so far; and 3) Title III direct nutrition intervention,
which includes school feeding, programs for pregnant women, and
emergency food aid. The Institute has developed some ideas about
changing the structure of P.L. 480.
Many people now feel that we should cut out food aid entirely
because it is a disincentive to local production. However, analysis
shows that food aid can be a pump-primer if used in connection with
a rural development project that will help the agricultural sector.
If project workers are paid in food in addition to their salaries,
they will have higher incomes and their demand for local foods will
increase. Their work on the development project will create better
agricultural conditions, which will lead to more wages and higher
demand for both food and non-food items.
The use of food aid is not effective on a short-term basis,
however. It is necessary to be able to guarantee a certain amount
of food for a period of 3 years or of 5. For this reason, multiyear programming has been proposed for the Title I section of P.L.
480.
Another proposed change in P.L. 480 is to guarantee a certain
amount of shortfall assistance in years when crops are poor.

Barbara Huddleston
I hope to follow right on about how to get
agricultural develepment in third world countries,
and talk about a tool that we have, namely food
aid, which we may be able to use for that purpose.

them. So it was proposed that an Institute be
created to work on policy questions and hopefully
to stimulate the right kind of environment in these
countries so that the new technologies would be
adopted.

Let me say that the Institute where I am now
mPloyed has existed for a little over two years.
at came about because people were working on crop
eveloPment in research centers such as the wheat
entr. in Mexico and the rice center in the
1:1111ipines. They were developing new technololes to get production in these countries moving,
!
fld they found that when they got to the countries
"ere wasn't any policy environment to permit
?1Itting these technologies to use. They had good
1,,
tueas and no way to get the countries to adopt

The effort of our staff, which is mostly
non-American, is devoted to productiop policies
and also somewhat to distribution policies in
developing countries, with a view toward encouraging agricultural production. However, we recognize
that even if production can get moving, it is not
going to solve all the food problems nor is it
going to meet all the food demand we can see in
the future in developing countries. We do have
a trade unit, which is where I am working. I
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have done some work on commodity exports of developing countries and also on reserves policy. We
are now starting a new project on the possible
use of food aid to stimulate development and help
meet nutritional needs in developing countries.
One idea that we are thinking about and have
begun to discuss with people in USDA and other
agencies is a possible change in the structure of
P.L. 480 programming. I am going to limit my
remarks about P.L. 480 just to cereals. Just to
set the context, the average amount of cereals
that we moved for the years 1974-76 was about 5.2
million metric tons a year. The amount that is
anticipated for 1978 is 6 million tons.
I want first to make a statement of what
happens with programming of cereal food aid at
the present time. The types of programming can
be divided into 3 elements. The first one is
variable programming, and it has three parts.
One is production shortfall assistance. That is
assistance given to developing countries who have
a shortfall in their own production or sometimes
to countries which for balance of payments are
having trouble meeting their normal import needs.
The second is security support food aid, which is
given to countries where we have political reasons
for wanting to give them financial assistance.
We don't have enough money and so we use the food
and let them convert it to cash. The third is
our market development program, where we have the
direct purpose of trying to expand our market
for the product. Now it happens that the distinction between these different purposes is not
usually made, and in most cases when we program
for a country under Title I, on concessional terms
probably, we are trying to serve all three purposes or at least two of them. In any case, these
are three elements in the Title I programming.
The second programming category is direct
nutrition intervention, which includes school
feeding programs, programs for pregnant women,
and emergency food aid to meet earthquake disaster
and that kind of thing. That is Title II, which
goes on a grant basis. We have a minimum set by
law of 1.6 million tons at the present time.
Now the first new idea that we are proposing
is to introduce into Title I the idea of a third
category, namely multi-year programming. Before
I speak specifically about how that would work,
I would like to say a couple of things about the
relationship between food aid and development.
There has been a lot of feeling in some quarters
that we should curtail the movement of cereals
on concessional terms because we are putting
cereal into countries at what people feel are
subsidized prices and thereby creating a price
disincentive for production in those countries.
Therefore, they say, most of current Title I
programming should be cut off. However, there
is a considerable amount of current analysis that
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this need not be the case if the food can move
into a country as part of a program for rural
development, such that jobs are created in the
rural area and that the food serves as a way of
raising the income of underemployed people in
that area. Let's say a development project goes
in. A farm-to-market road or an irrigation dam
will be constructed, and the workers will be paid
part of their salary in food, provided by a food
aid program. That means they will have higher
incomes and their demand for food will go up.
Therefore, the price is not going to be depressed
for the local producers.
If this kind of programming can be undertaken,
where we link the giving of the food aid with
some kind of rural development program or project
which will eventually help the agricultural sector, then gradually the increased incomes of those
people are also going to lead to production of
non-food items. They are going to want to buy
a transistor radio and a new shirt and so forth.
The effect will be to encourage other types of
production than just food. There will be more
wages for those producers and therefore more
demand for food. Because of this increasing
demand, there will be incentive for the agricultural sector to grow. We can see that the food
aid would be sort of a pump primer to get a
development process going. If it moved along
properly over time, we would expect that domestic
agriculture would grow and the desire for commercial imports would also grow. The food aid would
then be phased out, and we would have an increased
market for our own food grains.
Now this sounds theoretical, but we do have
some experience, at least in India, with practical
projects which work along this line. It is the
thinking in certain quarters that we could do
more in this way if we had the will. Now there
is a catch to it, and that is that it is hard
to get a development project of that type going
if you are going to turn the aid on one year
and off the next year. That is the reason for
proposing multi-year programming. The idea is
that we would identify countries where we can
see clearly that there are segments of the population in the rural areas who don't have enough
food, and would consume considerably more grain
if they had a little more income, and who could
make use of this type of development project. We
would fix a quantity in relation to a development project. For the next three to five years
we would make available to them a fixed amount
of grain--whatever was required for the country
for that project. It would be a firm commitment
for a period of years. Now the actual amount
that might be required for this kind of program
can be debated, and I have no recommendation to
make. I don't think anybody right now could say
what the right amount is, but in order to understand the concept, I have just picked a figure
of 2 million tons a year as a hypothetical number

to use. If we introduce this idea into our legislation, we would have a commitment for the
multi-year programming of 2 million tons plus the
commitment we already have for a minimum of 1.6
million tons for direct nutrition intervention.
That would mean that under any circumstances, no
matter what the availability of supply, we would
be moving 3.6 million tons of grain every year
until the multi-year commitment ran out.
In addition to the multi-year programming
concept, which is the main idea I'd like to
leave with you, there is another idea under
discussion. For that, I want to come back to
the variable programming element of Title I to
look at whether we need to make changes there
to make our food aid programs more effective and
also to improve market 'development U.S. for exports. Here we have to look at production shortfall assistance. Up to now, most of the discussion
of assistance to countries with production shortfalls has taken place when we've talked about
reserves policy. However, the United States
could make a specific commitment to meet at least
some of the production shortfall requirements in
developing countries by stating that in bad years
we would make a minimum commitment of X quantity.
We would have to be sure that this food was
available specifically for production shortfall
assistance. If we did that then the variation
in our food aid would be going the opposite
direction of the variation in supply.
Let's say we made a minimum commitment to
Program up to 3 million tons to meet production
shortfalls in a bad year. We would know that in
a good supply year those countries might not
need 3 million tons; they might need as little
as one million tons. In a good year, we probably
would have more supply available too, so in that
Year we might make one million tons available for
production shortfall assistance and 3.4 available
for security support and market development
Programs, a total of 4.4 million tons. In the
bad year, we might have just 3 million available,
but we would need to use all of it for production
Shortfall assistance. So we would not have
Programming in the other two variable food aid
categories. This would mean that in the good
Year, including the 3.6 million tons for multiyear programming and direct nutrition intervention,
We would be programming 8 million tons, and in
the bad year we would be programming 6.6 million
tons. This gives a way of providing supply
reliability to the countries who were very distressed at the cutback in our wheat programming
in 1973-74, and it would also provide a way to
make our food aid responsive to supply availability
in this country.
I don't truly believe, however, that this
approach would work without a reserve to back it
11P, because I think the political reality is
that we would not cut out our programming for
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security support or,market development. I think
there are important interests backing both of
those types of programs. So in order to meet a
minimum commitment for production shortfall in
bad years, we probably would have to have some
small emergency reserve. There is a legislative
proposal for a 6 million ton emergency reserve
now under consideration by the Administration.
Its future depends in part on the outcome of the
reserve negotiations in Geneva. In the event
there is no international reserve negotiated,
this proposal will probably be put forward. There
is a good possibility that some consideration of
a link between a small wheat reserve and a food
aid commitment may be made in future legislation.
I put these ideas forward for you to reflect
upon, and I am sure that in due course you will
be hearing more about one or the other of them.

Foreign Agricultural Financing

U.S. agriculture is very flexible in comparison to other
agriculturally-oriented countries. Elsewhere, there are a
number of factors that inhibit short-term progress toward an
increased food supply. Basic conditions such as land, workers,
and capital may be favorable, but these inhibitors make production difficult. They are: 1) inexperienced government,
particularly in the LDC's where leaders are young and have been
educated in foreign countries, 2) external politics, since few
decisions are unilateral, 3) internal politics, such as inept
governments with overlapping departments, 4) cultural problems
low literacy rates, values that are not material-oriented,
tribal friction, and 5) lack of infrastructure, including
technology.
A few years ago, many large visible agricultural development schemes were put forth. Many projects were begun but few
were successful. Recently, few projects involving major U.S.
corporations have been started. Projects today are usually
financed by the World Bank, the Asian Development Bank and
others of this kind. Much of the cost goes for social aspects:
improved living conditions and training. Funds for improving
social infrastructure are not normally available from the
private sector.
Often problems are visible in the feasibility study for
a project. A good feasibility study should set out the major
considerations that will affect the project. The most important
of these is the quality of the project, how it fits into the
existing infrastructure or creates a new one. Many studies
cover up basic problems by not asking the important questions.
Many feasibility studies are currently going on, financed
by universities or private organizations. Most of these,
however, are not interested in actually implementing the
project. We need organizations that will plan and implement
projects to increase the food supply. The opportunities are
there.

Walter Minger
One of the fascinating aspects of the agricultural economy in this country is its flexibility. U.S. farmers make changes quickly,
and these shifts impact significantly on the
production of the affected commodity. In almost
all other agriculturally-oriented countries, this

degree of flexibility is not a common characteristic. When we talk about the desirability of
increasing food production, one quickly has to
recognize that there are some serious inertias
in the food production system of almost every
other country. These will inhibit any great
progress being made in the short term toward an
increased food supply which could be added to
domestic inventories or be sold to generate
export currencies.
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Let me spend a few minutes talking about
some of these inhibiting factors. Many countries
have what would appear to be favorable conditions
for increasing their food supply. Surplus land
is available. There are often too many people
and/or the people are under-utilized. In many
cases, money is not really as big a lack as might
seem at first glance. The need for increased
foodstuffs is recognized. There is not always
the ability to purchase that food from others or
to pay for its domestic production. But these
advantages do not guarantee that it will increase
its food. If a country has enough land, enough
People, need, and no serious real lack of capital,
What keeps its people from doing a better job of
Producing food, fiber, and meat? A few inhibitors
are: (1) inexperienced government, (2) external
Politics, (3) internal politics, (4) cultural
Problems, (5) tribal warfare or friction, (6)
lack of infrastructure including technology
and, (7) to some extent, lack of capital.
Inexperienced government can be a result of
the fact that many of the developing nations
are relatively young. The majority have experienced a turbulent history. The movers and shakers
usually come from a very thin veneer of the
Population. For the most part, they're intelligent. They're young, bright, eager. They've
beer educated in their own countries through the
Primary schools; most have advanced degrees from
universities located in Russia, the Balkan countries, China, Europe and the U.S. Because the
governments have been so unstable, few leaders
have gained tenure or very much experience. The
majority have been academically exposed to
socialist and communist forms of government.
When they have the opportunity to govern, they
usually go the route of centralized control.
Yet even when the bureaucracy is set up, the
leaders' inexperience in basic management and
government inhibits progress.
The influence of external politics is easy
to understand. One has only to look at the
European Economic Community or the Alliance of
African Nations, or the OPEC bloc of oil producing nations to recognize that very few decislons are made on a unilateral basis. Most of
decisions made by those blocs are strongly
Influenced by what the other member nations feel
about a particular question. The decisions that
eventually are made on a group basis may not be
go.od economics. They may not even be good politics, but they may be the best that can be hammered out at the particular time. However, that
ort of awkward decision-making process does
Itnhibit any member's flexibility in moving ahead
d? maximize its opportunities in a particular
_lrection, such as food production and the export
ina
rketing of surpluses to generate foreign
ex
change.
Internal politics is a major inhibitor in
ev
erY country. Most of the less developed coun-

tries which have strongly increasing population
growth rates and short falls in food production
are governed by people who have organized governments that are awkward, inept, and unwieldy.
Many of the ministries overlap one another in
responsibility, and there are people vying for
power, status, and political positions. Many
governments are plagued with corruption. The
food system in a less developed country is particularly vulnerable to the skimming of funds
arising out of transactions in food. The infighting among domestic department officers is an
inhibitor to developing the flexibility needed to
maximize the production of foodstuffs. One
department will insist on a program that will
increase the supply of corn, but another may have
control of import licenses that are needed to
import supplies of fertilizer, better seedstocks,
and the pesticides needed to promote increased
production.
To greatly increase food production requires
a good system of technical assistance. Technicians in the less-developed countries are few in
number and most are deskbound.
This is not
universally true. In a few countries there are
projects going ahead that involve setting up of
field stations staffed with technicians and veterinarians who are beginning to do a good job in
teaching the local small holders how to take •
better care of flocks, herds, and crops. A number
of countries have taken some of the bright young
people that have come up through the local school
systems in recent years and have sent them abroad.
Unfortunately, a great number of these graduates
do not desire to return to their homelands.
The pay scales and the opportunity for doing
meaningful work back home are not as attractive
as the opportunities for employment and the quality
of living in the United States and in a few other
countries.
One of the most serious drawbacks to doing
much to improve food production or to improve
the existing system of food handling is the constraints imposed by the culture of peoples in the
less developed countries. Originally many of
these lands were divided up without any regard
whatsoever for natural or tribal boundaries. In
Africa, for example, some of the newly emerged
countries are made up of six or eight different
tribes, and many of these tribes exist half in
one country and half in an adjoining country.
These tribes have differing social and cultural
characteristics. They have an inherent distrust
of people from any other tribe, due in part to
many years of warfare carried on between the
tribes. These distrusts and apprehensions have
not been eliminated simply by setting up independent nations and giving the people control of
their internal politics.
In a country like Zambia, there is an ample
population of cattle. There are probably two
million cattle in a country of five million people.
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The annual take-off is less than 15 percent, as
opposed to this country's take-off of its basic
herd of somewhere around 30-35 percent. Cattle
are considered a status symbol in Zambia, a
measure of a man's wealth, and the idea of selling
off his visible symbol of wealth for currency that
can be changed into a Cadillac or a television set
is not very attractive to him. On the other hand,
some of the tribes are not material-oriented at
all. The lure of possibly making two dollars
rather than one dollar has little appeal for them.
With others, of course, the economic incentive has
been a major factor in changing the food system,
but this is not always the carrot that one would
hope.

• So the result has been very few projects
recently begun that involve a major U.S.
corporation. There have been some announcements
of U.S. multinationals committing to a citrus
project in Egypt and some ventures in the
Balkan countries. Some of these are probably
being undertaken not because they represent a
great investment opportunity, but because the
commitments to a developing country's agriculture
will result in concessions elsewhere that will
generate the business the company really wants
to develop.

As part of the culture, one would have to
speak about the literacy rate in most developing
countries. It is extremely difficult to convey
information to an illiterate population. People
in most places of the world do not have access to
power to run television sets or radios. While
small transistor radios are popular in some areas,
there is generally insufficient income to purchase
battery-powered radios on a mass basis. The
literacy rate of 5 percent that is so common in
the developing countries does not permit the dissemination of information through the printed word.
One solution to the problem would be to set up
demonstration teams that could visually demonstrate
better ways to farm and ranch. But the lack of
technicians, the inability to move about the
country with ease, the lack of communication to
assemble people who do not always know what day of
the month it is and have no great desire to be as
timely as we are in our business appointments, and
the lack of reading and writing skills must rank
as inhibitors to the improvement of the food
system.
A few years ago everyone was charged up
about agricultural development schemes. They
were excited by large, visible schemes. Multinational corporation people combined feelings
of altruism with desires for broadening their
scope of activities and improving profits.
Governments encouraged participation. FAO was
funded and given great support. Thousands of
feasibility reports were published on all sorts
of sophisticated projects involving food production, food processing, distribution, and marketing.
Import suppliers were also studied and recommended.
A great many large and a few small projects were
begun. Most were not very successful. There
was an enormous cost associated with the gains
in food productivity.
Since that time, the governments of many
developing countries have become autonomous.
The trend to managed economies has been noticeable.
The growth of nationalism is clearly evident.
U.S. based multinational corporations (and for
that matter, most multinationals based in the
developed countries) re-evaluated the prospects
of using corporate funds for developing an agri-

a

cultural project in a far-off place that offered
staff few amenities, a more hostile or less
friendly and supportive environment, difficult
operating conditions, low returns on equity,
many years of personnel commitment, and a long
period before a positive cash flow was achieved.
A close look revealed that the huge U.S. market
really offered the greatest growth opportunity.

Projects today that are being announced
usually are financed principally by World Bank,
Asian Development Bank, Inter-American
Development Bank, or others of a similar
character. There is often no private proprietary
company involved in providing either equity or
credit. Much of the cost of many of these
agricultural projects are for their social
aspects: constructing facilities to improve
living conditions, training people in modern
methods, sending the professionals--veterinarians,
plant breeders, plant pathologists--to foreign
countries for further study. I guess you'd
call this type of funding a loan for social
infrastructure and software.
There is no convincing, feasible way to
determine the return on investment of an
investment in the social aspects of an agricultural project. I certainly don't want to
imply that the motives behind the financing of
social aspects are questionable. But the
funds going into these areas are not normally
available from the private sector.
There is a problem, I believe, in the
quality of the feasibility studies that are
made and subsequently used to create investor
or lender interest in participation in an
agricultural project. A quality study should
set out the major considerations that will
affect the outcome of the project. Since I'm
involved in financing, I do like to see good
support for the financial claims made. A
project which is well-conceived, planned, and
engineered, which is supported by the host
country, local tribesmen, sponsors, and joint
ventures, and which conservatively estimates
the years of payback, cash flow, and debt
servicing capability would or should have an
excellent chance of being financed in any one
of several different ways.
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Several times a month, our bank receives
a feasibility study on a major agricultural
development project. Almost all are projected
for the less developed countries. They make
good reading. Most read like novels, although
they are not as explicit as modern novels. A
few are technical gems.

Discussion
QUESTION:
Do you seek out the kind of project
where you take a portion of a problem to work
on? Or are they projects that are brought to
you?

A proposed agricultural development has
to be based on an excellent technical foundation
to have any chance of success. Other considerations are important, too. A project must have
the blessing of government. It should have an
enthusiastic sponsor. But it is the quality
of the project that is most important. A major
chapter in every feasibility study should tell
how it fits in, complements or uses the existing
infrastructure, or how an entirely new environment will be developed. Unfortunately, many
cover up some very great problems facing a
Project by use of an escape clause: "These
Projections of income from sale of meat products
assumes that the sanitary slaughter, freezing,
and transport facilities are available to handle
the livestock produced by the project." It
Probably would be exactly in these areas that
the problems would be so great as to doom a
large ranch development.
Good people are needed who can look at
these studies and begin to develop meaningful
questions involving important aspects of the
Projects. It is not the questions that are
answered that usually torpedo a project. It
is the questions that were never asked that
lead to future problems.

ANSWER (Minger):
They come to us both ways. We have
people scattered around the world, actively
seeking projects in some cases, just to do
market promotion. We want to get a bigger
posture in certain markets, so we go out after
certain people'. And there are certain commodity
chains that we want to impact on, so we seek
those out. A lot more of them are simply
people who are interested in finding a lender
or a group of leaders and who come to us.
They come to us in various places in the world,
by the way.
QUESTION:
What percentage of your agriculture loans
are foreign loans?--This $2 billion on the chart?
ANSWER (Minger):
That $2 billion is all in California
agriculture. The rest of the loans on our
consolidated banks balance sheet are all classified
as commercial loans.
QUESTION:

Many university people are involved in
teams that contract with overseas governments
to do feasibility work. There are numerous
Private organizations that contract to do this
work° The bidding for work is highly competitive.
suspect that most of the entities bidding to
Perform the feasibility study would have no
interest in the actual implementation of the
Project. That would mean finding and putting
expatriates into offshore locations, handling
the logistical, governmental, financial, social,
managerial and _physical local problems as they
arise. This would be an extremely demanding
assignment and most firms do not have the
experience or the desire to provide on-site
management and counseling. There seems to be
a need for organizations staffed with people
l'ho can conceive, plan, organize, and implement
a Project through to at least its break-even
stage.

A good deal of your business is foreign
business?
ANSWER (Minger):
Yes, 40 percent of the earnings comes from
foreign sources.

There is tremendous opportunity in the
world to do something about the food problem.
It will take good people, dedicated and enthusiastic, and backed by a little financial muscle
and.staying power, to affect the trends •in a
Positive meaningful way.
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QUESTION:
What parts of the world do you see as in a
position to develop? In other words, which are
safe for capital, with infrastructure to utilize,
and therefore, able to make the kind of development needed for the next five or ten years?
ANSWER (Minger):
First of all, there are so many inhibitors.
A lot of the places that should be great markets
for development or which offer great potential
have things like credit controls and monetary
controls. In some places, we cannot as a foreign
bank, even participate in the credit of a country.
That limits where we can do business. But some
of the South American countries, the Phillipine

Islands, probably Malaysia, Thailand, and Java or
Indonesia are pretty good places to think about.
In fact we are staging some people there to look
into these projects a little more deeply. Then,
of course, there's the Middle East. We wouldn't
be lending them any money, but in the Middle East
they have a tremendous need for systems that we
use in agricultural financing in this country.
We might be able to transpose the systems over
there and utilize them simply to monitor what
they are doing. With the funds they have available, that could be a great place for agricultural
development. And then there are a few countries
in Africa. If you can work with something like
the Commonwealth Development Corporation, (say,
in Malawi where people out of the bush are developed into corn and tobacco farmers in just a
few years,) it really is very satisfying. Malawi
is one of the few countries in Africa that is
maintaining food sufficiency.
QUESTION:
Do you use formal, political risk analysis
techniques in deciding whether you are going to
go ahead with a project in a specific country?
ANSWER (Minger):
Yes, we do. That part of the analyses is
used internally. But all the rest of the financial analyses--the cash flows, projections, all
the rest of it--are used. Then, if it's high
risk, what do we do? We get World Bank to provide
parallel guarantees. We get somebody to support
us because the risk is obviously too great for a
private institution to take, using your money to
loan. I hope it is your money that we are using.
QUESTION:
I just saw your brochure on investment into
the U.S. What effect will the lower dollar value
have on investors from other countries in the U.S.?
ANSWER (Minger):
Some of the people that we talked to about
investing here have big pools of off-shore dollars.
We don't have any great impact here from the declining value of the dollar off-shore. So if
they have dollars off-shore to bring to this
country and invest in U.S. properties for assets
of some kind, that won't impact on them adversely.
We are still looked upon as a very stable place
from an economic and political point of view.
If they have other kinds of currency, of course,
it is an incentive, if they convert, to put money
in over here. They are really getting a windfall.
SANDERSON:
I'd like to make a brief comment on Vernon
Ruttan's interesting diagram. He clearly implies
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that most of the densely populated Asian countries
are likely to move along the Japanese path of
maximizing output per acre (primarily of grain), and
that most of the Latin American countries are more
likely to move along our path, maximizing output
per man. Of course, there will be some in between.
What puzzles me here is a dimension or two missing
in this model. It does not allow for industrialization and foreign trade. As an economist, I can
only say that the central purpose of economic
activity is to maximize all-factor productivity-that is output per unit of input, and not necessarily the output per unit of land. You can
already see in Japan, for example, that Ruttan's
model is no longer valid for that country.
In the past 25 years, the Japanese have industrialized very rapidly. One of the consequences
of this industrialization has been a very rapid
increase in income. That has had a traumatic effect
on Japanese agriculture, and probably will have
an even greater effect in the future. The first
effect was that the Japanese farmer ceased to be
content with what he could make, even with high
protection, from two acres of land, which is the
average size of a Japanese farm. Back in 1955, he
still double-cropped to the extent of about 40
percent. Now the cropping index has receded to
100 percent. Fertilizer input also has ceased
to grow. Japanese farmers have become part-time
farmers. Ninety percent of them are-part-time;
only 10 percent are working the farm on a full-time
basis. But they are making good money. The man
of the house usually goes to the city to make a
living away from the farm, and the farming is taken
care of by the old people, the kids, and the women,
except at planting and harvest times, when the head
of the family lends a hand. A second effect has
been the development of specialized agricultural
activities: fruits, vegetables, dairy, eggs and
meat, which do not require so much land.
The reason I'm raising this problem is to
express doubt about the current exclusive preoccupation, in the densely populated countries of
Asia, with pushing output per acre of grain. Sure
there must be some stage in the development process,
and some countries, where that concentration ceases
to make economic sense. It would make more sense-instead of pushing ahead in the "northernly"
direction of the model--to push labor-intensive
production, not only in agriculture but also in
industry, to serve an expanding domestic market,.
as well as the foreign market. Some poor countrles
could make faster progress in doing that, using
the export proceeds to buy cheap grains from North
America, than to put all their resources into
raising grain output per acre.
To be sure, there are institutional limits
to this. If they all were free economies, as we
have within the United States, and if we had free
trade world-wide, what I am saying would probablY
have very great impact. In the real world, we

.es
and
re
en.
ng
an

;es

!'ect

.31

have to reckon with domestic institutional impediments and foreign trade barriers. But I think
we ought to keep the alternatives in mind and not
get too dogmatic about insisting that the only
salvation for poor countries is to get the most
grain per acre at almost any cost.

And it would take only one major crop failure, as
we had in this country in 1974 or as the U.S.S.R.
had twice within the past five years, to wipe out
50 million tons of grain. That's what the weather
does. So, I submit to you, that perhaps a more
sensible thing to do at this point would be to let
the farmer produce the grain. Give him a fair price,
and let him produce the grain for future emergencies and in order to increase our food assistance
to poor countries.

Barbara Huddleston and I are working on
opposite sides of the same street and I don't find
very much to disagree with in her presentation.
She says her figures are only illustrative.
Nevertheless, it is true that most Americans are
thinking of food aid in terms of something like
the present level--6 million tons, maybe 8. That
is the range we are talking about.

MINGER:
I'd like to comment on the chart, too, and on
some on what Fred Sanderson talked about where it
relates to Japan. I was fortunate enough yesterday
to sit in on a joint U.S.-Japan trade conference.
The Minister of Trade, the Japanese Ambassador, and
about six trade people spoke to some of our agribusiness people. They were saying that the cultural
problems in Japan go back a long way to people out
in the countryside. The politicians feel that,
basically, Japan is a poor country. Being poor, it
has been traditionally highly vulnerable to the
problems of importing most of its foodstuffs. So
the reason for the push to maximize land yields is
simply a political one rather than an economic one,
and it is to meet the cultural problem. So this
model might need to include something on the
political scene as well as on the economic scene.

But, I would like to take you back just 3 or
4 years to the time of the "food crisis," when all
of a sudden we discovered that there are a lot of
hungry people in the world. We had a World Food
Conference. The FAO issued an assessment of the
world tood situation, and they estimated that as
many as 500 million people in the world are getting
less than the physical minimum of subsistence,
which they put at something like 2,000 calories a
day. As many as half a billion people were not
getting enough to maintain the energy necessary
for even a moderate level of activity. At first
I was skeptical, but I had an opportunity to look
at some of the nutritional surveys and some of the
household expenditure surveys that are available.
For India, for example, it looks like FAO was just
about right. In India we find that there are
approximately 150 million people who simply cannot
afford a minimum subsistence level, cannot afford
to buy the grain necessary to fill their stomachs.
This situation basically has not improved. These
countries have had two or three good harvests.
The governments are too scared of future crop
failures to release all that grain to their
Population. They are putting it aside for a
Year in which the monsoon may fail again. So the
n utritional situation has not really improved.
Some people have written off this whole situation.
They say the U.S. and other affluent countries do
not have the ability to do anything about it. Now
that is not strictly true, if you look at it more
closely.

RUTTAN:
I think it is perfectly correct that in the
last ten or fifteen years, Japan has carried movement along this path beyond what makes sense economically. But I would argue very strongly that
up until about that time it made good economic
sense, and their prices were not very biased. I
tnink that the Japanese government has the same
problem as the U.S. government has when it comes
to setting agricultural prices. If you ever go to
Tokyo when the Agricultural Price Board is meeting,
you will see several thousand Japanese farmers with
red bandanas around their heads outside of Parliament--it reminds me of what I heard about the
American Farmers Movement in Washington. The government depends on those conservative votes, but they
have carried it too far.

I would comment also on Fred's earlier point.
When you have a fairly small proportion of your
.
The Department of Agriculture made a calculapopulation engaged in nonagricultural activities,
tion which I checked, which shows that in order
you can grow like mad in industry and your farm
tO bring
these hungry people--500 million of them-population is still going to go up. In most of the
to the minimum standard of about 2000 calories,
lt Would take no more than 25 million tons of grain developing countries, there will be more people
That is just about the amount of grain that, by our • farming fifty years from now than are farming today,
not less. About the only hope we have of getting
et-aside program, we have decided not to produce.
ovtput per man up is to increase output per hectare
• suggest this is food for thought. Are we acting
faster than the increase in number of people per
responsibly?
hectare.
What's more, in addition to putting more into
food aid, we clearly could put more into our grain
eserves. Now we have all heard that we already
/lave
stocks coming out of our ears. But here
aPin, if you look at it more closely, the stocks
• ich are forecast for the end of this crop year
.,re going to be just about what we had at the
'ginning of the food crisis. No more tnan that.

The other problem is that the trick isn't just
more output per worker, it is getting more
'. etting
value added per worker. I have a feeling that some
of you people are putting a lot of money into
machinery to get output per worker up a little bit
these days and that it is getting to be pretty
expensive.
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AUDIENCE:
Mr. Sanderson, you ended up by saying that
you thought the United States could solve the
world's nutritional needs by producing what we
are able to. Maybe you had better say that over
again.
SANDERSON:
Of course, food aid is not the ultimate
solution to the world food problem. I think
everyone would agree that in the end the trick is
to increase productivity. In many countries this
will require a particular stress on agriculture.
But it also will require development of industry,
and rural development other than agricultural
because as these poor farmers on their two acres
get more productive, they will have time on their
hands which has to be spent in some other way.
Maybe part-time farming is a good solution. I
think that it is a mistake to conclude from that
that the food aid has no function in this picture.
There are people who say that it would be better
to spend our money on agricultural development.
We are doing that. The assistance for agricultural development has more than doubled since the
World Food Crisis. It has come from the U.S. and
also from other countries. The developing countries themselves have recognized that they have to
put more money into agriculture. But this takes
time, and it takes tremendous investments. In a
country like India, it will probably take a
doubling of the gross irrigated acreage between
now and the year 2000 to just increase production
sufficiently to keep up with population growth and
with the modest income growth that we can foresee.
It will take a sixfold increase of the fertilizer input in India to achieve that increase,
which is 2% times the current agricultural output.
But while you are working on that, there are
millions of people going hungry, being hampered in
their productivity by the lack of food. Looking
at it from purely an economic point of view, I
cannot think of any better investment than putting
in a little food to bring these people up to their
full potential.
HUDDLESTON:
I want to respond to the remark that the
United States could give substantially more cereals
food aid than the quantities that I mentioned. I
think in terms of U.S. capacity that's true. In
fact, we are looking at what would happen if we
had a food aid program of this type at 12 or 15
million tons--more than double our current
amounts--and we could look at even larger numbers.
The United States' taxpayers pay money right now
to set land aside because there are costs associated with our domestic farm program. If instead
of setting all that land aside, we did have that
production and we could program it through
additional food aid, it might be that we would
have a tax saving or that the costs would be

about the same. Then the net cost to the United
States of having this food aid would be virtually
zero. In fact, it might be of help to our domestic
agriculture. I think probably the case could be
made that we would benefit by having larger food
aid, and that it could be done without interfering
with commercial exports. In my opinion, the more
difficult problem is finding the recipient countries which actually can receive large quantities
of food aid and get the food out to those people
that are identified as hungry. It is not just a
question of creating market demand; it is partly
a physical question. I think that if we move in
that direction, it will be a gradual process, and
we will have to be simultaneously worrying about
getting distribution systems in place in those
countries so that the food can move.
QUESTION:
I would like to hear Mr. Sanderson follow
up on Ms. Huddleston's remarks. Presumably, if
a third of those half-billion hungry people are
in India, you are talking about something like 8
million tons of grain going to India. Do you
really think India could accept that much grain in
food aid without injuring the development of her
own rural economy?
SANDERSON:
This is a question which is often raised. If
we provide aid in terms of food, are we thereby
discouraging the development of the domestic
agriculture in the recipient countries? This
depends very much on how the food aid is administered. There has been a study of this problem,
a look at the Indian experience by a group of
economists at Iowa State some three or four years
ago--a theoretical as well as practical, historical
study. They found that if the food aid is added
to the resources of the receiving country and ig
used for development, it means that the incomes
in the receiving countries rise. After all, the
purpose of any aid is that it should promote
economic development. When incomes rise in a
poor country, about half of that increase goes
for food. Therefore, they concluded that at least
half of any economic aid which we may provide
could be in the form of food without displacing
domestic agriculture production. Maybe you ought
to make it a little less than 50 percent in order
to leave room not only for the existing level of
domestic production, hut leave room for an
increasing level. Certainly there is a large area
within which you need not displace domestic agrlcultural production.
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I don't think that an oversupply of food is th:,
reason why food aid has occasionally been a disllIceloy
tive and has discouraged domestic production. The_
it usually works is that food aid leads the goverri
aid
ment to rely excessively on continuing food
and to shift its own investment plans away frombat
Agriculture into industry. This is something tha

you have to guard against. I take it that the
proposal which Ms. Huddleston put forward is designed precisely to make sure that the food aid
received by a developing country goes into agricultural development. It can be done in two ways.
One is that it can be tied to agricultural projects. The other is that food can be turned over
to the government for distribution in ration
shops, as is done in India. But then we have to
make sure that the sales proceeds from the food
provided by us go into development, and primarily
agricultural development.
QUESTION:
One of the problems is that most of the grain
that has been taken off-shore from the United
States in the last five years has not gone to
hungry countries. It has gone to countries that
were in some middle stage of development. This
Year about 25 or 26 million tons is forecast for
Russia and East Europe alone. That's an amount
about equivalent to what you said would be needed
to solve the world food problem. I know it is
not food aid, but it is grain. It's not all
coming from the United States either, but that's
their gift out of the world pool. How are you
going to steer this grain to the hungry countries
When the bulk of our market is not in the hungry
countries? In fact, a very large bracket of the
market is in the semi-developed countries represented by say, Italy, East Europe, and the Soviet
Union. How are you going to steer it to the
hungry countries? There are two kinds of experiences with P.L. 480. In one country you find
that as you track that grain through, it's 40c/lb.
in a country where the people in the bush probably
don't average $50 U.S. equivalent in annual income. That feed grain never gets down to the
People to raise their nutritional level. The
Profitability in that transaction really goes to
a very thin veneer. In another country; P.L. 480
grain goes in and it's distributed all right, but
there are price -controls on the production of
feed grains and food grains in this country. So
there is never an economic incentive for the
f
.armer, who is now better fed, to do very much to
increase his own production and therefore, his
income. It really is a distribution problem or
a management problem. I don't have an answer.
I Just add another dimension to the problem.
RUTTAN:

ceiling and there was no grain to send. Yet
India has the best administrative capacity of
the LDC's. I would hold food aid down simply to
the emergency level, get completely rid of market
development and security support. I would get
away from the kinds of things that cause continuous
dependency and hold aid back to the emergency
situation.
PICKREL:
I'd like to ask Mr. Minger if he can explain
why we haven't heard this evening from some of
his stockholders. I'm sure he has a number here
in the room. Are the investments in these LDC's
secure in your mind? I believe from time to time
some of the investors in New York Banks and some
of the investment counselors in the New York area
raise questions about some of these large LDC type
investments. Does that ever come up in California?
MINGER:
It comes up, but it's for some of the people
who are involved as lenders in off-shore credits.
It has also been overblown. Frankly, in other
cases, I think the question is a good one. We
have made an analysis of our portfolio and fortunately most of the credits that we have in the
LDC's are in back-to-back transactions. Egypt is
a good example, and the Sudan is another one.
Egypt has reneged on meeting its commitments when
the letters of credit come due, and yet if we carry
those letters of credit for a couple of months,
eventually we get paid. So, the original credit
was not conceived of as going into default for a
couple of months, but the credits turned out to be
money good, and we continue to finance imports,
mostly of food. Egypt has a food deficit of around
1,400,000 dollars. That's all got to be offset,
of course, from imports. We finance some of that.
But that's money good.
In the Sudan a few years ago, they ran out of
foreign exchange. Some of our credits were involved, but they were backed up by a rather sizeable
cotton inventory, which is saleable in world markets. So, again, the major part of our portfolio
is in essentially back-to-back, although on occasion we might have to wait for our money for a
couple of months.
There are some other loans that are, as I
mentioned, major projects. Some of these are
backed by parallel guarantees from the World
Bank and organizations like that. The last thing
most developing countries want to do is to default
on a World Bank loan. And, with parallel guarantees a default on our credit is the same as a
default on a World Bank loan. If they default,
it essentially cuts off access to the credit that
all these developing countries desperately need.
So we're in pretty good shape on most of the
project loans that have to do with nuclear plants,
steel mills, etc.

I'd like to follow this too, because the
effort to get a more effective administration
P..r°gram is awfully important. I've been going
Bangledesh about twice a year now for five or
six years. Twice in the last five years I've
Seen the
Chitlagong Harbor filled up with ships
of grain at a time when Bangledesh was producing enough grain to eat at home, and so the
Price was going through the floor. I've also
seen, twice in this period, prices going out the
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We do have a continuing problem with the
loans made to Central Banks and Ministries of
Finance to cover shortfalls in foreign exchange
and to take care of their adverse balance of
payments. The repayment of those loans is kind
of disorganized. Most of these countries are
single commodity countries--rubber, tin, copper,
cocoa, palm oil, something like that--or at best
they have two commodities. The market for most
commodities is very depressed and in some cases
is really below the cost of production. Until
the world economic situation improves to the
point where we get an upturn in the value of
some of these basic commodities, those countries
will not be able to do a very good job of servicing their debts that rise out of shortfalls
in foreign exchange. So we do have some exposure.
The way out is just what we do with farmers who
sometimes get into trouble--extend the loans,
rewrite them. It has not come to that except in
the case of Chile. Our exposure is not so great
that your money is in jeopardy.
QUESTION:
There have been some rather spectacular P.L.
480 successes, mostly in the Pacific Basin, of
market development and in many places of diet
enrichment. As far as security support, certainly
we'd rather supply people and win their friendship with butter than with guns. We are in competition with other people there. As far as
production shortfalls; it's a very humane thing,
and it works out really well. Overall, I think,
the value we get from these things, in terms of
market development and everything, is probably
exceeding annual costs.
One other thing I want to state is that if
you look at everything this panel has been
saying--it's not a very good scenario of these
less developed countries. There are huge problems, and other investments besides agricultural
investment have to take place: transportation
development, storage. There is stuff rotting on
docks right now in India in polyethylene bags!
MINGER:
Well, working on sections of the problem is
something you can do which doesn't involve
horrendous amounts of money and is a very
positive program. There are a lot of things you
can do.
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Reserve Stocks: The International Perspective

The main problem confronting the agricultural sector
of the U.S. is how to remain fully integrated into the world
market for its important export crops and yet maintain market
stability within the U.S. for both consumers .and producers;
We cannot simply put on production controls when supplies
build up because that would increase world market price fluctuations, hurt our position on freer trade, and make the U.S.
an unreliable supplier.
The U.S. and the world need a reserve stock program to
stabilize the world grain prices. A world reserve stock of
60-80 million tons would stabilize world prices and thus U.S.
prices, without the need for import or export controls. The
U.S. could operate such a program unilaterally if necessary,
if we were willing to assume its costs. The U.N. could do it,
but probably would not. The approach with the most political
support is to create a system of national grain reserve programs
which could be coordinated.
The problems confronting this plan are: 1) Can we get
a large enough group of nations to cooperate? 2) Can we get
them to agree on a target price level and on rules for acquiring
and releasing stocks? It is more likely that we will be able
to establish a series of uncoordinated stock programs.
Some people in the USDA are thinking of linking grain
reserves to bilateral agreements with each of our principal
grain customers. Participating countries would be guaranteed
their annual grain requirement within an agreed upon price
range. Exports to non-participating countries might be restricted in a period of shortage.
The main problem is that there is no consensus in the U.S.
about what the objective of a price stabilization should be and
at what level they should be stabilized. Therefore, we are not
in a strong position to negotiate with other nations.

Willard Cochrane
, 1. By way of introduction, I want to say that
am not going to talk about a reserve stock
Program for the grains as an isolated phenomenon.
I am going to talk about reserve stocks as they
relate to the international problem of market
instability, and about the implications of that
instability problem for the U.S.
A. As I see it, the preeminent problem
confronting the food and agricultural sector
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of the U.S. is the following: How is the
U.S. to remain fully integrated into the
world market for its important export crops
(e.g. the grains) in order to reap the many
gains that flow from that integration with

the world market, and at the same time, to
maintain an acceptable degree of market
stability within the U.S. for its consumers
of food on one hand and its producers of
grains and livestock products on the other?

the world needs and the U.S. needs is some kind
of a reserve stock program that has the capacity
to stabilize world grain prices with some acceptable range or to some acceptable degree.
A.

B. The solution to that problem is not
obvious, and as of the spring of 1978, we
are not close to a satisfactory policy solution in the U.S.
C. One final introductory note: I am not
going to belabor the need for market stability for the food and agricultural sector
in this seminar. If you have doubts regarding that need, let me recall for you
the cries of anguish which consumers sent
up in 1972-74, the death rattle of many
cattlemen and cattle feeders in 1973-75,
and now the strident calls for parity that
we hear from the grain farmers.
II. If the U.S. were concerned only with its
own internal stability for the food and agricultural sector, the policy solution would be easy
and relatively simple.
A. Since the U.S. is on an export basis
for grains and soybeans, the U.S. could
stabilize its internal grain price level
by regulating the export of grains, in
conjunction with production controls when
surplus stocks began to build up within
the U.S.
B. But this solution has numerous problems
and limitations:
1. This solution would exacerbate
world market price fluctuations and
damage our role as a leader of the free
world.
2. This solution runs counter to our
official national position regarding
the desirability of freer world trade,
and hence would damage our international
negotiating position with regard to trade.
3. But perhaps most important to the
U.S., this position would make the
U.S. an unreliable supplier in the
eyes of the world and would damage our
competitive position in world trade.
C. So this easy solution is not an attractive solution. But it should help you to
appreciate that we, as a great grain exporter, have no need for a domestic grain
reserve program to stabilize domestic farm
and food prices.
III. It is easy to move from the above negative
conclusion to the positive conclusion that what
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The basic concept:
1. This reserve stock program would
serve as a giant balancing wheel to
the world grain market,
a. accumulating stocks and storing
up prices in periods of bountiful
supplies and low prices, and
b. releasing stocks and dampening
down prices in periods of short
supply and rapidly rising prices.
2. Numerous studies have suggested
that such a reserve stock would need
to average in size between 60 and 80
million tons of grain.
3. Given the operation of such a reserve program, domestic grain prices
in the U.S. would be stabilized, as
the direct result of stabilized world
grain prices, without resort to any
form of import or export controls.

B. The U.S. could initiate and operate such
a program unilaterally, if the demand for
"internal stability consistent with free
and expanded world trade" should become
strong enough.
1. The rest of the world would not
mind if we stabilized world market
prices for the grains around a reasonably sensible target price level.
2. The quantities of grain involved
are not as large as those we physicallY
managed in the late 1950's and early
1960's.
3. But there is one big drawback--in
this arrangement the U.S. would have t°
bear the full cost of operating a
reserve program to stabilize grain
prices for itself and for the world.
a. Since the days of Earl Butz,
U.S. politicians have argued that
this is bad.
b. So this wouldn't get past
Congress.
a
C. Another approach might be to create
operate
an
U.N. Agency to initiate and
international grain reserve program with. es
the capacity to stabilize world grain Prlc
to an acceptable degree.

1. But a few leaders in the U.S. take
this kind of a program proposal seriously.

a. the stabilization target price
level and
b. the decision rules for acquiring and releasing stocks?

a. U.S. leaders lack confidence in
U.N. operations, and

4. Frankly, I don't know how these
nations can reach agreement on the above specific program objectives. And
I don't see that they will in the foreseeable future. Their national economic
and agricultural interests are too diverse to permit them to do so.

b. most nations involved, including
the U.S., want to maintain some
form of control over the reserve
stocks.
2. So we will forget about this
approach.

F. Thus, in my judgment, the most that
could be achieved through this approach
would be the establishment of a series of
uncoordinated national grain reserve stock
programs.

D. The approach that seems to have the most
political support in the U.S. is the creation
of a system of national grain reserve
programs which, if operated as a system,
would have the capacity to stabilize world
grain prices to an acceptable degree.

1. The operation of these uncoordinated
national programs should tend to dampen
down world grain price fluctuations.

1. The U.S. strategy seems to be
headed in this direction.
a. The U.S. is committed to building a limited grain reserve stock
of some 30 to 35 million tons.
b. Using the U.S. stock as bait,
the U.S. hopes through some kind
of negotiating conference to obtain commitments from other trading
nations to build and operate grain
reserve programs.

2. But to what degree and at what level
is unpredictable.
IV. There are some people in the USDA who are
thinking about (1) expanding trade and (2) stabilizing prices through a programming effort that
involves a combination of bilateral agreements
and grain reserves.
A. In such an effort, the U.S. would seek
to negotiate bilateral agreements with each
of its principal grain customers. This
agreement would define:

c. What can or will be achieved
through this approach remains to
be seen.

1. The quantities, or range of quantities, of grain to be moved,

E. But it must be pointed out that this
approach also has serious limitations.

2. the price range within which the
grain would move, and

1. It is possible that some nations
(e.g. India, the Soviet Union) will
agree in their own self-interest to
build and operate national grain reserve
programs of some kind.

B. Importing countries becoming a party
to such a bilateral agreement would be
guaranteed their annual grain requirement
within an agreed upon price range.

2. But many trading nations are going
to say, "Let the U.S. do it."
a.

3. the reserve stock that the importing
nation would be required to build and
operate.

"They can afford it," and
C. Importing countries that were unwilling
to become parties to such bilateral agreements would be advised that in periods of
grain shortages, exports to them might be
restricted, or cut-off.

b. more important, "if they want
to be known as a reliable supplier,
they must do it."
3. But suppose the U.S. does get such
diverse nations and blocks of nations
as Japan, India, the Soviet Union, the
EEC, Canada and Australia, each to
agree to build and operate a grain reserve program. How then are those diverse nations to agree upon:

1. Thus, an incentive would be created
for more and more importing nations to
become parties to bilateral agreements
with the U.S.; and
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2. the greater the number of importing
nations signing bilateral agreements
with the U.S., in which they agreed to
build a reserve stock and to operate
it in accordance with the agreement,
the greater the probability of achieving
an acceptable degree of grain price
stability in the international market.
D. In this approach, the bilateral agreement becomes the device whereby the U.S.
induces, or coerces, the important importing
nations to bear part of the cost of achieving
world market price stability for the grains.
1. In this approach the private trade
would continue to conduct the actual
trade.
2. The bilateral agreement negotiated
by the U.S. with each importing nation
would
a. set the price and quantity
limits of the grain trade between
those nations, and
b. provide the incentive for importing nations to build and operate
grain reserves.
3. Whether the U.S. has the political
will to make such an approach effective,
I cannot say. I can only say that some
people are toying with the idea.
V. I have discussed the subject of grain reserves up to this point as if the U.S. knew
exactly what it wanted in a grain reserve program. But that, of course, is not the case.

3. But there is room for food prices,
farm prices, and farm incomes to fluctuate widely between the lower limit
of price support and the upper limit
of releasing the limited grain reserve.
E. I don't see this changing in the near
future.
1. Thus, in my judgment, most of the
talk about grain reserves is just
that--talk.
2. The U.S. cannot take a strong position at home, or in international negotiations, with regard to the objectives
of a price stabilization program for
the grains, because there is nothing
close to a consensus at home, with
respect to what should be the stabilization objectives of a grain reserve
program.
F. Thus, in my judgment, there is no clean
policy solution in the offing to the basic
policy which I described in the beginning
of my talk; namely, how is the U.S. to remain fully integrated into the world market
for its important export crops (e.g. the
grains) in order to reap the many gains that
flow from that integration with the world
market, and at the same time, maintain an
acceptable degree of market stability within the U.S. for its consumers of food on
one hand and its producers of grains and
livestock products on the other?
1. We will muddle along with the type
of compromise solution effected in the
1977 Food and Agricultural Act.

A. Grain farmers want high and stable grain
prices, and they are strident in their
demands.
B. Livestock producers want stable prices,
but perhaps at not too high a level.
C. Consumers are not articulate about farm
price objectives, but they exert a massive
downward pressure on food prices, hence
upon farm prices.
D. Given this state of affairs, the government has sought:
1. To provide farmers with some price
and income support, but not too much,
and
2. to provide consumers with some protection in the form of a limited, farmerheld grain reserve.
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2. In the long-run, we may edge closer
to a grain reserve program with the .
capacity to stabilize world grain prlce'
as we gain experience with the present
limited program--and we will edge that
way, I suspect, through the increased
use of bilateral agreements.

Economic Research on Grain Reserves:
A Preliminary Outline of the State of Knowledge

There has been a recent explosion of literature about
reserves. Quantitative research has concentrated on wheat.
The results are difficult to summarize because of different
assumptions about risks, the proper level of food security,
the proper level of market stability, how to accumulate a
reserve, and who pays for it. Two concepts are dominant:
1) reserves as food security for vulnerable nations, and
2) reserves for market stability which can be operated
nationally or internationally. The size of the stocks varies
with their purpose. For food security, 15-20 million metric
tons is seen as adequate; for market stabilization, up to
80 million may be required.
In conclusion, the emphasis in most available work is
on appropriate method and not on operational results.
Existing results are not easily available to decision-makers.
The wide diversity of the studies makes strong statements
about grain reserves difficult to make.

James Houck
I.

Introduction
A.

Explosion of interest and literature in
1.

theory of stabilization

2.

informal statements and viewpoints

C. Affiliation of authors: U.S. government,
35 percent; non-government institutions
(FAO, IBRD, Brookings, Rand, etc.) 25 percent; Land-Grant and private universities,
40 percent.

3. quantitative research on reserves
and buffer stocks
B.

D. These studies appear in the mainstream
of professional communication: bulletins,
monographs, journals, unpublished discussion
papers.

Need for overview and synthesis
1. Much of the literature today is
highly technical and narrowly focused.

III, Research Objectives and Scope
A. Objectives vary widely, but the major
goals tend to be

2. Numerous proposals and some actual
programs are in place.

1. To study how a specific scheme or
set of schemes likely would work in
practice.

An Inventory of Quantitative Research
A. About 45-50 studies are published and
available, some with overlapping authorship.
All but two or three have appeared since
1974.
B. Most are U.S. in origin, and some nonEnglish studies may have been missed.
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2. To measure how much reserve would be
needed to meet various stated goals of
food security and/or stability, and to
assess the risks of failure.

2.

3. To propose programs based upon
answers to (1) and (2).

3. What level of stability to attempt
to attain in markets.

4. To test and evaluate analytical
techniques bath new and old.
B.

4. How to accumulate a workable reserve, where to keep it.

Scope of studies--four main viewpoints

5.

1. Focus on U.S. with the rest of the
world considered as a single entity.
B.
2. Focus on world trade with aggregate
demand and supply functions.

Two reserve concepts dominate the work

2. Reserves for market stability operated
nationally or internationally.

4. Focus on vulnerable LDC nations to
assess food grain shortfalls and
security requirements.

3. These two main concepts can be tied
together in programs or kept at least
partially separate.

Commodity Coverage
C.
1.

Size of Stocks--World Context

Major attention to wheat.
1. Food security (against emergency),
no more than 15-20 million metric tons,
and many see 10 million or less as adequate with some risk.

2. Feed grains are carried along in
some studies but not with .accompanying
study of livestock sectors.

2. Market stabilization, 15-80 million
metric tons with + 10-30 percent permitted price fluctuation, stock size
depending upon price band width and
risk assumed.

3. Rice mainly ignored formally since
little rice is traded in comparison to
wheat and feed grains, and storage is
difficult.
IV.

Who pays.

1. Reserves for food security for vulnerable nations, mainly LDC's (not longterm food aid).

3. Focus on world with many demand
and supply functions for nations or
regions.

C.

What risks to run.

Research Methods
VI.
A. Trend analysis with examination of historical departures from trend in production,
yield, trade, private stocks.
B. Simulations with repeated random shocks
applied to econometric models of demand,
supply, and trade (Monte Carlo studies).
Look at average effects and dispersions
over many runs with and without reserve
stock programs of various types.
1. Some of these models are previously
estimated demand and supply functions.

Conclusion
A. Much emphasis in currently available
work is on appropriate method and not on
operational results, but there are some
important exceptions.
B. Existing results are not easily available
to decision-makers.
C. Wide diversity of studies make strong
statements about grain reserves difficult
to make.
PRICE

Stabilizing
Price
Range

2. Some studies estimate their own
functions.
C. Some new or non-traditional approaches
are used, mainly to examine methodological
or theoretical aspects.
V.

Results are Difficult to Summarize
A. Appropriate size and operation of reserve stock depend on many factors apart
from the basic economic and institutional
structure; some are

F roe-market
Prices

TIME

1. What level of food security to try
to attain on balance.
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A. Price troughs eliminated by purchases by reserve stock.
B. Price peaks eliminated by sales from reserve stock.

Discussion

There is an alternative way of looking at the reserves
issue in an international setting.
There are three kinds of reserves other than the rulebased system of grain stocks that the other speakers have
discussed. They are 1) reserves of land or other resources
that can be brought into use when production is needed,
2) supplies of grain that can be converted from normal
inventories or from animal feeding, 3) stocks carried over
on a voluntary basis.
What objectives should we pursue in designing our
formal rule based policy? I suggest that it would be
useful to look at reserves as a strategy for adjusting supply
to demand. There are several advantages to this perspective.
First, we see that reserves should not substitute for
liberalized trade. Second, we see that the other three types
of reserves can be allowed to contribute to the adjustment
process. The formal program can be designed so that there
will be room for consumption shifts to absorb some of the
shock of surplus or shortage.
This perspective has a third advantage. It suggests
ways to achieve international coordination of reserve systems
by using incentives rather than coercion. For instance, if
we do not give access to our reserves until prices have risen
substantially, we will encourage major grain importing
countries to buy more than their current consumption needs
in years of low prices.
Fourth, for poorer countries, it might be wiser to create
a food fund rather than to keep reserves for emergency aid.
That would give the LDC's staying power in the market.
In this approach to reserves policy, government plays only
a residual role. It designs its activities in ways that encourage all the types of reserves to work together.

Robbin Johnson
I would like to break my discussion down
into two parts. The first part involves some
erY specific comments about the two papers you
'
lave just heard. The second part offers a con'
l asting view of the reserves issue which hopeullY will provoke some discussion within the
group.
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The exercise that Jim Houck and Mary Ryan
are engaged in is a very useful one. Their
point is very well taken--that a lot of this
literature is of very recent origin, and we
haven't really ordered it in a way that's useful
and accessible to decisionmakers and to the
general public.

I have only one specific comment about the
material that Jim covered. The economic analysis
of rule-based reserve systems, which is essentially what he's talking about, is an incomplete
approach to the entire subject. In fact, many
of the most interesting policy issues are buried
in the assumptions that are made in these
analyses. I will try to expand on that comment
in the second part of my discussion.
Willard Cochrane's paper paints what I
would say is a very pessimistic picture for
prospects of negotiating a coordinated system of
national grain reserves. I agree with that
pessimism. He also seems to suggest in his
paper that our current farmer-held reserves
program will not provide the degree of market
stability that he would seek. The direction
that he recommends, therefore, is American use
of bilateral agreements, with the agreements
structured so that we offer importers both
supply and price guarantees in exchange for their
cooperation in managing reserves.
Several sorts of specific questions occur
to me in connection with this proposal. First,
what is it in the approach of bilateral agreements with importers that would give us leverage
on other exporters, who account for about half
of world grain shipments, to cooperate in the
management of reserves, or even to respect
American efforts to manage world reserve stocks?
Second, since U.S. grain exports are now
half as large as domestic grain consumption and
still growing, if we are going to provide supply
guarantees, how much of this large export market
do we intend to tie up in guarantees? If it is
a lot of it, won't we have problems coping with
those guarantees in years, like 1974-75, when the
United States has disappointing crops? If it
is only a little bit of our total expected
export commitment, won't we lose the leverage
that the bilateral agreements are supposed to
give us in inducing importers to act positively?
Won't we also run the risk of simply guaranteeing
that these limited supplies will be sold near
the minimum price guarantee rather than at higher
prices?

The first question is: what should we
include when talking about reserves? Both Drs.
Houck and Cochrane have focused on grains stocks
that are subject to specific rules about their
acquisition and release. Eventually public
policy analysis has to focus on rule-based
systems, but grain reserves have much broader
meaning than that.
If we take a look at this broader meaning,
I think we can identify three classes of reserves. The first is reserves of land or other
resources that can be brought into production
as needed. An example might be the 35 million
acres that the United States returned to production between 1973 and 1975--an important source
of potential grain supplies.
The second category of reserves is supplies
of grain which can be made available for critical
consumption needs either by drawing down normal
inventories or by converting grain from animal
feeding. D. Gale Johnson estimates that the
United States freed up some 58 million tons of
grain for use in the rest of the world by these
devices between 1974 and 1976. It is a very
powerful tool for bringing additional supplies
into the marketplace. •
The third class is annual carryover stocks
of grain above current consumption needs. This
can include both rule-based reserve systems and
stocks of grain that have been carried over
voluntarily.
My point in going through this catalogue
is to emphasize that rule-based reserve systems
are just one potential source of extra grain.
In designing a strategy for managing our grain
reserves, it is useful to look not only at the
rule-based system but also at the impact it has
on these other, extra sources of grain.

Finally, I think we need to take a look at
the costs of enforcing bilateral agreements
through export controls. These costs include
the performance of the domestic market price
system, effects on farm income, and the impact
on non-complying poor countries.

The second question I'd like to pose is:
why do we have reserves of these three sorts?
We have them in part because the level of grain- a
producing resources continually has to be adjuste
to changing levels of demand. We also have them
because weather causes production to vary from
year to year, but both human consumption and
animal feeding practices take time to adjust to
these altered supply circumstances. And, we
have reserves of these three sorts because gover
ments act in a variety of ways which prevent
grain prices from ranging widely enough to bring
supply and demand back into balance quickly.

Let me now shift from these specific kinds
of questions to an outline of an alternative
way of looking at the reserves issue in an
international setting. What I'd like to do is
organize that alternative around three questions.

So, we ought not to waste our time debating
whether or not we should have a reserves policy.
It is clear that we have reserves. The question
is how should we manage those reserves intelligently?
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This leads to my third question: what objective should we be pursuing in designing our formal,
rule-based, or what we might call our conscious,
reserves policy? This question has been answered
in a variety of ways. Dr. Cochrane speaks mainly
in terms of stabilizing markets. As Dr. Houck
Pointed out, others emphasize the desirability of
assuring food supplies to poor countries. And
Still others might speak more broadly of the purpose of reserves as simply to provide a guarantee
of supply assurance. Each of these can be a
benefit of grain reserves, especially when we look
at them in an international setting. But it
might be useful to look at conscious grain reserves as simply part of the strategy designed to
ease the burdens of adjusting supply to demand.
By emphasizing the contribution that conscious
reserves make to this adjustment process, I think
We get an entirely different perspective on the
issue of grain reserves, and one that has several
advantages to it.
First of all, it enables us to look at
conscious reserves as a means rather than an end.
For example, crop shortfalls in some parts of the
world tend to be offset even within that crop
Year by good crops elsewhere in the world. If
trade were free among all countries, we could
accommodate most of these fluctuations without
the necessity of conscious grain reserves. Conscious reserves become necessary to offset governmental actions which prevent this natural
adjustment process from working. So, while they
are important, conscious grain reserves ought not
to be seen as a substitute for efforts to reduce
barriers to trade or distortions to production
and consumption within countries.
A second advantage of looking at conscious
reserves in the context of the adjustment process
Is that it helps us to recognize that conscious
reserves, or our formal rule-based reserves, need
rot bear the full brunt of adjustment to shifts
111 supply and demand. In fact, there may be
advantages in designing our formal rule-based reserves in ways which seek to encourage positive
co ntributions from other sources of extra grain-whether it's voluntary stockholding, consumption
changes or production shifts. For example, a
Wide band between acquisition and release prices
Under a conscious reserves system gives more room
IOr private inventories and marginal consumption
shifts to absorb some of the shock of surplus or
shortage. Similarly, it provides more room for
market prices to signal needed future production
Changes.
A third advantage of this kind of a persPective is that it points a way to achieving
l'eater coordination between the national reserve systems of individual countries through the
,1 se of incentives rather than coercion. The
ited States always will and perhaps always
nould play a major role in managing world grain
stocks.
But we also ought to recognize that

r

placing an upper limit on the obligations that we
as a country will assume under a conscious reserves
policy will have the effect of encouraging others to
to do more of their share.
Similarly, insulating our official or conscious reserves until prices have, for example,
doubled, shifts the incentives for major grain
importing countries like the Soviet Union, the
European Community, and Japan. Instead of having
ready access to American reserves supplies of grain
at low prices, as they have had historically, they
wouldn't get access to those conscious reserves
supplies until prices had risen substantially. The
effect would be to encourage them to buy more than
their current consumption needs in years of low
prices and to draw down their inventory pipelines
in years of high prices. Both of these actions
would make major contributions to easing the adjustment burdens without ever even drawing upon
the official reserves.
My point here is that countries can be induced to act responsibly and in ways that are helpful even though we can't tightly coordinate those
actions. The unique role that the United States
plays as the major grain exporter and the major
carrier of world grain stocks is that we have the
opportunity in designing our conscious reserves
policy to influence the incentives that operate on
these other countries. We ought to take advantage
of that opportunity.
Finally, looking at the three levels of reserves that I identified and at their respective
roles in the adjustment process helps to make it
clear that, for many poorer countries, inability to
pay for grain is more of a limiting factor than unavailability of grain in periods of scarcity. This
can have important implications for how we manage
emergency food assistance to developing countries.
Rather than zreating special, expensive reserves
for that purpose, it might be wiser for wealthy
countries to create a food fund. Money in the food
fund would be used to supplement the purchasing
power of developing countries in years of scarce
grain supplies. Wealthy countries then could determine, each in its own light, how they intend to
adjust to this new "staying power" of the developing countries in the market. In some cases it may
be to build up conscious grain reserves. In other
cases it may mean adjusting free inventories more.
Or, in some cases it may mean accepting greater adjustments in marginal areas of consumption.
My main purpose in the second part of this
discussion has been to offer a framework of governmental policy that contrasts with the approach that
Dr. Cochrane took in his paper. In his approach,
government assumes the main burden for accomplishing the adjustments of supply to demand. In the
approach that I have been outlining, government
plays only a residual role. What it tries to do is
to design its activity in ways that encourage all
of the reserves instruments available in the marketplace to work together toward a common objective.
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COCHRANE:

11

I want to make two or three comments in
response to Robbin Johnson's comments.
First, I didn't know that I recommended bilateral agreements in the paper. I did say that
some people in the USDA are toying with the idea-that doesn't make it my idea. Second, since I
don't see any real leverage in a negotiating
agreement, I thought that moves toward formal reserve programs would probably come through
bilateral agreements. I'm not at all sure that
I would pursue the bilateral thing. So I would
like to unhook myself from that as a recommendation, which I didn't think I made.
With regard to the levels of reserves, I
think Robbin has introduced some interesting ideas
here. I agree that the first level--the release
of the 35 million acres--was a reserve. Most of
the people that I have dealt with from Cargill and
other organizations over the years never liked that
reserve when we had it. They called it all sorts
of things. I was really surprised to see what a
fine form it had assumed this morning, namely a
reserve rather than a serious blight on U.S. food
and agriculture policy. But even so, it's gone.
We've got more acres that could come into production, but they haven't come in readily at the
price levels that have existed. I think they
will only come in at considerably higher prices,
which is what we are talking about stabilizing.
So, I'm not at all sure the land reserve is there
any more.
The second point I'd like to make is with
regard to the second kind of reserve. We never
thought we had any problems about running out of
grain because we had all this livestock and we
could just take it out of the livestock. It
would be readily available for us and the world.
The problem with that, of course, is the problem
that the livestock people had from 1973-75.
The rising world prices were ameliorated by
the fact that they made cattle feeding and hog
feeding less profitable. Less feed was fed to
livestock, and grain was thereby released for
human consumption around the world. That's the
process. It worked. But it is not fair to say
that that process is a free, painless process.
It is not. It is a very painful process, and a
lot of people in this country went broke between
1972 and 1975. A lot of people think that something should be done to cause less of this to occur.

Now, the land reserve is gone unless we have
much higher prices which can bring marginal land
into production. So, if it is a part of national
policy to ameliorate the amount of squeezing of
grain that's got to come out of livestock--if this
is an important objective--then I think the only
way that it can be achieved and maintained with
reasonably free world trade is with a rather large
reserve stock program that can stabilize world
prices according to some rules. But, I don't
see that happening in the near future. I really
expect that we are going to have a lot more
instability in the future, •and therefore a lot
more crying from farmers in one corner, cattlemen in the second corner, and consumers in the
third corner. I don't think that we as a society
have sense enough to find a way to stabilize
prices. I don't think it is really very hard,
but tco many toes get stepped on, so I don't
think we're going to do it.
SANDERSON:
My first question is to Will Cochrane. It
is as to the size of the reserves. Will's estimate of 60-80 million tons comes closer to what
think is necessary. I don't think for one minute
that 15 million tons would do anything to stabilize
world supply and prices of grains within any
acceptable limits.
Now, I'm not a mathematician, which is
perhaps why I have always referred to the experience of 1972-76 as my basis for estimating
what is needed. And like Professor Cochrane,
think that that experience is probably not typical of what we are likely to get in the future.
That is partly because of the greater responsive-_
'
ness to consumer pressures in developing countrie
and in Communist countries, and also partly be- .
cause these countries are now acquiring the forelg'
exchange to bail them out in emergencies and to
send them to the world market.
Having said that, let me refer to a 1972-76
experience. We saw a draw down of North Americ0
grain reserves (lumping together U.S. and Canada
because the two countries have acted pretty much
two
in harmony about reserves in the past). The abotIL
of us together had, in 1972, a carryover of
90 million tons of grain. I think we should be d
to
probably deduct from that what is required
estimar
has
kept on the pipeline. Gayle Johnson
10 percent of annual disappearance to be a t°t3
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of that at that time--20 million. So we had 70
million tons over and above pipeline requirements.
You know what happened. They disappeared in very
short order. They did not keep grain prices from
tripling, roughly speaking, within a couple of
years. Of course, inflation also occurred partly
as a result of that, but even in real terms,
grain prices more than doubled.
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In order to preserve perfect price stability
in that period, we would have to have had stocks
to make up for the total draw down of North
American reserves which occurred in 1972-76,
which is 45 million tons plus 90 million tons.
That 45 million is the total accumulated reduction
in our grain feeding to livestock. As I understand it, Gayle Johnson is talking about the
contribution which the U.S. made in those years
to maintain exports. Now I'm not saying that you
need 135 million tons in a reserve, because we
need not maintain perfect price stability, but a
comparison of these two figures suggests that we
would need something in between to maintain price
stability. If we want price stability within 40
percent of the bottom as Mr. Bergland apparently
does, we probably would have to have something
like 92 or 100 million tons.
QUESTION:
Let's say that you have that. What price
would you stabilize corn at? If I recall during
that period it was about 95c per bushel.
SANDERSON:
In 1972? I don't think so. It was over
$1.00. The lever is quite apart from what you
need to offset the variation.
Let me explain how I got the 90 million tons.
It is very simple. Our feed ration substance
was rising from 16 to 72. Then we had a price
diP. We haven't yet recovered from that. Now
the question is, what would have happened in the
absence of the food process? Some people think
we would have had an extension of the trend.
There is some evidence that maybe there was a
slowdown in the offing anyway. I just made a
c°11servative assumption. I made my projection
h°rizontal. That's how I got the 90.
CO

CHRANE:

I got it in two ways. One, we did do a study
at Minnesota on a world aggregated basis, and
,
that's the range we fell in. Second, Gayle
'Johnson and I have discussed it numerous times,
we come up with a figure of 60-80 million
tons.t
I figure if the opposition agrees with me,
"en that's a pretty good estimate.

HOUCK:
I'll just make one comment. In the studies
that I have looked at, if you are about 75-90
percent sure that you are able to cover a given
short fall and you increase the level of security
up toward 95-99 percent, there's a really big
increase in the number of bushels that you need
to give you coverage of the worse possible thing.
COCHRANE:
Incidentally, that 60-80 I talked about is
a 90 percent probability that prices will stay
within a range of plus or minus 10 percent of
the level. The level we worked from was the
level of prices that were in existence about in
1975, and our estimate at 60-80 million tons is
the number of tons that would be required to hold
prices 90 percent of the time.
QUESTION:
You approached the question of grain reserves
from the objective of price stability. My question is in regard to that objective. Is price
stability really the objective we want? The
argument that is given to me as a farmer to desire price stability is that I get protected
from the valleys. I won't have to face those
bottom sides of the historical price wiggle. But
the band of price stability which is put on there
also makes it very clear that I have no opportunity
of taking part in the price peaks. What I'm
saying is that that band is a decision which is
made somewhat away from market influence, called
a political decision. If I'm going to repay my
loans and things such as that, I would appreciate
the opportunity to take advantage of the market
peaks as well as being protected from the valleys.
COCHRANE:
First, this line through here that is going
to protect you from the valleys is a political
decision. Second, why should I as an urban consumer vote and pay money to support your valley
if you won't protect me up here? This is a
political world in which we live, and farmers
constitute 4 percent of the population. You want
the rest of us to protect you and give us nothing in return. I will not vote to protect you
from the valleys, if you will not vote to protect
me from the peaks. It's that simple, both of
them are political.
AUDIENCE:
Speakers have said we've eliminated 25 million
dollars worth of surplus from this country, and
it didn't hurt; it was just absorbed. The fact
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of the matter is, it did hurt. In the last twenty
years it eliminated 8 million farmers, and they
were absorbed. That point is what we're worrying
about. We're talking about people.

to adjust demand downward when they have poor crops.
I think that's the lesson of the Soviet Union in
the 1970's and may well still be the lesson of
the People's Republic of China before we are out
of this decade.
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COCHRANE:
I know it hurt. I know that many farmers-not 8 million, but a lot of farmers--went down
the drain. For years, I've tried to get some kind
of a farm program that would put a bottom under
these things. I believe the instability of the
future is going to be much greater than in the
past. All that has to happen is for the Chinese
People's Republic to come in and buy about five
percent of their needs, and they can send the
world grain prices through the ceiling. In my
judgment, there are more instability elements in
the picture in the future than there have been
in the past. So it would be in the best interests
of farmers to have a program that will put a
bottom under these troughs.
AUDIENCE:
I'd like to raise a question about this band
of stability. I fail to see how an administered
system like that is going to predict weather,
make decisions for a lot of producers, and do
everything else necessary to really protect the
bottom side or put a ceiling on the topside. Is
this stability even achievable?

Now let me shift back to some of the criticisms or comments that Dr. Cochrane made about my
observations. What I was trying to do was to
suggest that we have several instruments to deal
with uncertainty. Whatever our rules are for
conscious reserves, we ought to weight their
effect on some of these others. If we maintain
a very narrow price band, then that means that
we won't get much of a contribution from adjustments in feeding patterns; we won't get our,importers overseas to assume much of the burden of
carrying the stocks, because they have ready
access to our stocks cheaply.
We had a reserve and a price release rule back
in 1971-72. It was that CCC stocks were available
for export for all practical purposes at 115 percent of the loan. What the government did was
dump them. So what happened was that we went
through the rule based reserve first and shifted
an inordinant burden, subsequently, onto adjustments in livestock feeding patterns and inventories.
The point that I was trying to make is if we reversed that and took a look at changing the pricing
rules, we might not have to carry as much at
government expense in the conscious reserve, and
we might get more contributions from elsewhere.

HOUCK:
My view is that it is not achievable 100 percent of the time unless the band is very wide or
unless society provides a bottomless treasury out
of which to achieve it.
COCHRANE:
We think from various kinds of analyses that
a program that averages, say, 70 million tons might
go a long way toward eliminating these bottoms,
but not all the way. You don't know. You could
have a situation worse than what happened in
1972-73, or you could have one worse than what
happened in 1930-33. Then the program wouldn't
be effective because it wouldn't be big enough
to deal with the problems. So you can't guarantee
it, and you can't predict it, but the stock is
there to deal with the unpredictable.
ROBBINS:
We think that things will be more unpredictable in the future for several reasons. First, it
is clear that the United States is not going to
carry the excessive stockpiles that we carried in
the 1950's and 1960's. We are going to operate
at a lower ratio between carryover and annual consumption. Second, as per capita incomes rise in
a number of countries with uncertain production,
consumer pressures make it more difficult for them

Finally, in 1976-77, farmers voluntarily
carried over more than 600 million bushels of wheat
at relatively high price levels, an indication of
the willingness to carry stocks from one year to
the next without depressing prices. But as soon
as you insert a program that permits government
directed stocks to come on the market a relatively
low price, the opportunity for profit from price
depreciation diminishes, and they will simply
shift the stock carrying burden from their shoulders
to the taxpayer. Those are the kinds of tradeoffs that we have to look at.
QUESTION:
I'm a farmer and I've got to say I'm pleased
and excited as a farmer to hear that there may be
gyrations in the market. You may want to call It
ability or management or guessing how to use mV
resources to play on those gyrations--it may be
very risky, but maybe that's why I am a farmer.
I would be willing to assume some of those risks,
if I would also have some assurance that the consumer is not going to take away all of the upswing ,,
in the process. This may not be an adequate anal°P
but I have a dog at home, and if I'd let the dog
go, there is a possibility of his being run over
on the road. But as soon as I chain him, I restrict his activity, and then it's only the lengtB
of the chain that matters. There is a lot of
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control in that reserve. How do we know the
length of the chain won't be changed a lot once
we get the system.

DE LANGA:
I am sitting here trying to translate what
you are all describing there, but instead of
describing, you are negotiating. I hope really
that this description this morning brings about
one favorable result. That is that those negotiators should go for the maximum and try and get
reserve well on the way. We are trying to
negotiate something in the neighborhood of 30
million, which is absolutely insufficient, I am
led to understand. Should we go in then for such
a deal? Or should we try and negotiate something
in the neighborhood which is more economically
supportive?

COCHRANE:
Well, we don't. I know farmers that don't
want to lose this opportunity for prices to go
high. I'm well aware of that. But I am also
listening to the news every night and watching
guys with tractors of 150 horsepower running
around the country demanding that the government
guarantee 100 percent of parity. There are a lot
of farmers asking for this. Furthermore, you do
have a program that supports your grain prices-not as much as most of you would like, but you
do have a program. All I'm saying to you is you
must recognize that if you get a lot in the way
of the support program, you've got to expect to
give a lot in the way of ceiling. If farmers
generally convey to the public that they don't
want a lot of support, then the public doesn't
have the right to ask for a lot of ceiling. But
You've got to recognize what's been coming through
for a long, long time is that farmers do want a
lot of support. You have to recognize that it's
not free. You're going to have to give something
to get something.
AUDIENCE:

COCHRANE:
Our negotiators don't know what to negotiate,
because what this meeting should have helped you
appreciate is that there is a very wide disagreement in the United States about what we should
have in the way of a reserve program.
PICKREL:
Here we are a house divided, and you have
the advantage on us in negotiations since the
Community sees all of this with one mind. So
be kind to us.

You're talking about government involvement
in support, but isn't it a fact that the price
of wheat is supported at a low level of $2.25,
Which literally sets the floor already?
COCHRANE:
It sets the floor, of course. The loan rate
sets the floor. It doesn't set the ceiling;
Prices have been rising.
AUDIENCE:
It somewhat sets the ceiling too, because
it is not a free market.

c°cHRANE:
I can't argue that. I mean prices have
-n rising in the last six months, so it doesn't
stet the ceiling. It does determine the floor-hat's for sure, because the loan rate does it.
C°MMENT:
. When this band becomes a politically set
'glee, it effects the fluctuation and flexibility
,". t the market has. So, in effect, some of the
:
,
-c4itical set prices--high or low--put a pressure
the flexibility of the market which tends,
:
411storically,
to shift the whole thing down. Then
be are not equal above and equal below that line,
lit we are a little bit above and lots below.
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The State Traders: The West, Russia and China

"State trading" may be defined as "exports and imports
conducted by units set up by governments." These maybe units
fully integrated into the government administration and supervised on a day-to-day basis by government officials, or they
may be distinct from the government although conducted by rules
different from those for private trading.
To achieve its objectives for maintaining a state trading
unit, a government may use one or more of four instruments. These
are:
I. Imposed operational criteria, depending on the
objectives for the trading unit. Such objectives might be to
maximize profits, to maximize export revenue, or to stabilize
prices.
2. A steering system, that is, the extent and nature of
government involvement with the unit. Government interference
with management may be extensive and obvious or may be done
outside of a precise framework. If a country wishes to use discriminatory, protectionist policies in its trading, it can
reduce their visibility by using a steering system that implements
them.
3. A feeding system. Governments finance trading units
wholly or in part. They may use tax concessions, financial privileges, budgetary transfers, etc. As in the former case,
protectionist and discriminatory policies may be implemented in
the feeding system.
4. Special privileges, such as an export or import monopoly.
Trading units may also get privileges in transport, insurance,
promotion assistance, etc.
In some cases, state trading is the best technique to
accomplish the country's objectives. In other cases, it was
first implemented as an emergency measure and then continued on
past the emergency.

M. M. Kostecki
The term "state trading" is most frequently
associated with the centrally planned economics.
Indeed, state trading is practically the exclusive
form of trading in the COMECON countries, which
roughly account for one-tenth of world trade and
about 3 percent of international trade outside
the COMECON area. The quantitative importance

of Western state trading considerably outstriPs
that of COMECON trade on Western markets. Nevertheless, it has not attracted much attention
from economists.
I will first define state trading and esti
trade.
mate its quantitative importance in Western
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Then, the essential mechanics of state trading
will be briefly reviewed and its objectives
discussed.
I.

Indeed, the nationalization of some industries
(for example resulting in the formation of the
National Coal Board in the United Kingdom) did
not always modify the operational criteria characteristic of foreign trade in the pre-nationalization period. Nevertheless, state trading is, in
most cases, conducted according to rules of the )
game different from private trading and, as such,
constitutes a particular problem for the international trade order. From that point of view,
four aspects of state trading might require
particular attention:

State Trading

Governments become involved in international
trade as regulators, consumers, and traders. As
a regulator of foreign trade, the government
influences export and import flows through trade
control measures which either affect relations
between domestic and foreign prices (tariffs,
subsidies), or impose limits on quantities traded
(quotas, licensing).

(i) the special characteristics of the
unit's objective function;

Governments also buy goods for their own
consumption (national defense, public administration). Some portion of ,government resources is
frequently spent abroad. The purchasing of foreign
goods for government consumption is usually termed
Povernment procurement.
Finally, governments get involved in foreign
trade as entrepreneurs. They conduct foreign
trade operations in goods which are not destined
for government consumption but for resale. This
form of government participation in international
trade is referred to as state trading.
It is virtually impossible to give a cleancut and economically meaningful definition of
state trading which could please everybody. For
°ur purpose, "state trading" may be best defined
as 2
.2ports and imports conducted by units set up
Ilt.sovernments. The term thus includes operations
of state trading corporations, government trading
boards, agencies, etc., either with a monopoly
or in competition with other trading enterprises.
In the case of agricultural products, it covers
also trading conducted under the compulsory powers
of marketing boards or government departments which
establish export targets, fix export prices or,
through other administrative orders, determine
trade flows.
There is a large variety of legal forms,
°rganizational structures, and managerial characteristics of trading units established or maintained by the state. On one end of that spectrum
Tnight be placed units fully integrated into the
government administration (e.g. The Federal Wheat
Ad ministration in Switzerland) which directly engage in foreign trade transactions. Though often
f
!eParate
ate legal entities, those units tend to be
by the government, and their day-by-day
mTlagement is frequently guided or at least supervlsed by government officials.
On the other end of the spectrum might be
aced state-trading units clearly distinct from
,he government itself. Governments may subscribe
'
0 their capital stocks without necessarily im:
1 °sing any distinctive operational criteria or
'
nfluencing the unit through administrative channels.

r

(ii) government involvement with conduct
of foreign trade operations through administrative
channels (steering systems);
(iii) government financing of state trading
units (feeding system);
(iv) granting of monopoly or other privileges which can influence the trader's competitive position.
Indeed, the four characteristics may result
in protection above the contractual level, or in
discrimination, or may introduce an additional
risk of dumping or of market disruption.
II.

Some Quantitative Estimates

State trading roughly accounts for one-tenth
of world trade. It constitutes approximately
one-seventh of international trade outside the
COMECON area and about 8-10 percent of exports by
the industrialized countries.
Quantitative estimates, indicating the importance of state trading in several developed
countries, are present in table I. The estimates
are essentially based on countries' notifications
to the GATT, and they tend to underestimate the
quantitative importance of state trading. The
table refers to exports and imports conducted by
state trading enterprises, i.e., foreign trade
units "maintained or established by the state."
See Table I.
The most signifiant portion of the developed
countries' state trading is in farm prqducts (especially food grains and raw materials ). Indeed,
1) Among agricultural products, state trading is
most frequently conducted in grain, rice, dairy
and milk products; in the case of raw materials,
petroleum, fertilizers and oils.

-153-

a significant share of state trading exports of
Australia, Canada, New Zealand and South Africa
is due to the operation of food marketing boards.
France and Japan engage in state trading on a
somewhat wider range of products including food,
raw materials, and some processed goods. The
United Kingdom maintains state trading in coal,
iron, and steel.
An important share of the Finnish and Austrian state traded imports consists of Western
agricultural products and trade with the COMECON
area. State trading accounts for a very small
share of foreign trade in West Germany and Sweden
and is practically non-existent in Belgium, Denmark, and the Netherlands.
Many developed countries maintain fiscal
monopolies of alcoholic beverages, tobacco, salt
and matches. State trading in manufactured products is a rare exception in Western trade.
III.

Certainly, the problem of state trading versus
trade control has also to be placed in the context
of some much broader considerations. Indeed, state
trading is frequently a political choice. Opposition to it may be reinforced by strong political
views against government entrepreneurship or
skepticism as to the efficiency of purely governmental agencies3).

Mechanics of State Trading
State trading was frequently maintained to
perform bulk purchases4 (e.g. the U.K. after World
War II). State trading is also advocated to facilitate fulfillment of bilateral trade agreements
or international commodity agreements. That tendency seems to confirm a more general hypothesis
that economics centralism is a cumulative process:
central intervention in international trade in
turn calls for state trading in countries' foreign
trade or vice versa. Proliferation of state trading
also means more political pricing, political
management, and politics through trade.

A functionalist approach may provide the
best framework for a brief review. In table 2,
the goals (effects) motivating the maintenance
of a state trading unit (effector) are classified
in seven categories. To achieve those ends the
government may resort to a number of instruments
as named in Table 2.
See Table 2
IV.

An important argument for the introduction
of state trading is the optimal management rule
for achieving a complex set of domestic and foreign
trade objectives. The enforcement of government
programs in agriculture that restricted domestic
production or marketing and removed surpluses
through a domestic two-price system and through
state trading operations may illustrate the case.
Since state trading, contrary to trade control,
largely escaped international regulation, governments often preferred to implement their discriminatory and protectionist policies through the
farmer.

Objectives of State Trading

The list presented in table 2, though certainly not complete, indicates some of the most
important reasons for which Western governments
maintain state trading.
The case of co-ordinated marketing of centralized purchases for exports, aiming at improved
bargaining power, may be illustrated by numerous
marketing boards of agricultural products of raw
materials. The Citrus Board in South Africa or
the Australian Dairy Produce Board are two good

examples. State trading is to be considered here
as an alternative measure to co-operative marketing or other producers' self-help organizations.
However, historical experience has shown that in
the majority of cases, the producers' movement
was unable to establish an export monopoly on a
voluntary basis and a compulsory state monopoly
was required2).
2)Co-operatives or other voluntary groups having
no power of enforcement can rarely assure the

full participation of domestic producers. . The
breakdown of voluntary marketing schemes was in
fact the starting point for the introduction of
state trading organizations in agriculture.

Performance of state trading may be organically related to the national price policies,
domestic marketing, storage, transportation and
processing facilities. Indeed, as exemplified bY
marketing abroad of some agricultural products
(bacon, fruit), the export success depends on
operation of packing plants, transportation,

3)See, for example, the different approaches of
the U.S. and Canada towards state trading in
wheat. Andrew Schmitz and Alex McCalla claim
that, "The free enterprise philosophy was much
more pronounced in the United States than in
Canada. Consequently, the U.S. moved in the
direction of private grain marketing domestically
and for export" in "Comparison of Canadian and
U.S. Grain Marketing Systems," National Grain
and Feed Association, Final Report, March 1976,
p. 17.

4)Meyer, F.V., "Bulk Purchases" and Henderson,
A.M., "A Geometrical Note on Bulk Purchases" in
Economica, vol. XX No. 57-60 (1948) pp. 51-69.
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regular supplies of a uniform quality, etc.
Government involvement with storage or any other
element of the chain may render state trading
desirable in order to assure vertical integration
from domestic production (e.g. perishable goods)
to marketing abroad5).

TABLE I
SOME QUANTITATIVE ESTIMATES OF STATE TRADING
IN THE INDUSTRIALIZED COUNTRIES IN THE 1970's
(percent)

Foreign trade and domestic monopolies in
tobacco, liquor, matches, and salt are the most
typical examples of state trading maintained to
raise revenue for the government. These monopolies are maintained due to low price and income
elasticities of domestic demand for those
products. Finally, state trading is frequently
maintained in some goods in order to reinforce
government control over international and domestic flows of goods for strategic and health
reasons (e.g. uranium in Canada and opium in
Japan).
State trading is thus maintained for a
variety of economic and political reasons. There
are clearly numerous circumstances
,where particular forms of state trading may be considered
as first best techniques to achieve a given set
of domestic and foreign objectives. However,
cases may be quoted where the existing state
trading techniques could be replaced by other
state trading techniques or by private trading.
Indeed, many state trading arrangements (e.g. in
agriculture) were emergency regulations which,
once introduced, continue in more settled conditions. However, a proper appreciation of that
aspect is extremely complex and has to be left
to case studies.

Country

Imports

Australia
Austria

Exports
10-15

1-2

Canada

8-10
9-11

Finland

2-4

15-20

France

1-2

18-24

Iceland

2-3

2-3

Italy

6-8 (a)

2-3 (a)

Japan

8-10 (a)

2-4 (a)

New Zealand

2-4

Norway

3-4

Portugal

8-10 (a)

South Africa

3-5

15-20

18-22

8-10

Switzerland

4-6

1-2

United Kingdom

8-14 (a)

1-2

Spain

Source:
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0.5-1
2-4

Based on notifications pursuant to Article
XVII: 4(a) of the General Agreement on
Tariffs and Trade (GATT).
(a)

5)State trading may be induced by a government
desire to store traded goods to maintain continuity
of supply. As J.M. Keynes explained it: "The
competitive system abhors the existence of stocks,
with as strong a reflex as nature abhors a vacuum, because stocks yield a negative return in
terms of themselves." Keynes, J.M., "The Policy
Of Government Storage of Food-stuffs and Raw
Materials" in Economic Journal, 48, Sept. 1938
PP. 449-466. Recently the surplus countries
,(e.g. Japan) prefer to buy stocks of some commo'
lties (oil) rather than be submitted to international pressures to adjust for balance of
Payments reasons.

20-25

Based on other sources.

TABLE 2
STATE TRADING AND GOVERNMENT OBJECTIVES

management may be limited to contract negotiation
or fixing some terms of foreign trade transactions
(pricing, shipping). Implementation of the discriminatory and protectionist policies through
a steering system, rather than through trade
control measures, may have some important advantages. First, the administrative action is less
visible to the partner countries; thus, it bears
a smaller risk of retaliation. There is also a
greater flexibility of policy change in the case
of administrative channels.

Imposed
a) Operation
Criteria
b)
GOVERNMENT

Steering
System
Feeding
System

d)

State Trading
Unit
(Effector)

Special
Privileges

c) Though often separate legal entities, state
trading units tend to be financed by the governments. Governments supply them with capital
stocks (wholly or partly) or grant operational
financing. Frequently a complex system of budgetary transfers, government credit facilities,
and important financial privileges, such as tax
concessions or investment grants, is maintained.

EFFECTS
1.

Improved international bargaining power,

2.

Export expansion,

3.

Fulfillment of international arrangements,

4.

Linking trade with politics,

5.

Promotion of domestic price policy,

6.

Raising revenue for the government,

7.

Health and strategic control.

a) A government imposes on its state trading
units different operational criteria, depending
on the objectives for which those units are maintained. They may be profit-maximizers or export
revenue maximizers. They frequently aim at the
maintenance of domestic target price, minimizing
at the same time export losses (e.g. price-stabilizing agricultural marketing boards). Sometimes
they are subjected to export or import targets
defining the quality or value of traded goods.
The system of managerial incentives and
operational procedures is another important aspect of modus operandi. It may influence the
unit's efficiency; it may determine the relative
value of each goal and introduce additional
constraints. Certainly, the operational criteria
imposed on the trading unit set up by governments
frequently have a built-in element of country or
product discrimination, protection or beggar-myneighbor policy.
b) The administrative involvement of the
government with the conduct of state trading
operations (steering system) may differ considera6
bly as to its extent and nature. )
Its most rigid form is day-by-day government
interference in the management of foreign operations. It may be implemented through periodic
central orders (targets) determining the level
and, in some cases, direction of trade. It may
also be done without a precise framework of division of competence between the government and
trader. Finally, government interference with

In some cases equivalence between the budgetary transfers on one side and tariffs or export
subsidies on the other may be established. In
other cases, the feeding system is mostly an
accounting device designed to assure conformity
between target fulfillment, which frequently imlies a planned loss, and profit--maximizing objective. As in the former case, the protectionist
and discriminatory policies may be implemented
through the feeding system, e.g. through diversification of the budgetary transfers depending
on the direction of trade, traded product, or
type of international payment arrangement.
d) The majority of the state trading units
have an import or export monopoly. That privilege
may enable the unit to exploit a monopoly power
on the domestic market and, in some cases, to
maintain monopoly in international trade. Domestic monopoly introduces a danger of monopolistic
protection above the contractual level and of
market discrimination in dealing with varying
marginal terms of trade in particular markets.
State traders often benefit from government
privileges in transport, insurance, free export
promotion assistance, etc. The character and
the extent of those privileges depends, first
of all, on the nature of the trader's objective
function and the associated constraints upon it.
Those special measures of government assistance
may change the rules of the game in international
trade and, as such, require special attention.

6) This does not include trade control measures
such as quotas, licensing, subsidies, tariffs, etc.
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The State Traders

I will examine the export prospects to Russia, Eastern
Europe, and China between now and 1985. The focus will be on
trends for grain exports, assuming normal weather conditions.
Since 1972, Russia has had three major shortfalls, the natural
result of their extreme climate. In 1977, the shortfall was about
20 million tons. We think exports to Russia will be 17 million
dollars this year. Russia has actually made progress in grain
production, about three percent a year. But they are less
efficient thanwe are in livestock feeding. Since the 1960's,
they have pushed livestock development programs which require feed
grains beyond what they produce.
Grain imports will probably not continue rising because
Russia's per capita meat consumption is about what can be expected,
given its per capita income. Meat is heavily subsidized. There
will probably be attempts to adjust the price system, perhaps by
allowing more private sales. Imports will also be limited because
of the foreign exchange drain. Current trends indicate that Russia's
production of feed will catch up with its demand.
The Eastern European countries have also had trouble meeting
livestock feed requirements domestically. However, many of these
cannot increase their production further. Imports are therefore
expected to continue rising.
China has been a steady importer of grain in the past ten
years, but in the past two years there has been an upsurge in
imports. This has been attributed to poor weather, but there are
indications that it might be the start of a major trend.
China has more limited possibilities for increased production
than any other country. It already uses irrigation, double cropping,
and fertilizers. However, there are indications that there is some
loosening of the systems of economic control. There have been some
wage increases recently, which normally lead to more demand for food.
China's foreign exchange proceeds have increased from petroleum exports,
and we expect part of that to be spent on rising grain imports.

Fred Sanderson
As you may appreciate, one cannot really
Project the supply and demand trends for the
communist countries and the resulting net import
requirements with anything like the precision or
c°nfidence with which we may predict long term
trends in the U.S., in Western Europe, or in
Pan. At best, we can make an educated guess.
Inls is particularly true of China, where even
the experts closest to the developments there

failed to predict such major upheavals as the
Great Leap Forward which turned out to be a great
leap backward, and the Cultural Revolution which
so disrupted the Chinese economy, including food
production.
Let me first talk about the Soviet Union. I
think almost everybody was taken by surprise by
the massive grain imports since 1972. The years
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1963 and 1965 are the first in which there were
any significant grain imports by the Soviet Union.
Then in 1972, 1975, and 1977, the Soviet Union
had major crop shortfalls. In both 1963 and 1965,
the shortfall was about 25 million tons. In 1972,
it was 20; in 1975 it was a massive 65--the largest shortfall ever experienced in the Soviet Union.
Then in 1977 it was about 20.

in imports is the fact that meat consumption in
the Soviet Union is still quite low compared to
what it is in the United States, and indeed, in
most Western European countries. But if you compare meat consumption per head with income per
head, you see that the meat consumption in the
Soviet Union is not significantly below what you'd
expect. Of course the United States is higher
and some of the poorer countries are lower. But
the Soviet Union, which has a middling income in
the neighborhood of Italy, is just about where it
should be in meat consumption on the basis of its
income.

Now let's look at the net imports. The
imports in 1963 and 1965 were only about 5 million
tons each. For the 1970's, I have taken the two
years following the crop shortfall because,
typically, deliveries in the year of the crop
shortfall tend to spill over into deliveries going
into the next year, which are then presumably used
to replenish reserves. In the two years following
1972, the imports were 26 million tons. In the
two years following 1975, 32 million tons. For
1977, I can give you only an estimate for one following year--the current crop year. We think that
it is going to be 17 million tons, and there may
be an additional spillover into next year. You
can see that something has been happening between
the 1960's and the 1970's which causes a rising
proportion of these crop shortfalls to be covered
by imports.
The reasons for this change are still a
matter of debate. Many researchers have pointed
to the lag in productivity in the USSR compared
to the United States and even compared to Canada,
which is really more comparable when you consider
that the climate of the Soviet Union is much less
favorable than ours, but similar to that of
Canada. Nonetheless, the Soviets have made considerable progress, particularly in grain production. The trend of that production has been
rising at something like 3 percent a year, which
is a respectable rate of progress by any standard.
Of course there have been ups and downs because
of the weather. Their grain production is really
stupendous; they produce 880 kilograms per capita,
which is 75 percent of the per capita production
of the United States. Where they really fall
down is on the efficiency of livestock feeding.
They use a lot more grain to produce a given
amount of meat and other livestock products.
Since the 1960's, the Soviet government has
committed itself to an ambitious livestock development program, involving heavy investments in
large scale, specialized feeding operations.
This in turn was the result of consumer pressures.
This emphasis also spread to Eastern Europe. The
result has been that their feedgrain requirements
have been going up by anywhere between 4 and 7
million tons a year. They have been going up
faster than domestic feedgrain production, and
this has put pressure on the Soviet grain economy.
You may now wonder what the prospects are
from here on? Are these imports going to continue
to rise? I doubt it. One thing that has led
American analysts to predict a further rise

One of the reasons why there has been such a
pressure on livestock products, particularly meat,
is the fact that meat consumption is heavily subsidized in the Soviet Union. Probably not much
more than half of the costs are covered by what
the consumer pays in government shops. That, of
course, has stimulated meat consumption. In
addition, some alternative ways of spending income which are available to Americans--like buying
a car--are still practically closed to the Soviet
citizen. There has been an extraordinary pressure
concentrating on meat, which was one of the few
things that the Soviet citizen could spend his
money on.
I think there will be attempts to adjust the
price system--if not by adjusting the official
prices, then by opening the market up a little
more to sales by members of collectives on their
own account. Those private plots already account
for 30 to 50 percent of the sales, and, of course,
that produce is sold at higher prices. Some
prices are still semi-controlled in the urban
Kolkhoz markets; some are uncontrolled in the
black market. If the Soviet authorities just
relax the pressure a little bit, the weighted
average price will rise because of shifts in the
weights of this triple price system.
Another reason why I think there are limits
to the expansion of grain exports to the Soviet
Union is that the foreign exchange drain can
probably not be sustained on anything like the
scale that has occurred in recent years. The
.
massive imports in the peak years involve something
like $4 billion a year in foreign exchange. Since
1972, the Soviet Union was fortunate in also
having windfall profits on its exports, particularly on oil but also on other raw materials. If the
experts in the CIA are right, oil exports are
likely to taper off, due to increasing difficultie7c
in stepping up production and to increasing domest
demand for oil. The Soviet Union is heavily in
debt to hard currency countries--some $16 billion'
Their creditors are worried about it, and indeed, t
the Soviet authorities themselves are worried abr
en
maintaining their credit standing. They have ta is
steps to slow down the rise in this debt, and
estimated that this year the increase will be onlY
about $1 billion dollars.
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My conclusion is that massive grain imports
represent a passing phase in the evolution of
Soviet agriculture. Over time, grain production
will catch up with the demand.
I base that on
the effort, shown by the current Five Year Plan,
to step up forage production, particularly in
European Russia, which so far, has been badly
neglected and also on the projected slowdown in.
the increase of livestock consumption, which is
apparent from the targets in the Five Year Plan.
I'll be very brief on Eastern Europe because
the problem is somewhat similar. Like the Soviet
Union, Eastern Europe had difficulties in meeting
increased livestock feed requirements from domestic production. Net grain imports have risen
from around 4 million tons in 1966-69 to 8
million tons in the 1970's. They are now around
10 million tons. Unlike- the Soviet Union, these
countries, particularly the northern tier of
these countries--Eastern Germany, Poland, and
Czechoslovakia--have rather more limited possibilities of increasing their production.
Their grain yields are already high and their
fertilizer consumption is very high. So in those
countries, unlike the Soviet Union, I'd expect
a continuation of the trend of rising imports.
I wouldn't be surprised if the average grain
imports by 1985 would be somewhere around 15
million tons. In fact, I'm informed that they
are about 12 million tons already in this
current year.
China has been a rather steady importer of
somewhere around 4-6 million tons of grain in
the past 10 years. In the past 2 years, there
has been a sudden upsurge to about 8-9 million
tons, which has been widely attributed to poor
weather. Yet, there are indications of a major
Change in the situation which, I think, may bring
the PRC into the world grain market for a rising
volume of imports. If you look at the history
of the past 25 years, grain production has increased by about 2.4 percent since 1952. The
rise was interrupted in 1958-64 and also in the
late 1960's. Since 1970, it has been up around
the average--2.3 percent. Population, however,
has gone up by about 2 percent, so this has
meant very little grain left over for any imProvement in per capita consumption. Consumption
ls very low; it's a very frugal diet--not any
better than in India. But the Chinese have been
more successful in distributing the food in a more
equitable fashion.

area they probably cannot go much further without
a dangerous lowering of their water table. There
has been some talk about diverting water from the
Yang Tse and Yellow Rivers into the dry areas
of the north, but the expenditures and the effort
are so tremendous that probably it will not have
much effect until the 21st century.
Fertilizer use is already quite high--80
kilograms per hectare, of which about half is
organic, the remainder chemical fertilizers. By
1980, they probably will use about 100 kilograms,
of which two-thirds will be chemical. There is
some room there for increases, but so far even the
substantial increases that have taken place have
had a limited impact on production. The response
ratios have apparently been quite low.
There is a new and important element in the
picture from the point of view of China's import
needs. Indications are that the iron discipline
which has made possible what is probably the most
effective system of rationing, wage controls, and
internal migration (from the countryside to the
cities) seems to be breaking down. There is
something of a thaw in the offing. For the first
time in many years, wage increases have been
granted to wage earners in the city to provide incentives. While we can't be certain, it is quite
possible that further wage increases will take
place. The first thing that wage earners in a
poor country want to spend their wages on is food.
So you might expect that there will be more black
marketing and more feeding of pigs and poultry
for those who, with these higher wages, can afford
it. As in the Soviet Union, this thaw may force
the regime to increase its imports.
Now what about China's balance of payments?
In the past, their foreign exchange proceeds were
a serious limitation on what they could buy abroad.
But this situation is improving: the Chinese are
entering world markets on a rising scale. They
are exploiting their petroleum resources, and we
can expect that the foreign exchange proceeds
from these exports will be rising rather fast.
Of course, the preference of the Chinese regime
will undoubtedly continue to be to spend that
money on industrial equipment, which they need
badly for their development. But given these
popular pressures, I think we can expect that at
least part of that foreign exchange will be spent
on rising grain imports.

The possibilities for further increases in
Production, however, are much more limited than
Probably anywhere else in the world except Japan.
China already has the highest percentage of
Irrigated land, and the highest cropping ratio-140 percent on the average. Rice double-cropping
ls the general practice where the climate allows.
The cultivated area has not increased since the
1930's. There has been a great development of
tube wells in the past 10 years, but even in that
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The State Traders: Canada

I shall explain the operation of the Canadian Wheat Board
as an example of a state trading corporation. About 9-11 percent
of Canadian trade is attributable to the Wheat Board.
These are three reasons why Canada developed a Wheat Board
instead of a system like that of the U.S. First, Canada has a
long-standing dependence on the export of wheat. Second,
Canada has limited alternatives for making production adjustments
because of its short growing season. Third, because of the
isolation of the area and the limited diversity of its agriculture,
farmers were able to identify as a group and to agree on the
goals of 1) price stabilization and 2) getting more control over
the sale of the product.
The Wheat Board has three objectives. The first is the
most important: to sell grain to the best advantage of the Canadian
producer. The second is to provide price stability, and the
third is to insure that each producer gets a fair share of the
market.
The Board gets its power from the fact that it has a
monopoly on foreign grain trade. It is composed of five
commissioners, appointed on a non-political basis. An elected
advisory board gives input from the farmers.
The functions of the Board fall into four areas.
1.
-2.

They are:

The price pooling system.
The quota system.

3.

The transportation coordination function.

4.

The sales and market development system.

The federal government's role is largely on the finance
side. It sets and guarantees the initial payment. It provides
for payment to farmers who, for lack of elevator space, cannot
deliver at the specified time. It also guarantees the Wheat
Board's Credit.
There are three associated programs of importance. One
is long-term credit to developing countries in food aid. The
second is a two-price system whereby the domestic miller is
guaranteed a price. The third is new. It is the Western Grain
Stabilization Act, which guarantees .the farmer's marginal
income to be equal to the average of the past five years.

Brian Oleson
Dr. Kostecki has given an interesting
introduction to the state trading corporations,
and I shall follow that introduction with a
specific example - the Canadian Wheat Board.

crops are rye, flax, and rapeseed, but over 50
percent of that land will go into wheat on any
given year.

Trade to Canada is very important, and
agricultural trade is especially so. In terms
of agricultural trade, particularly the export
of grains, the Canadian Wheat Board is a cornerstone of trade in Canada. Dr. Kostecki mentioned
9-11 percent as being the amount of trade that
is attributable to state trading corporations
in Canada. I would suspect that the entire
9-11 percent is composed of sales from the
Canadian Wheat Board, so we can see the importance of the Canadian Wheat Board to overall
trade. And when you consider that 70 percent.
of our trade is with the United States, that
remaining 9-11 percent constitutes more than
one-third of our trade with countries outside
of the United States.
It is important that producers and agribusiness in the United States be aware of
Canada's system and for Canadians to be aware
of the American marketing system. Canada, in
general, is not a state trading nation, but
in this area we are. Since Canada and the
United States are very similar countries,
looking at our differences can assist us in
understanding our own systems a little better.
I would like to give you a brief introduction to the geographic background of the
Canadian agricultural situation. Canada, as
most of you are aware, is a country composed of
10 provinces (very much like your states) and
two territories, the Yukon and Northwest
territories. To a western Canadian, like myself, and I think to most people, Canada makes
more sense when thought of as four distinct
regions. Those regions are the Atlantic, or
Maritime provinces on the east coast, the largely
French speaking province of Quebec, Ontario -the traditional seat of economic power,
Particularly in the area that juts into the
United States in the south of Ontario, and the
western provinces, the traditional seat of
agricultural power in Canada.
The northern sweep of the Great Plains into
Canada is referred to as the "designated area."
This is a term that is officially used in the
legislation of the Canadian Wheat Board Act.
It comprises about 80 percent of all improved
land in Canada. The main crops are wheat,
barley, and oats. Some of the other important
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The interesting characteristic of this
area, in contrasting it to the United States,
is that it is isolated. This fact has been very
important to the development of the Canadian
Wheat Board. It is isolated on the Ontario side
by the vast regions of northern Ontario, which
are largely unpopulated. It is totally isolated
on the north, where primary resource activity,
such as mining, dominates. We get the odd Soviet
satellite dropping in to create some excitement.
On the west side we are totally cut off by the
Rocky Mountains and the Pacific Ocean. On the
south side we are not physically cut off but we
are isolated in a political sense. There is
an artificial border here separating groups of
farmers with very common interests, and so this
area is truly isolated.
. Most of the grains transported out of this
area are destined for the two ports of Vancouver
and Thunder Bay. This movement is almost entirely
by rail. In the past, Thunder Bay carried the
lion's share of that rail movement; however in the
last five to ten years, with the growing importance
of trade with the Pacific Rim countries, Vancouver
has grown in importance. Currently, the main
constraints on expanding Vancouver trade are the
physical limitations of rail movement and the
limited grain storage facilities in Vancouver
itself.
I would like to say a few words about the
formation of the Canadian Wheat Board as a state
trading corporation and why marketing developed
differently in Canada than in the United States.
Three reasons seem to be especially important.
The first is that Canada has a long-standing
dependence on the export of wheat. In any given
year, we export an average of 75 percent of our
production. On the other hand, the domestic
market has always been the mainstay of American
agriculture. In recent years, the United States
has also been hitting very high figures, but this
is really a recent phenomenon, at least in wheat.
In 1944, for example, the United States imported
over a 100 million bushels of wheat from Canada.
So the change of position in the United States
has been a dramatic one. But Canada has always
been dependent on exports and therefore very
dependent on the price swings, especially in the
periods of low prices.

on a regular basis to scrutinize board policy
and direct the Board in many fashions, giving the
farmer a voice in Board decisions. The Board
is thus left accountable for Canadian Wheat
Board performance but the benefits of farmer
input are still present.

The second reason is that, given the
geographic makeup of Canada, we have very
limited alternatives. The shorter growing
season means that when the prices do come
booming down on the export market, we can't
make the production adjustments that are
possible in many areas of the United States.
The alternatives are so limited.
And then thirdly, given the geographic
isolation of this area, farmers were able to
identify as a group much more easily than they
have been able to identify as a group in other
countries, especially in the United States where
you have a very diversified agricultural sector.
In Canada this common identity led to common
goals regarding wheat. Wheat acted as a common
binding force and consequently common goals
developed to 1) stabilize price and 2) get more
control over the sale of the product. It is
interesting, I think, that these two goals do
not necessarily mean government subsidization.
It is only in recent years that the farm sector
in Canada has had a significant degree of
subsidization through any programs at all. So
the existence of the Wheat Board does not
necessarily imply subsidization.
The Wheat Board has three objectives, of
which the overwhelming one is to sell wheat,
oats, and barley to the best advantage of the
western Canadian producer. The second is to
provide price stability, and the third is to
insure that each producer gets a fair share
of the existing market.'
I would like to take a closer look at the
actual board structure. The Board's powers
derive from two very broad areas: the producers'
side and the buyers' side. From the producers'
side, a producer of wheat, barley or oats in
western Canada must deliver his grain to the
Canadian Wheat Board with the exception of
grain intended for the domestic feedgrain
market. The domestic feedgrain market is
essentially a private trade operation, even
though the Wheat Board still has certain links
with that system. On the buyers' side, any
buyer of Canadian wheat, oats, and barley has
to go through the Canadian Wheat Board either
directly or indirectly.
The Board is composed of five commissioners
who are appointed on a non-political basis.
The main criterion for selection of a commissioner has to do with his ability to market
wheat, barley and oats to the best advantage
of the western Canadian producer. The staff
of the Wheat Board is non-civil service.
Salaries are paid from the sales of Canadian
grains. There is an advisory board that is
elected by the producers of western Canada.
Elections are.held every three or four years,
and eleven elected representatives get together

The Board's functions fall into four areas:
the price pooling system, the delivery quota
system, the transportation coordination function,
and the normal marketing role that you would
expect - sales and market development. I would
like to just speak briefly about these roles.
The price pooling system is fairly simple
in concept. In the spring, the federal government announces an initial price. For example,
just this past week, •the federal government
announced that the initial price for the next
August-July ctop year would be $3 for our highest
grade of wheat, No. 1CWRS. That price, then,
will apply to the entire crop year. Deliveries
are made during that crop year. The Board makes
its sales and on the basis of the prices that it
receives on the world market, it will hopefully
make a final payment at the end of that year.
If the Board's prices are not high enough to
cover the initial price, then the federal government does cover the deficit. This has only
happened four times in the 42 years of Board
existence, so it is not over-whelmingly important
in terms of the amount of money that has gone int°
the system, but it is an important guarantee. It
is an especially important one in Canada where
people still remember the collapse of export
prices in the 1920's and 1930's. The system
accomplishes three things. First of all, it
guarantees a minimum price; secondly, it gives
the same price to all producers; and thirdly it
gives the same price regardless of delivery date.
Whether you deliver your grain in November or
January, you will be getting the same final
realized price.
The second aspect of Board operation is the
delivery quota system. This system tends to be
fairly complicated. It has changed a lot over
the years, but our farmers have lived with it a
long time, and there really isn't much confusion
about it. Basically, it works something like
this. A farmer has a basic quota base that comes
out of his seeded acreage and his summer fallow.
The individual farmer then can allocate that base
to any grain that he wants, regardless of what
he actually planted. He himself can assign it
the way he sees it making sense with his own .
marketing program. The control of the system ls
handled through a system of permit books which.
each farmer must maintain. When he delivers his
grain to a country elevator, the elevator agent s
will update the permit book with those deliverle '
and in this way the elevator agent will always.th,
know whether or not that producer is keeping 141
in quota or not.
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The delivery quota system accomplishes three
things: First, it allows the Board to program
the delivery of grains from the producer to
correspond to the Board's market program.
Secondly, it gives an equal sharing of markets,
and thirdly, it allows for equal access of
elevator space. In certain years, this is a
fairly important aspect because our elevators,
as those in the United States, tend to get very
congested at certain periods of time.
The third aspect of Board operation is the
transportation coordination function. The
Producer delivers grain to the country elevator
which in turn is transferred to the terminal
elevators by rail. The country elevator system
in western Canada is largely cooperative. The
four main Prairie coops handle the largest share
of the country elevator activity. The private
Side has been diminishing in importance fairly
rapidly. The only exception to that, I think,
is Cargill Grain, which has made a concerted
effort to become a viable part of the western
grain handling situation in recent years. Our
rail companies, Canadian National and Canadian
Pacific Railway, own the rail beds and the rolling stock, and similarly the cooperatives and the
Private trade own and operate the terminal elevator system with some minor government participation. Consequently, the Wheat Board actually
owns no physical facilities in this whole system,
but the Board is responsible for the main coord lnation function, under the system that we call
the "Block Shipping System."
The marketing system is the fourth aspect
°f Board operation. As I mentioned, the Canadian
Wheat Board sells its grain in two fashions.
°Ile is through direct negotiations, for example,
with Exportkhleb, the grain trading agency of
the Soviet Union, or the grain export agency of
the People's Republic of China. The Board will
slt d own with the buyer and negotiate the terms
°
cOf trade, the amounts, the prices,
the time of
eliveries and so on. Under the second method
(,),! sale, the private trade buys from the Canadian
eat Board, receiving
ownership of the grain at
of our export ports. They'll sell at what:
ver profit or loss they can achieve, and that
,t8
beyond the Board. Under both methods the
?ard does
not take a hand in ocean transportation.
ot ls not an export corporation in that fashion.
;0 these
are the two main methods of selling,
,
ric.1 the distinction is not clear cut because the
tcqlvate grain trade has a hand
in Board sales
saten, and the Board also has a hand in private
s,les. Other aspects of marketing are fairly
Stan
they are the standard business procetries that you would expect from any modern
adlng corporation.
th,

One question that is often asked is:
given
tYPe of system with the Canadian Wheat Board,
-' is the actual
role of the federal government?
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In closing, I'll just briefly go over a few,of
the roles of the federal government.
I should mention that even though there is
this type of control--and initially one gets the
perception of more control than actually exists-in all our programs we try to keep the market
operating as freely as possible. We have tried
to keep these programs from interfering with
the incentive of the producer to produce what
is most economically rational given his specific
situation. The federal government's role is
largely on the finance side. It guarantees the
initial payment, which is not all that important
since the federal government also sets the initial
payment. It tends to be very conservative in
setting the initial payment, and because of this,
the pool has only been in deficit four times in
the last forty years.
We also have an Advance Payments Act which,
given constraints on elevator space, allows the
farmer to collect his initial payment even though
he might not be able to deliver his grain right
at that time at the country elevator. And thirdly,
the federal government acts to guarantee Wheat
Board credit. The Wheat Board is a major borrower
of funds from the commercial banking system, and
with this guarantee the commercial banking system
grants the Board lower interest rates, thereby
lowering operating costs.
We have some associated programs that I
think are important. For example, as you would
expect, Canada offers programs of development
assistance which include food aid and long-term
credit programs. These are similar to your own
credit and aid arrangements. Two other programs
that you may find interesting are our two-price
wheat system and the Western Grain Stabilization
Act. The two-price wheat system fixes the price
for the domestic matter so regardless of the
world price the domestic miller will continue to
pay that same price. The Western Grain Stabilization Act is fairly recent; I think the first
payments will be coming through this year. It
tries, on a regional basis, to solve the stabilization problem with regard to income. It
guarantees that the adjusted receipts of farmers
will be equal to the average of the past five
years. Essentially it is the margin that is
guaranteed. The variable costs of operation are
deducted from grain receipts and it is that remaining margin that is being stabilized.
This program has only been in existence
for two or three years. Programs such as this
should be studied closely by interested Americans
since you can learn from Canadian successes and
failures in the same way that Canadians can learn
from your experience.

The State Traders: Russia

Editor's Note: Shortly after this speech was presented,
an employee of International Harvester was arrested in Russia
and charged with currency violation. This may affect the.
outlook for U.S. business in the Soviet Union.
International Harvester has been exporting to Russia for
100 years and has a good name there. Its current relationship
with the Soviet Union began in 1972 and has resulted in the
sale of millions of dollars worth of bulldozers, tractors,
loaders, and pipelayers. International Harvester accounted
for about 10 percent of total U.S. exports of manufactured goods
to Russia in 1975 and 1976.
There are a number of misconceptions about trade with
Russia that have not been borne out by International Harvester's
experience. Orders have been paid for in cash. Trade has been
profitable. In spite of the bureaucracy, trade is highly
personalized. The Russians prefer to deal on a continuing
basis with individuals -whom they trust within a company.
Translators are very objective, professional, and helpful.
The G.A.O. in Washington has published a study saying that
American exporters are at the mercy of State Trading Organizations,
who are driving prices down. Businessmen who trade with Russia
agreed, however, that such was not the case.
Traders must be willing to be flexible in their expectations
and to modify their negotiation practices, if necessary.
Trade experience, contacts, and the learning process are
contributions that the business community can make toward helping the two countries get along.

Robert McMenamin
I want to talk briefly about my own experience and the International Harvester Company
experience in Russia. I'll point out some misconceptions that exist in trading, and particularly in selling to the countries with state trading
organizations. Finally, I'll tell a couple. of
case histories to show how deals are made in the
Soviet Union by Western traders.
International Harvester's
Russia is unique. The Company
years ago, developed an export
rapidly, and in the early part
set up branches throughout the
it had 3500 agents in Russia.

experience in
was there 100
market very
of this century
country. By 1908,
In 1914, 35 percent
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of the foreign business done by International
Harvester was done in Russia. When the Revolution
came, we had a factory outside Moscow employing
6,000 people, manned with five or six Americans;
all others were Russians or other Europeans. We
took a handsome loss on that investment. However,
contact was continued during the years between the
wars, when a tractor factory was set up in Stalingrad. The Russians came to this country in the
late 1920's or early 1930's and bought components
for the old 1530 tractor. They actually set that
tractor up in production without technology or
licensing from the Company, and that was the model
that they made until the war. In the war years,.
International Harvester's trucks went to Russia In

large quantities under Lend Lease programs. The
OKB6 International was copied and put into production in a factory in Moscow and is still
Produced there in rather limited quantities.
All this led to a knowledge about the Company
and appreciation for the name McCormick, which was
our trade name in the earlier years. When I
made my first of 22 trips to Moscow in the
1970's, I didn't even mention our previous
Presence, because I thought they might be considering us "capitalistic oppressors" or "Wall
Street capitalists." I soon found out, however,
that the fact that we had been there before was
a real plus, that it was a great way to break
in and start some business talks.
We started, then, in the Detente period
to talk some business. Even though some of our
top executives told me I was wasting my time-they'd never buy anything-=we were all surprised
When we sold a small contract of 3 million
dollars in early 1972. Then they said they
wanted to buy some more, and it was a 40 million
dollar contract in late 1972 for bulldozers and
Pipelayer tractors for the pipeline industry.
Then another one came--a $25 million deal for
turbo-compressors for the pipeline, and a $25
million one for loaders for the gold mine fields,
and finally one single deal--$115 million for
b ulldozers to help reconstruct the Trans-Siberian
Railroad at the eastern end.
Of these deals, nearly 75 percent has been
cash. At the moment the Company is holding
30-35 million dollars worth of unfilled orders-orders which are scheduled out ahead--and they,
t°°, are for cash. I mention this because it
s tresses a misconception of our business.
With the heavy talk of Soviet credits, cash
Payments are usually surprising to most people.
That is our experience in Russia. Now, let
me speak of some of the misconceptions that I
think exist on the part of many people who are
casual observers and sometimes uninformed about
selling to Russia and to other Communist countries.
First, they have a misconception about
Profitability. Dr. Marshall Goldwin of Harvard
University wrote a book three years ago called
Detente
and Dollars, and he dwelled on the fact
that American businessmen were going over to
Russia and making bad deals. Well, I can tell
Y°u that I didn't go over there 22 times in 6
Years to make bad deals. We have done highly
Profitable business in the Soviet Union.
We tell them
it is profitable. We tell them
that is why we're there. They seem to respect
hat. International Harvester alone, in 1975
and 1976, accounted for 10-12 percent
of total
!xPorts of manufactured goods going to the
.oviet
Ha
t Union, and Caterpillar and International
together accounted for something like
t
,°r 23 percent of all manufactured goods in
"°se two years. When the two Companies say

that business is profitable, I think you can see it
is not just a minority voice. Most of the businessmen that I meet say the same thing. I told Marshall
Goldwin, who has become a good friend of mine,
"You know, talking to businessmen is a bit like
talking to poker players. The winners stick the
money in their pockets; and the losers are the
ones that talk."
Another misconception, which I once held
myself, is that it is so highly bureaucratic that
it would be very impersonal in the process. Now
it is bureaucratic, and the early stage of finding
who to focus on to make the deal is not easy. But
it is highly personalized. This has been a surprise to me. When they begin to sense you as an
individual and your company as an entity that does
business in a straight-forward, honest, and reliable way, there is a real tendency to continue
with you because they seem to put emphasis on this
personal side.
I'd like to tell one little story. We have
two Americans operating the office there. It is
accredited by the government, and we have a very
enterprising man who set it up and was there for
three years. This man, at one time went to call
on a very, very high up minister of agriculture
and just acknowledged the fact that the minister
had been to Chicago as a guest of our Company.
The minister thanked him very much for the hospitality extended and spoke of how much he had
enjoyed the beef that was so plentiful in Chicago..
He said, "You can't buy that here in Moscow."
Our man said, "Well, just leave it to International Harvester."
At that time we had a lot of people coming
and going. The next day he called on a chap that
was leaving and said, "I want you to go and buy 25
lbs. of prime beef, have it deep frozen and labeled
'spare parts' and bring it with you."
So, about three days later he went in to see
this Minister of Agriculture and said, "Say, I've
got something for you." And he told him.
Well, the Minister sent his translator out,
and they started talking some more. Very confidentially he said, "My car will pick you up at
your hotel tomorrow night. We'll go to my dashua
on the edge of Moscow. Bring the beef."
The appointment was kept and the Minister
had over 12 or 14 of his very high level people.
They talked, drank vodka, and ate beef until 4:00
in the morning.
We had an exhibition running at that time.
The next afternoon the Minister brought 30
people to the exhibition. Among them were the top
government leaders. This delegation had been at
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luncheon and were in an affable mood. Photographs were taken and a good bit of fun was
had. The next day all of the exhibited machinery
was sold without any question. The relationship,
just through this little personal series of
incidences, was thoroughly cemented.
People say to me, isn't the translation a
problem? No. It isn't. They have very objective, very professional translators. I'll tell
another little story.
We made one transaction a year ago which
went very well, but the people with whom we
were negotiating were very reserved. The translator was a little old lady, sort of a grandmotherly type, who would always meet us at the
door, take us to the meeting, and then come
back. Gradually, we found out that her presence
was important. She would say things like "Good
meeting today." We didn't know whether we had
had a good meeting or not, so that was quite
important to us. Then on succeeding meetings,
she would say, "You know, they like your products." "There are only six companies in this."
We didn't learn that in the meeting. When we
got to price negotiations, a couple of her
after-meeting comments were quite helpful to us.
She just thought she was making small conversation about what the price negotiations would
finish at.
There is another misconception that I believe
exists, although it has been pretty well laid
to rest now. The General Accounting Office in
Washington put out a study saying that American
companies and American traders were at the
mercy of the State Trading Organizations and
were just being whipsawed to death. That means
they'd play one against the other to drive
prices down, and nobody would make a good deal.
Well, as was mentioned in the introduction, I
am chairman of the Advisory Committee, for the
Department of Commerce, and this was taken up
in one of our meetings. It was thoroughly
ventilated and put to a vote. All fifteen of
the business men that were present that day
said no, it is not a problem. It is not any
more of a problem than it would be dealing with
any strong buying or selling organization. The
only dissenter was a Professor from Cornell,
who I think was looking at it more from the
point of view of theory. You could substantiate
it in theory, but in practice it was not found
to be the case.
International Harvester's strategy has
been based on a studied approach of the situation
in dealing with these markets. You can't rush
in and talk and present and negotiate like you
can with a distributor in Des Moines or Minneapolis. Our top people are involved. I was
representing the full strength of the company's
products and its policies when I was there. We
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had a corporate presence that carried through to a
monolithic entity, a type of dealing that was
familiar to them. We used seasoned and skilled
people. We had product presentations in the form
of exhibitions and seminars.
You don't always succeed. I'm going to
tell you about one that got away, and then I'm
going to tell you why and perhaps make a few
points in the process. Two years ago in the
harvest season, I was in Moscow and was called to
the Ministry of Foreign Trade by the Vice Minister,
who has been a very positive factor in East-West
trade. In U.S. trade, he was chairman for the
Soviet side of the Trade Economic Council. He
said, "You had a Windrow Harvester here on test.
We like it.

We'd like to buy five more."

Now, the mere fact that this man at this
level had called me in was significant; it had to
mean that somebody above him had been into this
issue.
He said, "We'd like to talk about taking an
option on 100. We understand that you make
these in Canada and that Canadian credits
could be used."

"Yes, that is true. It's an 85 percent .
Canadian machine and it would qualify for Canadian
credits."
Well, I came away from there with dollar
signs in both eyes because I thought I had the
makings of another transaction. We sent technical
people over with the five machines, and they were
thoroughly tested and measured up well. Then we
tried to find out when we were going to sit down
and talk. About six months later I was in, and
promoted
by this time the Vice Minister had been
another
to the position of top banker. I met with
rethe
has
Vice Minister of Foreign Trade, who
sponsibility for all hard currency, machinery
imports from the West.
I said, "Well now I'm here on my normal
round of visits, and, you know, we have this
matter of Windrowers."
He said, "Mr. Vice President, I think if
see
you will look at our statistics, you will
that we buy very few farm machines from the West.
have
I think that is your answer." While they
talk,
continued some testing and some technical
Purdon't really think there will ever be any
chases, despite the fact that we know their
that
harvesting procedures desperately call for
eve
could
they
kind of a machine, and perhaps
t
:
that 10-11
save some imports of grain if they had
dialogue
the
of machinery. I think it shows
and ,
went on at top level. Maybe the financial
eeu
n
we
"Yes,
said,
some of the state farm people

1.

a

some of these machines." And then some of the
local producers, the state entities that make
them farm machinery, said, "Well, we can have
a machine like that ourselves in two or three or
four years." In any case, in the dialogue that
Went on, the decision was made that these machines
Would not be purchased.
My experience has been similar in China. I
went to China in April of last year, and we put
together, I think, the first automotive transaction between the United States and China. It
was for heavy duty trucks for the oil fields.
Again, the factors that I have mentioned are
.important and seem to work.
I would like to conclude with just a couple
Of observations. Americans must be adept Yankee
traders in this market. You can't go in with
fixed ideas and say, "If they don't work like we
d° with distributors in the next door country of
Pinland or Austria, we're not going to modify or
Change." If you do modify and change and relate,
You're going to have a chance at the business. I
believe the U.S. government's stand on the trade
!
)111 has hurt us badly. Just yesterday, here in
knneapolis, I talked with a company that has
certain processes they would like to sell, and
the only way they can see to sell them is through
)
al Swedish company that will use their processes
tit then put up the credits and make the kind of
Ptoposal that would be acceptable on the other
side,
Finally, I believe that the trade experience,
e contacts that are made, and the learning
13trocess that exists can be some of the things
that will help keep us from letting the militarasts or the hard liners on either side get hold
d throw us into a major confrontation at some
time.

th
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The State Traders: Russia

The centrally-planned countries each have a Ministry of
Foreign Trade that has general responsibility for planning and
financing any foreign trade in the country. Under the Ministry
are a number of trading organizations that handle the buying and
selling of specific types of commodities in foreign trade. Russia
has approximately 30 trading organizations, about 10-15 of which
deal exclusively or partially in agricultural products.
The trade organization in the U.S.S.R. that handles imports
or exports of grain and oilseeds is called Exportkhleb. Russia
was a net exporter of grains until 1970. At that time, government
policy changed to one of promoting livestock development by importing grains to offset domestic shortfalls. In 1971-75, Russia imported an average of 10 million tons a year. The wierage for
1976-1978 is 12 million.
Over the next 3-5 years, we expect exports to Russia to increase and to be less volatile than in the past. We have a 5-year
agreement with the U.S.S.R. that has 3 years more to run. We have
seen indications that they are raising their meat goal.
A difficulty in estimating what Russia's needs are going to
be is that the government keeps much data secret, including crop
forecasts made during the growing season, reports on the quality
of their grain crop, and the amount of carryover stock.

Fletcher Pope
I would like to discuss briefly some of the
organizational aspects of foreign trading by the
Centrally Planned Countries, but particularly by
the Soviet Union. The Centrally Planned Countries
have their foreign trade conducted by state
trading organizations, most of which, in fact,
enjoy a monopoly of foreign trade. All of these
countries have a Ministry of Foreign Trade, which
has overall responsibility for any foreign trade
by the country. This is a general responsibility
dealing with plans and financing. Under each of
the Ministries of Foreign Trade, there are varying numbers of trading organizations which handle
the actual buying and selling of various commodities that enter into foreign trade. In
Eastern Europe, there are generally between 5 and
10 trading organizations per country. Of these,
something like two or three generally are involved
in the trade of agricultural products and the
others in the trade of non-agricultural products.
China has 15 such organizations under its
Ministry, and the Soviet Union has about 30. Of

the 30 in the Soviet Union, about 4 or 5 of these
deal exclusively with agricultural products.
Another 5 or 10 deal in selected agricultural products as well as in various non-agricultural products.
The foreign trade organization of the Soviet
Union that the American farmers and, indeed, the
American public are most concerned with is one
called Exportkhleb. This organization has responsibility for the Soviet Union's import or export of grains and oil seeds, and it is the
representatives of this trade organization that do
the buying of grain from the U.S. as well as from
other countries.
Historically, the U.S.S.R. has been a large.
'
net exporter of grains. Even before the Revolution
10
as
Czarist Russia was exporting up to as much
million tons a year. Except for 1963 and 1965, the
Soviet Union has continued to be a net exporter.
In fact, during their 8th Five Year Plan, which
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covered the period from 1966 to 1970, the Soviet
Union was a net exporter of a little more than
an average of 4 1/2 million tons of grain each
year. But in 1971 their position in grain trade
change; their export status ended.

imports will average on the order of 20 million
tons.

The reason for this was that the Soviet
government apparently adopted a foreign trade
Policy of importing grains as necessary to offset shortfalls in their domestic crop. This was
done to promote an ambitious livestock development program. During the 9th Five Year Plan,
covering 1971-1975, the Soviets were net importers of a little over 10 million tons of grain
annually. This, of course, was due mainly to
very large imports during two years. In 1972-73,
there was a net import of 21 million tons of
grain and in 1975-76 about 26 million tons.
Nevertheless, average net grain imports for the
5 years were a little over 10 million tons. But
during this period, Soviet grain imports were
very volatile. They went from zero in 1973-74 to
26 million tons in 1975-76. Looking at the first
two years of the 10th Five Year Plan (1976-80), it
looks like this upward momentum in their imports
is continuing. Soviet net grain imports were
only 7 million in 1976-77 but then increased to
over 17 in the current year, 1977-78. Nonetheless, this does give you an average of more than
12 million tons for the two years.
Now we in the Department have not looked as
far ahead as 1985. But in the years just ahead-the next three to five years--I think that Soviet
grain imports will not be as volatile as they
have during the past five years.
I certainly agree with all of the reasons
Dr. Sanderson gave for feeling that the Soviets
Perhaps will cut back on their grain imports in
the years ahead. The Soviets have foreign exchange problems and are subsidizing meat consumption. However, I think that there are various
factors that will keep their grain imports at a
fairly high level. First of all, the Soviets
have a 5-year agreement with us. This is the
second year of the agreement, so there are three
more years to go. Under this agreement, the
Soviets are obligated to buy a minimum of 6
million tons of U.S. wheat and corn each year.
think that in addition to grain purchases under
this agreement, the Soviets will maintain Canada
and Australia as suppliers of grain. Therefore,
the Soviets will likely import somewhat more
grain than the 6-million-ton minimum. We are
likely to see a range in their grain imports
during the next three to five years running from
close to 10 million tons up to perhaps as much
OS 35 million. The 35 million tons of grain
imports, of course, would be in years when they
again have a drastic shortfall in their domestic
grain crop. It really seems to me that with this
10-million-ton minimum and the good likelihood
that in bad grain-crop years the Soviets will
Import a lot more, that probably their net grain

There is a question of an increase in retail
prices for meat in the U.S.S.R. This is a
possibility in view of the fact that the Soviets
are heavily subsidizing meat consumption. However,
I haven't seen any evidence that increases in
retail prices of meat and other livestock products
are planned. It doesn't look like they are backing
off from their livestock product output plans.
The original goals of the 10th Five Year Plan
were really quite modest, calling for very small
annual increases in output per capita. However,
we have seen indications that the Soviets have
already raised their average meat goal for this
plan period. Originally the goal was for 15 to
15.6 million metric tons of meat. We have seen
a figure of 16 million tons. Considering these
factors, we are somewhat more optimistic concerning future Soviet grain imports than Dr. Sanderson.
However, this goes to show that depending upon
your assumption, it does come out different, and
as yet, I don't know who is right.
The unit in the Department of Agriculture
that I'm in is one that is trying to come up with
forecasts of estimates of Soviet grain and
utilization so that we can estimate grain import
needs. Our track record thus far hasn't been
good. We would like to achieve greater accuracy
and be able to tell the farmers and the consumers
how much U.S. grain the Soviets are going to need.
A real handicap in this effort is the fact that
the Soviets use secrecy in connection with a lot
of the data that are really necessary in this
work. I feel that the Soviets use secrecy to
increase the benefits they hope to gain through
the foreign trade activities of Exportkhleb. First
of all, we have not been able to get from the
Soviets the periodic estimates of what they think
the grain crop is going to be during the growing
season. We have tried to get this under the U.S.U.S.S.R. Agricultural Exchange Agreement, but we
have been really quite unsuccessful. Mainly the
response we get to this is, "Well, we don't make
such estimates." I don't believe them, but that
is what they say.
Another figure which would be very useful
earlier in the season is information on grain
procurements--the amount of grain purchased by
the State from the farms as the season progresses.
But this figure for the U.S.S.R. as a whole is not
available until after November 1st, which is late.
This procurement figure is not available earlier
because of a Soviet law, which was enacted at the
instigation of the Ministry of Foreign Trade.
The first figure that the Soviets publish
on their grain crop comes either in late October
or in November, which is after harvesting has been
completed, i.e. after the fact. The Soviets
probably have already completed whatever grain
purchases they need by that time.

-169-

Another type of information which is lacking
is quantitative data concerning the quality of the
Soviet grain crop. The Soviets complain about
grain quality problems in their press, but you
don't know from one year to the next whether they
are buying wheat because the wheat from their
crop was of such poor quality that they could
only use it for livestock feeding.
Any data on grain stocks and other stocks
in the Soviet Union are considered to be State
secrets. I can understand this if the Soviets
would be talking about strategic grain reserves
that are held for use only in case of a national
emergency, but this secrecy is extended to cover
even normal carryover stocks. So we have no information, no official data on Soviet grain
stocks. We do make estimates of changes in grain
stocks.
Also, the Soviets give us very little information on grain utilization. Our work on grain
utilization has to be built up through tidbits of
information that we get from various sources.
We'd like to have all of these things. I guess
what we'd ultimately like, though, is for the
Soviets to tell us what their grain purchasing
intentions are.
QUESTION:
Why was there a difference between the
government estimate and the private trade
estimate on the Soviet grain crop last NovemberDecember?
POPE:
We don't fully have an answer to that yet.
The methodology that we used gave us real good
results in 1976, but it worked out to be much
too high on almost all grains in 1977. Half of
our error was in the estimate of their spring
barley crop. I've gone back for both 1976 and
1977 and put down side by side the data we were
using on soil moisture and precipitation in
relation to average for nay, June, July and
August. We used these data to make an evaluation
of what we thought the yield would be in relation
to trend. All of the evaluations still look
good to me. The amount of precipitation and soil
moisture supplies were as good if not better in
1977 than in 1976.
I have some theories on what might have
caused the error, but I can't prove them. It
may very well be a function of fertilizer.
Soviet spring barley yields in 1976 were about 15
percent above trend, and with just as good
weather, they were 15 percent below trend in 1977.
I think an important factor here is that 1975
was a very bad year--an extreme drought--the
worst they've had in more than 10 years. I think
a lot of the nutrients from the fertilizer that
was put on the land in 1975 was carried over in

the soil into 1976. Then more fertilizer was
applied in 1976 and with a good supply of moisture
they got a tremendous kick in yields. But in 1977,
there wasn't this carryover of nutrients in the
soil and even though additional fertilizer was
applied, rainfall was again a lot above normal. So,
if anything, there probably was more leaching
of nutrients from the soil than normal. That's the
hypothesis I have.
Prior to the time when the Soviets really
started buying grain on the world market, there
weren't too many people interested in current
season estimates of the Soviet grain crops. So we
didn't make them. In fact, I think the earliest
that any quantitative figures were published by the
Department of Agriculture prior to 1972 were wheat
estimates in September, and this caused no problem.
Since then we have been trying to come up with
estimates in early July, early August and early
September. But we've been doing this only about
five years now. We're working with limited data
and are still pretty much novices, but we are
learning.
QUESTION:
Is. the Soviet Union going to continue to buy
for the Eastern Block countries--the Northern Tier,
Czechoslovakia, Germany, Poland--in the future,
and if they are going to abandon them, as seems
apparent, won't this tend to expand exports to
that sector?
SANDERSON:
In the past the Soviet Union was the exclusive or at least the major supplier of grain
to Eastern Europe, ard that situation continued
until the crop failure of 1972. If I'm right
about the possible trend toward an improvement
of the Soviet deficit position, you may expect a
resumption of these exports to Eastern Europe.
As a matter of fact, there are very few years when
there were no such exports. Even in the last Year
there were about 2 million tons moving in that
direction. There are some reasons why Eastern
Europe would turn to the Soviet Union for grain
when the Soviet Union has grain available. For
one thing, there is a geographic proximity.
There is also an established pattern of trade, 13)",,5
which the Northern Tier of Eastern Europe countrle
export industrial products to the Soviet Union,
and they get paid for them by shipments of raw
materials, oil and gas, and also grain. But when
the Soviet Union is short, Eastern Europe turns
to the West. For trade purposes, I always have
been inclined to treat the Soviet Union and
Eastern Europe as one unit and tried to estimate
a combined deficit. But if you take them
separately, I would expect a definite continuation
of the upward trend of imports into Eastern
Europe, and the United States should benefit fr°111
that in any event.
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POPE:

POPE:

In this connection, the bilateral agreements
that the Soviets had with Eastern Europe and also
the matter of foreign exchange enter into this
*question. Earlier, the Soviet Union was getting
technical equipment from Eastern Europe, and they
needed to export grain to help balance off these
bilateral arrangements. Since that time, the
Soviet grain position has changed very drastically. Also, with the increase in price of oil, the
Soviets now are earning foreign exchange from oil
to help pay for these technical imports. They
don't have to export grain to help achieve a
balance of trade. I think they will continue to
export some to Eastern Europe, but not at the
volume they did earlier.

I personally think that weather during
harvesting was more of a detriment in 1976 than
in 1977. Certainly harvesting was interrupted
more in 1976 by weather. In the past 5 or 10
years, great strides have been made in the use of
remote sensing. Given the present state of the
technology, the people at LACIE and the people
at CIA are making about as full use of this as
they can. I don't think that the technology has
advanced yet to the point where it can be relied
on to supply the answers. I think some years
ahead it certainly will. It may take another 5
or 10 years. But at least the technology I've
seen is not yet capable of producing the results
we would like to have from it.

QUESTION:

SANDERSON:

How much advantage has it been to the Russian
Block to keep their forecast or their crop records
secret?

I thought it has been used mostly for acreage,
not so much for yields.
POPE:

POPE:

er,

Yes. As I mentioned, LACIE is using weatheryield correlation models in estimating wheat
yields. However, imagery is used to identify
stress conditions or some unusual vegetative
development that is of help in evaluating yields.
As far as using remote sensing to come up with
yield estimates, we're just not there yet.

I really am in no position to answer that.
I think that you'd probably have to deal directly
with the grain export firms. They would know.
COMMENT:
Along that line, this past winter, I had the
oPportunity to hear an explanation of surveillance of crops from satellites. How close is that
area to becoming reliable enough so that, at least
during the growing season, we will be pretty well
appraised of the condition and the amount? How
far has the technology gone?

QUESTION:
I've got a question on the term "Most Favorite Nation Status" for terms of trade. What does
it mean, and Why don't we seem to go further on
that one?

POPE:

SANDERSON:

That's the LACIE Project which is a joint
effort by NASA (the National Aeronautics and
Space Administration), NOAA (National Ocean°graphic and Atmospheric Administration), and the
Department of Agriculture. In the LACIE effort,
they are using landset imagery just to try to
d etermine what the wheat area is. Their
effort as
far as trying to determine yields is based on
weather-yield correlation models.
AUDIENCE:
I believe there is some speculation that that
li'erY thing led to some of the miscalculation this
'Last year. In other words, the satellite showed
the crop on the ground, and yet they didn't get
the crop in. So there was a shortfall at
the
,11(1 of the season due to bad weather right at
'arvest time and to bad transportation. Would
17°u like to comment on that some more?

If I remember correctly, this is in the Trade
Bill of 1974. It is tied to the Immigration
Question.
This undoubtedly somewhat hampers Soviet
exports to the United States, and, of course,
the Soviets make the most of it, arguing that they
would be better customers for American agricultural products if we gave them a better break on their
exports to us. But I doubt very much that MFN
would make much difference to their exports, and
I do not think it would make much difference to
their purchases in the United States because we
are the only place where they can get the stuff
most of the time.
Now in Eastern Europe, Poland, Hungary and
Romania have "Most Favorite Nation" status. The
rest of them have not. There it may be of greater
importance.
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AUDIENCE:
Is it the Department of State that makes
that decision, or is it the Congress?
SANDERSON:
It's the Congress.
MCMENAMIN:
Let me comment. I think you were speaking
of exports of commodities when you said they
looked to us, because in manufactured goods, it
is the other way around. "West Germany exports
much more in manufactured goods to the Soviet
Union than does the United States." Japan does
too. It is hurting us there. The lack of MFN is
hurting American exports of manufactured goods
in reaching the Soviet market.
DE LONGA:
I think this is a highly political question.
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After Bretton Woods: The Impact on Agriculture

Bretton-Woods was an international conference held in
1944 to establish trading rules for the post-war world. In
it, countries agreed to abide by fixed exchange rates and
a limited number of reserve currencies. This system was an
attempt to avoid a repetition of the devaluations of the
1930's, which were seen as a cause of the Great Depression.
It was a successful arrangement, which worked until 1973,
when floating exchange rates were established.
The policies of Bretton-Woods were established by the
industrialized countries under U.S. leadership. The U.S.
benefited from the system because of the rapidly growing
trade that was produced and because of its position as
supplier of the major reserve currency. However, as inflation
grew in the U.S. in the 1960's, the dollar got out of line with
the currencies of our major trading partners. Since Japan and
Germany would not agree to revalue their currency to keep the
old relationship, the U.S. devalued its currency unilaterally
in 1973. Since then, the industrialized countries have been
using a type of floating exchange rate system. .This system has
also worked well for the U.S., especially by permitting it to
handle the oil crisis as it did.
Agriculture has been affected by the shift in monetary
policy in two ways. The first is that our agricultural products are more competitive in world markets. This is one reason
for the upsurge in U.S. exports since 1971. The other effect
is that changes in Lhe exchange rate cause the demand for exports to fluctuate. Therefore the burden of adjustments falls
on the trade sector of the economy, of which agriculture is a
part. Agriculture is, therefore, likely to be more unstable in
the future.
A look at the future shows six important issues.
1.

The shift to floating exchange rates will probably
not give us independence in economic policy.

2.

With floating exchange rates, U.S. agriculture should
remain competitive in world markets.

3.

Agriculture will probably be more unstable than in
the past.

4.

The recent decline in the dollar may prejudice the
multi-lateral trade negotiations in Geneva.

5.

There will be pressure to return to a fixed-rate
system.

6.

We will be able to compete effectively with the .
Germans and Japanese if the exchange rates can be put
into an equilibrium.
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G. Edward Schuh
Bretton-Woods was the international conference held in 1944 to establish rules to govern
trade in the post-World War II period. As such
conferences go, this one was unusually successful.
The rules established at that time pretty much
governed the economic relations among countries
until the early 1970's.
The end of Bretton-Woods is generally understood to have been in March, 1973, when de facto
generalized floating exchange rates were established among the industrialized countries. Hence,
the set of rules and institutions set up at that
conference lasted about 30 years. Given the unusual political and economic developments and
changes of that period, it is little short of
amazing that the rules and institutions were
sufficiently robust to survive for that long.
The significance of referring to "after
Bretton-Woods" in my title is that I was asked
to examine the consequences to agriculture of
trade relations that involve floating exchange
rates. I am pleased to do that, for I believe
that the shift was and is important to agriculture. Your chairman told me that I could also
speak to a broader set of issues if I so cared.
I intend to accept that invitation.
I would like to divide my comments into
three parts. First, I will provide some
background on Bretton-Woods itself and why it
took the form it did. Then, I will examine in
some detail the consequences to agriculture of
the shift to floating exchange rates. And,
finally, I will address some of the issues we
face as we look ahead.
Background
The Bretton-Woods Conference established an
elaborate system of arrangements to govern trade,
tariffs, and international financial markets.
One thing to note about these rules and institutions is that they were established largely by
the industrialized countries, and under U.S.

leadership. The countries now referred to as the
LDC's, or less developed countries, had very little
to say about them, nor have they had much direct
influence on the system over the years.
The central features of the system established
at Bretton-Woods were reliance on fixed exchange
rates and a limited number of reserve currencies,
the most important of which became the U.S. dollar.
An important point to note here is that the industrialized countries agreed to fix their exchange
rates and to change them only under dire circumstances. What this amounted to was that individual countries gave up the right to use an important
policy instrument.
One of the interesting questions, of course,
is why governments would "give up" such an important policy variable. A bit of history helps
to explain it. An important aspect of the Great
Depression of the 1930's was a series of competitive devaluations, with individual countries
attempting to gain a competitive advantage over
their economic rivals by changing their exchange
rates. Many people believed that these "beggar-thY
neighbor" policies were a major cause of the huge
economic contraction of the 1930's. The desire
to avoid such a contraction in the future was one
of the reasons for negotiating the system of fixed
exchange rates.11 This same desire helps explain
why a political coalition was possible which Produced such a strong system of rules--a coalition
which is not present on today's scene.
The system that evolved out of the Bretton- ,
Woods Conference served the developed countries 01_
"
the world reasonably well. To the surprise of van)
trade grew at an unprecedented rate, and faster
than did the gross national product of the world.
With this growth in trade, there was a growing
interdependence among countries, especially among
those of the industrialized West.
As supplier of the major reserve currencY, the
United States played a special role in this syste:'
One of its tacit obligations was to see that there
was sufficient money on the world scene to financ
the growing trade among nations--a function not

1/ It was similar
economic and political forces',,

0
of course, which caused us to pass laws on th17
domestic scene that prevented price cutting
competition, anachronisms that are still wit"
US.
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unlike what the banking system does for the domestic economy. It provided this money largely
by running a persistent deficit in its balance of
payments, a deficit which other countries encouraged
to run for quite a number of years.

The complaints, of course, are from those
who do not want to submit to the discipline of
the market. If your country were gaining from
jiggering the exchange rate, you probably wouldn't
want to submit either.

The United States obviously benefited from
these trading relations. It benefited from the
rapidly growing world trade and the expanding
markets which it provided. As the issuer of the
money which financed the growing world trade, it
also benefited in the form of seignorage gains.
And it benefited from the political stability
which growing trade and generalized economic
expansion provided.

There are also transactions costs associated
with floating exchange rates. If the currency
markets are unstable, these costs can be relatively large. The key question, then, is whether the
markets will become reasonably stable under a
regime of floating rates.

But there were also costs. The counterpart
of the chronic deficit in our balance of payments
was an over-valued dollar. An over-valued dollar
is an implicit export tax and an implicit subsidy
to imports. Although the economy as a whole may
have benefited from these arrangements, it is
Obvious that individual sectors did not. That is
one of the things I will discuss in the next
section. But let's first finish up with the
background.
As inflation picked up in the U.S. economy
during the late 1960's and early 1970's--largely
because of the Vietnam War and our unwillingness
to cut back domestically to wage that war--the
U.S. dollar became increasingly out of line with
the currencies of its major trading partners.
Parallel to this, of course, the deficit in our
balance of payments grew increasingly larger.
We tried to induce other countries such as
Japan and Germany to revalue their currency
relative to ours so as to establish a new relationship. But they consistently refused.
Finally, in August, 1971, the U.S. acted unilaterally ,to devalue the dollar in relation to
gold by 8 percent, and again in February, 1973,
to devalue it by another 10 percent. In the
Process, the United States closed its gold window.
Since then, the industrialized countries have
been operating with something approximating
floating exchange rates.
To complete our background, it should be
11°ted that the system of floating exchange rates
has served us extremely well, despite the
limitations to the float, and despite the
Plaint one hears about the system. Had exchange rates been pegged, it is most unlikely
that we could have handled the financial disturbances associated with the petroleum crisis
j
a , well as we have. Similarly, it is unlikely
that the
international capital market would have
evolved as it has. And, of course, the strength
a4114 vitality of the capital markets help explain
Why
the petroleum crisis has been handled
'
easonably
well.

Rather than to take up that somewhat
technical question, let's turn instead to consider in some detail the consequences to agriculture of the shift to floating exchange rates.
The Consequences to Agriculture of the Shift to
Floating Exchange Rates
The shift to a regime of floating exchange
rates has had two important effects on agriculture.
First, it has changed the comparative advantage
that our agricultural sector has in world markets.
Second, it changes the effect that monetary policy
has on the agricultural sector, with the result
that, in the presence of floating exchange rates,
agriculture has to bear a larger share of the
burden of adjustment to shifts in monetary policy.
To understand these effects, it is useful to
review some basic principles and relationships.
Understanding these principles will help us to
understand some of the broader forces at work
on the American economy, and to understand what
may to some appear as puzzles or paradoxes.
Exchange rates and trade policy often appear
to be a mystery to those who are not directly involved in trade problems. In an effort to provide clarity, I shall attempt to simplify as
much as possible, leaving some of the theoretical
niceties aside for now. Although there is no •
loss of generality from such simplification, the
technical purist might have some quibbles. To
the purist, my apologies.
The exchange rate , of course, is nothing
more'than the rate at which one currency trades
for another. In this sense it is a price. For
example, the U.S. dollar is now worth about 235
yen. That means that a Japanese firm that wants
to buy a U.S. product has to pay 235 yen for each
dollar that it will need to pay the U.S. firm.
Some months ago it took 360 yen to purchase
a U.S. dollar. Hence, we can see that the price
of a currency changes just as does the price of
wheat or corn.
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Different currencies, of course, have
different prices. For example, a dollar is now
worth about 16 curzeiros, the Brazilian monetary
unit.. And to view the price relationship from
the other direction, the British pound is now
worth about U.S. $1.92. That means that a U.S.
firm that wants to buy a British product will
have to pay $1.92 for each pound that it will use
to pay the British firm.
When we have a system of floating exchange
rates, the values or prices of these currencies
are determined in open markets, in the same way
that the values or prices of other goods and
services are determined. When we have fixed
exchange rates, on the other hand, as we had
under the Bretton-Woods rules, these exchange
rates are fixed by government decree, just as
when the government fixes the price of agricultural products, or when it fixes the interest
rate that banks can pay to individuals that loan
them money.
In between these two extreme cases of fixed
and floating exchange rates, we have what is referred to as a "dirty" float. In this case the
government does not fix the value of its currency,
but it does influence it by intervening in the
currency markets. That is what the Japanese and
other governments have been doing in recent years.
When the yen starts to rise in price relative to
the dollar, for example,,the Japanese government
sells yen into the market and buys U.S. dollars.
It can do this as long as it is willing to keep
acquiring the dollar.
With a little reflection, one can see that
the value currency has in the market can influence how competitive a country's products are
in international markets. For example, if the
dollar is cheap, then other countries can buy our
products at a relatively low price in terms of
their own currency. If the dollar is expensive,
on the other hand, then our products are expensive
in terms of the other currency, other things
being equal.
The reverse applies to products that we
import, of course. If the dollar is cheap, that
means that we will have to pay more in dollar
terms for the products we import. If the dollar
is expensive, or has a higli value, that means
that we can acquire our imports with fewer
dollars, other things being equal.
Now, the significance of these relationships
is that governments do intervene in the exchange
markets. In the process, they can influence the
value of their exports in international markets
and the price their own consumers have to pay for
imports.
For example, the government can intervene so
as to make its currency worth more in international markets than it would be if natural
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market forces were allowed to work themselves out.
This is referred to as over-valuing the currency.
The currency is "over-valued" in the same sense
that the price of agricultural products is "overvalued" when the government sets them above market-clearing levels.
By the same token, the government can intervene so as to make its currency worth less than
it would be in a free market. This is referred
to as under-valuing the currency. And again, the
currency is "under-valued" in exactly the same
sense that the price of agricultural products
would be undervalued if the government were to
set these prices at less than their marketclearing levels.
Interventions such as these, especially if
they prevail for a long period of time, are
important, since they can distort trade patterns.
The effects of these distortions can perhaps be
best understood if we recognize that the interventions in the currency markets have the same
effects as comparable interventions in the commodity or product markets. Hence, trade theory
teaches us that an over-valued currency or exchange rate is the same as a tax on exports.
The
foreign importer has to pay more for the export
good in terms of his home currency than he would
have if market forces alone had determined the
value of the currency.
An important thing to note about such a tax
is that it is hidden. Hence it is referred to as
an implicit tax. Such hidden taxes are convenient
for policy makers, of course, since only the
economically sophisticated are aware of their
existence. For a country such as the United
States, they are doubly convenient, for our Constitution prohibits policy-makers from levying
an explicit or overt export tax.
Note that although an over-valued exchange
rate is a tax on exports, it is a subsidy to
imports. Because the currency is over-valued, it
takes fewer units of it to pay for the import.
Again, the subsidy is implicit, and not something
that comes directly from the Treasury or the
government's budget.
What is the practical significance of this?
Well, for one thing, it is generally recognized
that the U.S. dollar was over-valued during most
of the 1950's and 1960's. Given that agriculture
was an export sector, it therefore was subject
to this implicit export tax. This was a rather
serious discrimination against agriculture at the
very time that it was already faced with rather
serious adjustment problems.1 Paradoxically, the
2/For a more detailed exposition of this interpretation, see G. Edward Schuh, "The Exchange
Rate and U.S. Agriculture," American Journal of
Agricultural Economics, Vol. 56, No. 1, FebruarY,
1974, pp. 1-13.
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conventional view is that agriculture was subsidized throughout this period. My own view is
that the price support programs did little more
than offset the effect of the implicit export tax.
Notice, however, that the shift to floating
exchange rates eliminated this tax. That is one
of the reasons (and only one) why our exports
have grown in the period since 1971. Interestingly enough, if one graphs the pattern of our exports, it appears as follows: It shows a general
upward trend since 1961.
This is the classic pattern expected from a
devaluation--a once-for-all increase in exports.
Note that in recent years, world agricultural
output, the decline of which in 1973 was widely
given as the reason for our increase in exports,
has since risen to and surpassed the trend line.
Despite this recovery in world output, our exports have held up amazingly well.
The parallel case, of course, is undervalued
currency. In contrast, however, an undervalued
currency is an export subsidy. Rather than to
discriminate against a country's exports, it
actually subsidizes them. By the same token, it
is a tax on imports. In this sense it is the
same as a tariff and provides the same kind of
Protection.
What is the practical significance of this?
For one thing, the Japanese yen has been sub-..t.arILLILLy. undervalued relative to the U.S. dollar
for a rather long period of time. That means
that their exports to the United States have
received a rather sizeable subsidy--perhaps as
much as 25-30 percent.
Conventional wisdom has it that the Japanese
are much more efficient than we are. The truth
of the matter is that they have had to subsidize
their exports by a rather substantial amount. We
seemed to think they were using mirrors, when in
fact they were using a rather garden variety
trade intervention. The marvel is not that they
have out-competed us in some products, but that
we let them get by with such a gross trade intervention for such a long period of time! Had they
Provided the export subsidy in explicit form,
changes would have been demanded long ago.
Note also that an undervalued currency is
also a tax on imports. Hence, the Japanese in
effect protected their domestic industry with
imPlicit tariffs, at the same time that we, by
virtue of our over-valued currency, were actually
su
bsidizing imports in competition with our
domestic
industry. It is no wonder that we have
a ppeared to fare so poorly vis-a-vis the Japanese
and to a lesser extent the Germans. Germany is
the other country that has substantially undervalued its currency relative to the dollar.

Let's now shift from this consideration of
how the exchange rate affects our comparative advantage to consideration of another set of issues.
One consequence of a floating exchange rate is that
monetary policy impacts rather differently on the
domestic economy than it does when there are fixed
exchange rates. This also has important implications for agriculture, and may be as important as
the shift in comparative advantage.
As background, note that in the same sense
that the world's economies have become increasingly
integrated through trade, they have also become
increasingly well-integrated through a rather
effective capital market. The Euro-dollar,
Eurocurrency market is an important aspect of this
integration, but it is only one aspect. U.S. and
European banks are now doing a huge amount of
international lending.
With a system of fixed exchange rates, monetary policy had a rather broad effect on the .
economy. To stimulate the economy, for example,
the monetary authorities would cause the stock
of money to grow at a faster rate. This increase
in the supply of money would cause the interest
rate to decline. The decline in interest rate
would stimulate both business investment and consumer purchases, and the economy would receive a
rather broad-based stimulus. Interestingly enough,
agriculture would bear only a small part of the
adjustment costs.
With floating exchange rates and a well-integrated international capital market, the effect
of monetary policy is rather different./ Under
these conditions, the monetary authorities are no
longer able to affect the interest rate by pursuing
a policy of monetary ease. To the contrary, as the
money stock grows at a faster rate in response to
stimulative policies, any decline in interest rates
will cause capital to flow out of the country.
This exodus of capital will cause the exchange •
rate of the dollar to decline. This decline in
value of the dollar will be a stimulus to our exports and will cause imports to be more expensive.
Consequently, the domestic economy is stimulated,
but through the trade sector (exports and imports
2ompeting), not as a generalized phenomenon.
Given that agriculture is an important trade
sector, it now has to bear an important share of
the burden of adjustment to monetary policy.
What is the practical significance of this?
One example will illustrate. The Federal Reserve,
either by design or mistake, pursued a policy of
relative monetary ease this past year, with the
3/ Schuh, G. Edward, "Income and Stability Implications of Monetary, Fiscal, Trade, and Economic
Control Policies," Farm and Food Policy Symposium, Great Plains Agricultural Council Publication No. 84, 1977.
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explicit means, it is more visible to their own
consumers and possibly easier to negotiate in
trade negotiations.

monetary aggregates growing at rates above the
upper limits the Reserve Board has set. One
consequence of this policy was that we shifted
from a new inflow of $2.9 billions of capital in
the first half of the year to a net outflow of
$6.6 billions of capital in the second half.
This amounts to a $9.5 billion hemorrhage in the
capital account. If you wonder why the dollar
fell dramatically vis-a-vis certain currencies
this past year, you now know. We tend to become
concerned over a relatively small blip in our
trade accounts. But this shift in the capital
accounts this past year was far more important.
Agriculture will probably benefit from that
fall in the dollar, although it should be noted
that the dollar fell only relative to the
Japanese yen, the German deutschmark, and the
Swiss frank. Contrary to what the press implies,
there was not a generalized decline of the dollar.
In fact, the dollar rose relative to the Canadian
dollar and the Mexican peso, and these are major
trading partners. It also rose relative to a
number of other currencies.
The conclusion of this section, of course,
is to note that agriculture is likely to be more
unstable in the future than it has been in the
past. Shifts in our monetary policy, as well as
the monetary policy in other countries, will
cause shifts in the exchange rate, and these
shifts will, in turn, induce shifts in the foreign
demand for our agricultural output. Hence, in
addition to shifting supply due to weather, we
now will have shifts in total demand induced by
shifts in exchange rates.
Some Issues as We Look to the Future
There are six issues that are likely to be
important as we look to the future:

3. By the same token, agriculture is likely
to be more unstable in the future than it has been
in the past, with the instability derived in large
part from fluctuating foreign demand. Part of
these shifts in foreign demand will be due to our
own monetary policy, unless we shift entirely to
fiscal policy for counter-cyclical objectives.
But part of them will come from autonomous
capital flows and other disturbances. To gain
some appreciation of the importance of the latter
kind of disturbance, consider what would happen
if the OPEC should break up. The dollar would
undoubtedly rise in international markets, our
exports would be less competitive, and agriculture
would be faced with a rather severe adjustment
problem.
4. A current concern is that the recent
decline of the dollar vis-a-vis the Japanese Yen,
German Deutschmark and Swiss Franc ma
the multilateral trade negotiations in Geneva.
Trade concessions have been debated largely in
isolation of exchange rate considerations. Yet
the Japanese can legitimately claim that they
have already given the U.S. a 25 percent cut in
tariffs due to the fall of the dollar relative
to the yen.
In understanding these pressures, it is
important to keep two points in mind. First,
despite the scare stories and rhetoric in the
press, the dollar has declined by only a small
amount this past year on a trade weighted basis.
True, it has declined dramatically against the
three currencies mentioned. But by the same
token, it rose substantially relative to the
Canadian dollar and the Mexican peso, and these
are two important trading partners.

1. The independence in economic policy that
many expected with the shift to floating exchange
rates is not likely to be forthcoming. . That
classic textbook expectation is due to a failure
to recognize the importance of international
capital markets and the importance of what
happens on the capital accounts. It is instructive to recall how many international meetings
there have been in recent years for the sole
purpose of coordinating economic policy. The
frequency of these meetings, and the seriousness
with which they are taken by policy-makers, is
suggestive of the need for close coordination in
economic policy.

Second, the disturbances to trade extend
the immediate currencies involved.
beyond
much
Many low-income countries keep their currencies
pegged to the U.S. dollar. As the dollar falls
relative to the yen and deutschmark, these other
countries also gain from a trade standpoint.
Hence, a country like Brazil improves its comeconomY
petitive positions relative to the German
dollar.
as a consequence of the decline of the
.
The Germans in particular, have been quite
sensitive to these third country effects. Thls
further complicates the multilateral trade
negotiations.

2. If we stay with floating exchange rates,
the basic competitive potential of U.S. agriculture should remain strong. The exception, of
course, is that other countries might follow the
lead of the European community and protect their
agricultural section by means of explicit tariffs.
That could occur. But if the protection is by

5. There will continue to be considerable
pressure to return to a fixed-rate exchane.
system. It is difficult to know how this will
has,
eventually be resolved. The United States
elc
floating
taken a strong position in favor of
reasons.
obvious
rather
for
and
rates,
change
The key to retaining the floating system, in mY
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view, is to let the exchange rates move towards
equilibriums as expeditiously as possible. By so
doing, we will reduce the continued disturbances
to the system, and with them, the repeated arguments about instability.
6. Finally, if we can induce the Germans
and the Ja anese to acce t somethin a roachin
equilibrium exchange rates we will find that we
can com ete with them very effectively. Rather
than viewing the United States as an economic
giant that has lost its strength, we will find a
return of competitive vigor that will surprise
even us. It appears that we are now on this
track, and that we are in the process of reasserting ourselves in a world that over the years has
become increasingly competitive. This shift in
Policy stance is propitious. It probably made
sense for us to act with restraint in the immediate post World War II period, when war-damaged
economies were in a state of recovery. It makes
little sense for us to remain passive under
Present circumstances.

ice
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Discussion

a

General comments on Mr. Schuh's presentation:
-1. Bretton-Woods worked because the world was coming
out of war. It was a good thing for our economy that it
died in 1973.
2. Fixed foreign exchange rates are an attempt to
use a market force to balance other objectives, such as
socio-economic ones.

3. Floating exchange rates do work. They represent
an opportunity for agriculture. Since 1971, we have been
able to get rid of our enormous surplus. Prices have been
volatile, but agriculture has prospered.
4. There is not a high degree of price elasticity in
the demand for agricultural products.
5. Agriculture needs less interference from government
regulation and politically imposed factors that affect its
markets.

Benjamin Jaffray
I'll make a couple of quick comments. One
is that Bretton-Woods worked. It worked because
the world was coming out of the war and was in
an amazing recovery period. It died about on
time in 1973. I think it effectively died some
years earlier than that, but it would have been
a disaster for our economy and for the world
economies if Bretton-Wood had continued beyond
that point.
The second observation is a little philosophy about markets. They do an amazing job of
collecting and digesting information, and they
do an amazing job of testing the validity of any
conclusion that might be drawn. Now BrettonWoods was not a market, and fixed foreign exchange rates do not represent a market. They
represent an attempt to use a market force to
balance and compromise other objectives, such
as socio-edonomic ones.
In response to Ed, I think floating exchange
rates work. Rather than representing a threat to
agriculture by imposing a burden on agriculture
that would not otherwise be there in a period of
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fixed exchange rates, I think floating rates represent an opportunity for agriculture.
There was a sharp upward movement of exp0rt9
in 1971 and 1972. In 1971, we were a country
5
:
.
with an enormous surplus. We had been sub5id1z1
the consumer with low food prices for a long tIT"
Farmers were leaving the farms to go into the
to earn higher wages-as well they should, becaus'
we had too many farmers at the time. The taxpayers in theUnited States were picking up th n
bill. We also believed that the Green Revolutl°
was on; India among other countries, had proclaimed self-sufficiency.
But what happened in 1972? Russia became
a major buyer of grain. The Green Revolution
was less than totally green. India again became
a buyer. China, as a good trader, decided that
it would sell higher priced rice, and buy lower
priced wheat, which it did. We found ourselves __
t
exhausting those surpluses which had been so bul
densome in previous years. I would suggest tha
those factors were far more important in this ,.
trend line than strictly monetary consideratlo'
ll

There is one other important factor in terms
of agriculture. Whether we like it or not, there
isn't a high degree of price elasticity in the
demand for agricultural products. To be sure,
when grain prices are cheap, more tends to get
fed to livestock, meat prices are a little lower,
and more people buy more beef and less other
things. But one of the problems that we have
confronted in agriculture, and one of the things
that may translate into an advantage for us in
floating exchange rates, is that agricultural
prices tend to reflect supply and demand determinants rather than anything that has to do with
What you and I would call classic price elasticity. In terms of the United States I can make
two or three observations.

One is, we are the most efficient producer
of food and feed grain in the world. There is no
reason why we won't continue to be the most efficient producer of grains in the world. But we
are also a residual supplier of food and feed
grain to world markets. It is far more important for the developing countries to sell their
agricultural production to generate foreign
exchange than it is for us. Although we are the
largest and we accounted for something like 53
Percent of world trade in agricultural exports,
We're still a residual supplier.
The situation is complicated by the two
largest customers for U.S. food and fiber. The
European Economic Community has hard currencies,
but they are irrevelant because there is a system
of variable levies. If the price of our corn
went down to $1/bushel, that price would not
get through the levy and have an impact on the
Price levels within the EEC. So floating exchange rates at this point do not help us in
terms of selling grain into the EEC because of
the variable levies. Levies are a protectionist
measure, a' subsidy to the producers in the EEC.
It is obviously an attempt for the people in
the EEC to achieve some degree of self-sufficiency.
Japan is the second largest customer for
the United States. I don't think over the years
we can argue that there has been any price elasticity in the demand by Japan for our food and
fiber. Japan also wants to achieve a degree
of self-sufficiency. It is interesting that
Korea, Hong Kong, and Taiwan and some other
countries have decided that they are far better
off developing other resources and buying food
and fiber from us.
So I think that what Ed has said is probably
a little more appropriate to the manufacturing
sector than to agriculture. What U.S. agriculture
needs is a degree of predictability which floating
exchange rates can help to provide. It needs
an opportunity to compete without interference
from government regulation or from arbitrary
Political decision, which may be in the form of

-181-

support prices or in fixed exchange rates. It
also means that we'll do a better job of being
able to compete for markets if we don't have to
compete with some of the implicit and explicit
taxes and subsidies which exist in other parts
of the world and which would be aggravated if we
went back to a fixed exchange rate. I agree that
there will a tendency for the world to go back
to a fixed exchange rate, but it seems to me that
that would be an attempt to cover up some of the
more serious distortions that impact on world
economies.
If you start with 1971 and move to 1976, the
'period of the floating dollar, there has never
been a period in which commodity prices have been
more volatile; but there has also never been a

period over time of greater prosperity for American
agriculture. So it seems to me we should look
at market factors. We should do what we can to
insure that we don't have a system of arbitrary,
politically imposed factors that will interfere
with our ability to compete effectively with the
agricultural resources we have.
SCHUH:
I went out of my way to say that what happened
to the exchange rate did not explain all of this.
I want to emphasize the fact that it had a big
impact. Notice that in 1975 and 1976, world
agricultural output was up to trend line, and I
think in 1976 above trend line. We were no longer
in a situation where the rest of the world was
running out of food. Yet, our exports held up
amazingly well.
A second point-the EEC has variable levies,
but something like two-thirds of our exports to
the EEC are exempt from the variable levy. So
a large part of our exports do benefit from changes
in the exchange rate. That is terribly important
to recognize.
The other thing to recognize, is that the
expansion of our exports has been to the very
countries which have had a floating exchange rate,
not so much to the EEC.
Thirdly, I would just disagree about the
elasticity thing. There is a tendency to look
at the price elasticity of demand within an individual country and say, for instance, it is only
.12, so there is a very unresponsive demand. But
that is not the issue. The point is that most
countries are only marginal importers of agricultural products. They are only importing 5 to 10
percent of their total consumption. That means
that they have very good domestic substitutes.
If you have a good substitute, your price elasticity is very high. Even though your domestic
price. elasticity may be low, your import demand
elasticity may be as high as 5 or 6, depending
upon how unimportant your imports are relative to

S CH
your total output. Now there are some important
exceptions to that, of course. The United States,
for example, imports all of its coffee. So its
import demand for coffee from Brazil has a very
low price elasticity of demand. Consequently,
the Brazilians over the years have been able to
exploit that inelastic demand curve very well.
Now there are a lot of people who look at cases
like that, such as the OPEC Oil Cartel, and think,
we ought to do the same thing with our agricultural products. What it really neglects is
this very fact that most countries are only
marginal importers, and given that, there is a
much more elastic demand than your direct estimate of the elasticity of demand would be. I
want to argue that point very strongly, because
I think it is a terribly important one.
JAFFRAY:
Specifically with respect to exports of
food and feed grains and oil seeds, it seems to
me that we are not talking about classic price
elasticity in the sense that a lower price stimulates demand. But there are obvious price
consequences resulting from supply demand determinants. It we were to cut the price of a BMW
automobile to $5,000 today, we'd see everyone
lining up and buying all the BMW's that Germany
could produce. On the other hand, if we cut the
price of corn by 50c a bushel today to the EEC,
I venture to say we wouldn't stimulate one extra
bushel of demand, nor would we in the case of
Japan in the short run. But in the long run,
we have an opportunity to use our efficiencies
to lower prices overall and compete effectively.

in EEC over the year. So I agree with you that
they'll buy more but it was absolutely ridiculous
in terms of the allocation of agricultural resources for corn to be higher priced in EEC than
soybean meal. We soybean producers and processors
benefited greatly from that. But we are addressing
ourselves to the impact of floating exchange rates
on U.S. agriculture. My comment was based upon
exports to EEC in aggregate.

Wa

OYLOE:
In aggregate, two-thirds are not subject to
the variable levy. Also, I know that the Russians
do buy butter at 2501bs. I know also that the
Eastern Europeans will buy butter and they will
buy nonfat dry milk. They will buy everything
you can think of if the price is right. So,
when you say there is in elasticity of demand in
the short run, I say you're thinking of a very
classical situation. The world isn't that way.
JAFFRAY:
Butter is not the same as feed grains. The
European Economic Community has a far different
problem on butter.
OYLOE:
We're interested in agriculture as a whole.
The other point I'd like to make is that the
Russians are the second largest purchaser of beef
in the world market next to the United States.
They don't do it because the price is high. They
do it because the price is low.

OYLOE:

AUDIENCE:

I disagree. First of all, when the price
goes down for soybean meal or manioc, I can
assure you that they increase their utilization
of feeds in the European Community. They substitute soybean meal to some extent, even on a
caloric basis for corn. So that's not right.

I have the advantage of being neither an
economist nor a farmer, but over the course of
this session, I have certainly come to envy the
farmer. He reminds me of a fellow in a circus .
juggling act where he has about 15 or 20 balls ln
the air, and he is watching all of them. In this
case, I suspect that the farmer isn't even throwing the balls. In that context, I'd like to throw
a couple more up in the air and ask our panel to
talk a little about them.

Secondly, two-thirds of our exports to the
European community are not variable levy items,
and the big one is 7 million tons of soybeans
and 3 million tons of soybean meal.
JAFFRAY:
That's true.
OYLOE:
That is not under levy and if I've got anything to say about it, it never will be under
levy.
JAFFRAY:
Let me respond. Because of variable levies,
we found soybean meal being substituted for corn
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It seems to me that we have a reserve probleln
in terms of dollars, where the United States
through its deficits has been printing a great
many more dollars than the world seems to have
use for. Those have gone into reserves, particularly into the hands of foreign holders--the
OPEC nations--and they seem to be getting rather
uneasy about holding those large reserves of
dollars and are thinking of dumping them on the
market. I'd like for someone to talk about that
point. How does it affect the market? Also, WI
does the present energy policy impact the farmer
and his prices, since that energy policy seems
be putting some 40-60 billion dollars into OPEC s,
hands through a series of regulatory requirements'

Th
de
de
gi

WI
tt
tc
tc
S(
si
v.71
S",

SCHUH:
DUS

an
3ors
;sing
Ites

ans

The fact that we are printing more dollars
than we need was what I was talking about when
said the stock of money was growing faster
than the targets were. It was going into the
hands of other people, and while it was going
that way, the dollar exchange rate was going the
Other way.
Now, what would happen if the OPEC countries
Would decide to unload all of their dollars?
The point of my paper is that if they should
decide to do that, we could have a substantial
decline in the value of the dollar and that would
give a substantial shock to our export sector.
There is one thing I'd like to emphasize.
When you talk of the effect of an exchange rate,
that's not a case where the exchange rate changes
today and you have a change in the market
tomorrow. It operates with a lag in the same
sense that monitory policy does. The effect is
Spread out over some period of time. But I
Would argue that as long as you are under a
sYstem of floating exchange rates, and you get
those kinds of blows, they can have a very
substantial impact on your commodity markets.
One of the interesting things about the
energy problem is the fact that we continue to
subsidize energy consumption, which causes us to
lzport more energy, more petroleum than we
Otherwise would. This causes the dollar to be
lower, and I think agriculture is benefiting
from that. It is benefiting from it both from
the exchange rate standpoint and from the fact
that the Middle Eastern countries--the OPEC
countries—are becoming substantial purchasers
Of our agricultural exports. Other parts of the
economy may not be fairing so well from it. If
_Ilere were to be a change in that policy, I
°link the adjustment that the agricultural sector
°uld face would be fairly substantial. That
S one of my
main concerns.

1

AFFRAY:
The foreign exchange markets react to
fundamentals, and I think you have to argue that
the fundamentals of the dollar still look pretty
•'21c)d in comparison to anything else.
The most
Portant factor seems to be confidence. Long
iange fundamentals are there. In terms of oil
i °rts, the most important tool we have that
/„Trill)
'
'
1 1 pay for the oil that we have to import is
e foreign exchange we generate from agricult,
j
ral exports. We have a greater inherent effiol
fencY in agriculture than in any other sector
a our economy relative to the rest of the world,
trld I think that will continue. The most imporirt distinction between energy and agriculture
a that what we do agriculturally is work with
c,renewable resource, and we know that's not the
gse with energy.

6
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SESSION III Capital, Financial and Credit Needs
Moderator: Gordon Rose
March 27,1978
March 28,1978

Farm Real Estate Market Developments

Data on farm real estate transfers has been collected
for many years by the USDA. This paper briefly notes
trends in: farm prices as shown by a national index, the
number of farms for sale, credit conditions, the number
and value of transfers, the proportion of debt financing
and source of credit, the nature of the farm tracts that
were transferred, the identity of farm buyers, and the
probable future use of farm land.

E manuel Melichar

Considerable information on farm real estate
t?rices and market developments is collected by
;1?e U.S. Department of Agriculture and pub;1shed periodically in Farm Real Estate Market
hevelopments. The full record of most of the
series has been compiled in Section
of the Agricultural Finance Databook--AnnuSeries. A brief tour through this collec°n provides both current knowledge of and
ilstorical perspective on national developments
n the farm real estate market.

0

index of farm real estate prices has
Lo'ennational
compiled since 1912, and its movements
ver the past 65 years clearly reflect cycles
trends in agricultural prosperity (Table
611
d'1). A sharp rise in the index during and
c'tectly after World War I was followed by 13
wl°
,secutive years of falling land prices, over
t ich the index declined by 59 percent from
an Peak reached in 1920. During World War II
r"cl again during the Korean War, land prices
1°se by more than 10 percent annually. Direct!
after the Korean War they recorded their
p st decline--a drop of one percent in 1953.
r'c'm that year to 1972, most annual increases
wanged between 4 and 6 percent; the exceptions
!
/3 ts a weaker period around 1960 and a stronger
i:rlod in the mid-1960's. Annual gains exceed10 percent were then posted from 1972
pe
!
°ugh 1976, with the sharpest rise being 25
f 'cent for the year ending March 1, 1974. A
1,
11er rise of 9 per cent was recorded for the
't ending February 1, 1978.

Surveys of farm real estate market participants
shed some light on the supply and demand changes that have resulted in these land price movements (Table 621.1). From 1973 through 1975,
for instance, an unusually high proportion of
market participants reported that the number of
farms offered for sale had decreased. Inquiries from prospective purchasers of farmland
rose sharply in 1972 and 1973. Through most of
the boom, market participants were on average
forecasting further significant land price increases, although a substantial proportion each
year underestimated the near-term strength in
the price trend. The proportion of participants expecting land price increases declined
in late 1974 and early 1975 and again in 1977,
but in each case these expectations were quickly reversed as farm output prices and income
recovered.
The farm land market may also be affected by
the availability and cost of credit, and thus
market participants are asked to report the
changes observed in these factors (Table 622.1).
Since 1974 their reports had been indicating
gradual improvement in credit conditions, but
this trend was reversed as of the October 1977
survey.
Several series reflecting farm real estate market activity are compiled. The annual number
of transfers shows a long-term decline that
parallels the reduction in farm numbers (Table
631.1). Since 1949, annual transfers have
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ranged between 4 and 6 percent of the total
number of farms. From a low of 4.14 percent
for the year ending March 1, 1970, this ratio
rose to 5.83 percent for the year ending
March 1, 1974. It then dropped sharply and is
again near the 4 percent level. Thus the rate
of transfer activity during the land price boom
peaked in 1973, and recent transfer rates have
actually been somewhat below those of the
1960's.

were made to enlarge existing farms. More detailed data indicate that the most common trans'
action by far is now the sale of a part of one
farm to become part of another farm, whereas
Only ten years earlier it had been the sale and
purchase of a complete farm (Table 652.1). Finally, the proportion of part-time farms in
farm transfers increased significantly during
the 1960's, but has since held at the level
reached toward the end of that decade.

Additional market data covering voluntary and
estate sales of 10 or more acres have been
available since 1966 (Table 632.1). Estimates
are provided separately for all transfers and
credit-financed transfers, and they show the
number, acreage, and value of transfers and the
amount of debt incurred. Again, the number and
acreage of transfers peaked in 1973 and then
fell sharply. Because the price of land continued to rise rapidly, however, by 1976 the
value of transfers surpassed its 1973 level, as
did the amount of debt incurred in connection
with these transfers.

The identity of farm land buyers has changed in
one important respect over the years. Far fewer are now tenants than formerly, and over half
are now already owner-operators of farms (Table
653.1). In contrast, the proportion of nonfarmers among buyers has changed very little
over the last four decades, varying only between one-third and two-fifths of buyers. The
composition of sellers of farms also has not.
changed much, if one takes note of the definitional changes that appear to be responsible
for most of the shifts in these survey resultS
(Table 654.1).

The proportion of farm transfers involving debt
financing has risen substantially over the period spanned by this series (Table 641.1).
From about one-half of all transfers in the
1940's, the proportion rose to about two-thirds
in the late 1950's, climbed to 80 percent in
the late 1960's, and now has nearly reached 90
percent. At the same time, the relative amount
of debt used in the credit-financed transfers
has also risen from around 60 percent in the
mid-1950's to more than 75 percent since 1973.
In the year ending March 1, 1977, debt incurred
was equal to 77 percent of purchase price on
the 88 percent of transfers that involved debt
financing; therefore, borrowing provided 68
percent of the funds used to finance all transfers (.88 x .77 = .68). An alternative estimate indicates that borrowing provided 64 percent of purchase funds for all transfers (Table
642.1).

Data on the probable future use of farm land
sold has been collected for only a few years,
and thus a historical perspective is not yet
available (Table 655.1). It appears, however,
that the proportion of transfers consisting of,
tracts intended for farming uses increased dur
ing the early years of the boom, but has since
retreated to its 1971 level. In recent years'
from 15 to 20 percent of tracts transferred
were expected to be employed in nonfarm uses
five years later. These tracts have tended t°.
be smaller than the average transfer, however,
and have represented from 7 to 10 percent of
the acreage transferred.

The tables accompanying this paper include da!
from the USDA's March 1978 survey of farm re.%'
tors and others, as published in the July 19'
issue of Farm Real Estate Market DevelopmentJ.'

Sellers of farms remain the principal source of
credit for farm real estate purchases, and about three-fourths of the debt they provide is
in the form of land purchase contracts (Table
643.1). Insurance companies reduced their farm
lending during the "credit crunches" of 1966
and 1969, and in these years the resulting gap
was largely filled by increased lending by
sellers. Starting in 1970, however, the Federal Land Banks greatly increased their share of
farm real estate lending, aided first by the
introduction of variable-rate mortgages and
later by the liberalization of appraisals and
downpayments as authorized by the Farm Credit
Act of 1971. Since 1976, however, lending by
insurance companies has made a strong comeback.
The nature of farm tracts transferred has changed markedly in recent decades (Table 651.1).
In the early 1950's, about three-fourths of the
tracts sold were complete, full-time farms, and
about two-thirds of the tracts were purchased
for operation as complete farms. Now, less
than half of sales are complete farms, and only
one-fourth of the purchases are operated as
complete farms. About 60 percent of purchases
now become parts of other farms; that is, they
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TABLE 611.1
FARM REAL ESTATE--INDEX OF AVERAGE VALUE PER ACRE
(EASED ON DATA PROVIDED BY SRS CROP REPORTERS)

MARCH 1

Lng

.....--....-.--

!d 10
few
half
'able

The

ni-

its

:r
of
ur
ice
.5,

INDEX
1967=100

PERCENTAGE CHANGE
FROM PREVIOUS
YEAR

1

1-.........

1912
1913
1914

22.3
23.0
23.7

*****
3.1
3.0

1915
1916
1917
1918
1919

23.6
25.2
27.2
30.0
32.7

...0.4
6.8
7.9
10.3
9.0

1920
1921
1922
1923
1924

39.8
36.9
32.3
31.3
30.1

21.7
..7.3
.12.5
3.1
•-3.8

1925
1426
1927
1928
1929

29.4
28.7
27.5
27.0
26.8

....2.3
.2.4
4.2
...lee
..0.7

1930
1931
1932
1933
1934

26.3
23.7
19.8
16.2
17.0

1.9
9.9
.46.5
.48.2
4.9

1935
1936
1937
1938
1939

17.6
18.4
19.0
19.2
18.9

3.5
4.5
3.3
1.1
...lee,

1940
1941

18.9
19.0

0.0
0.5

........

to.
rI

3ta
31"
78
E*

1
INDEX
1
1967=100 1
I

MARCH 1*
AND
NOVEMBER 1

MARCH 1
AND
NOVEMBER 1

1
INDEX
1
PERCENTAGE CHANGE
FROM PREVIOUS
1967.100 1
I
YEAR
......L......DAIE

1 ANNUALIZED
1 PERCENTAGE
'CHANGE FROM
PREVIOUS
1
DATL.....
I

1942.411

20.6
21.0

*****
1.9

8.4
****#

***4.1.
2.9

1943-HI

22.6
23.7

7.6
4.9

907
12.9

22.9
7.3

25.8
27.0

8.9
4.7

14.2
13.9

26.6
7.0

1945.•411

28.6
30.1

5.9
5.2

10.9
11.5

17.8
7.9

1946-HI

32.3
34.4

7.3
6.5

12.9
14.3

21.9
9.8

1947.441

36.2
3764

5.2
3.3

12.1
8.7

/5.7
5.0

19413.411

39.1
40.8

4.5
4.3

8.0
9.1

13.6
6.5

40.7
39.5

.2e9

39.9
43.4

1.0
8.8

..2.0
9.9

3.0
13.2

46.1
49.1

6.5

15.5
13.1

18.7
9.8

50.7
51.2

3.3
1.0

10.0
4.3

9.8
1.5

51.5
50.7

0.6

1.6

108
2.3

50.8
52.1

0.2
2.6

2.8

1955...HI ...
..HII...

52.9
5462

1.5
2.5

4.1
4.0

4.6
3.7

1956.44I ...
-(III...

54.9
5701

1.3
4.0

3.8
5.4

3.9
6.0

1957.441 ...
.-HII.o.,

58.4
60.2

2.3
3.1

6.4
5.4

6.8
4.6

1958..-HI ...
-1-1I1....

61.3
64.0

1.8
4.4

5.0
6.3

5.5
6.6

1959111 ...
...HU...

65.8
67.5

2.8
2.6

7.3
5.5

8.4
3.9

1960H1 ...
-HI!...

68.4
68.6

1.3
0.3

4.0
1.6

4.0
0.4

1961.44I ...
.HII.o.

69.4
71.3

1.2
2.7

1.5
3.9

3.5
4.1

19624.11 ....
.4411...

73.1
75.2

2.5
2.9

5.3 •
5.5

7.6
4.3

1963..441 ...
-1.411...

76.7
79.7

2.0
3.9

4.9
6.0

6.0
5.9

1964..441 ...
-till...

81.9
84.6

2.8
3.3

6.8
6.1

8.3
4.9

1965..411 ...
..11II...

86.2
90.1

1.9
4.5

5.3
6.5

5.7
6.8

1966...HI ...
-HI!...

93.3
98.0

3.6
5.0

802
8.8

10.7
7.6

1967.-HI oo.

100.0
104.5

2.0
4.5

7.2
6.6

6.1
6.7

1968441

106.9
111.2

2.3
4.0

6.9
6.4

6.9
6.0

112.8
.116.2
•
117.4
119.6

1.4
3.0

5.5
4.5

4.3
4.5

1.0
2.0

4.1
3.1

3.1
3.1

122.5
127.2

2.3
3.8

4.3
6.2

6.8
5.8

132.5
140.9

4.2
6.3

8.2
10.8

12.5
9.5

1973H1

149.7
169.8

6.2
13.4

13.0
20.5

18.7
20.1

19744d

166.8
204.0

10.0
9.2

24.8
20.1

30.0
13.8

1975411

212.7
228.1

4.3
7.2

13.9
11.8

12.8
10.9

1976111

241.9
266.8

6.0
10.3

13.7
17.0

24.2
13.7

1977•44I .4..
4111...

282.6
296.0

5.9
4.7

16.8
10.9

23.7
6.3

19781-11

308.0

4.1

9.0

16.2

196944I ...
.44II.o.
1970..-HI ...
...HII...
1971.41I

1951•'441
195,•411

1454

-hl
-111 1

•••

••

1 ANNUALIZEU
PERCENTAGE CHANGE
1 PERCENTAGE
FROM PREVIOUS
'CHANGE FROM
._,..........j PREVIOUS
DATE
DATE
YLAILL......1

4.1

0.6
3.8
1

7H E "ANIA
IED PERCENTAGE CHANGE FROM PREVIOUS DATE° FACILITATES COMPARISON OF THE RATE OF PRICE CHANGE OVER TIME BY AUJUSTING
FOR
muHENI-^"VARIATION IN THE LENGTH OF THE PERIOD BETWEEN REPORTING DATES. THE ANNUALIZED CHANUE IS THEREFORE OBTAINED BY
'''PLYING THE CHANGE IN THE tfrMONTH MARCH-NOVEMBER PERIOD BY 1.50 AND IHL CHANGE IN THE 4-MONTH NOVEMBER-MARCH PERIOD BY 3.00.
* T.
L4PING IN 1976, THE FIRST SURVEY OF EACH YEAR IS MADE ON FEBRUARY 1, AND THUS THE FACTOKS FOR CUMP011NG THE ANNUALIZED
t ARE 1.33
AND 4.00, RESPECTIVELY.
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TABLE 621.1
MARKET ACTIVITY AND PRICE EXPECTATIONS
CHANGE IN MARKET ACTIVITY FROM A YEAR EARLIER
PERCENTAGE OF RESPONDENTS REPORTING
MARCH 1
AND
OCTOBER 1

FARMS OFFERED FOR SALE
INCREASED

CHANGED
LITTLE

DECREASED

PRICE CHANGE EXPECTED
IN THE FOLLOWING YEAR

INQUIRIES FOR FARMLAND

INCREASED

CHANGED
LITTLE.

PERCENT OF RESPONDENTS EXPECTING

DECREASED

INCREASE
OF 5%
OR '

LITTLE
CHANGE

DECREASE
OF 5%
OR MON_

19591-11 6..

****
14.

****
54.

****
32.

37.
26.

51.
43.

12.
31.

****
19.

****
75.

****
6.

1960H1
-HII...

****
18.

****
54.

****
28.

21.
13.

50.
31.

29.
56.

130
9.

74.
73.

13.
18.

18.
15.

65.
54.

17.
31.

17.
29e

51.
40.

32.
31.

Es.
170

77.
78.

15.
5.

1962-HI

17.
12.

64.
56.

19.
32.

29.
29.

51.
41.

20.
30.

16.
18.

76.
77.

b.
5.

1963-HI

18.
12.

63.
54.

19.
34.

32.
33.

53.
430

15.
24.

20.
22.

74.
74.

6.
4.

1964
,
-HI

****
15.

****
62.

44**
23.

****
26.

****
54.

****
20.

****
23.

****
72.

****
5.

1965H1

19.
110

63.
53.

19.
32.

35.
34.

51.
48.

14.
16.

30.
51.

66.
47.

4.
2.

1966-HI

12.
10.

50.
50.

35.
36.

44.
29.

43.
48.

11.
20.

57.
46.

40.
46.

3.

1967.-HI

12.
17.

55.
55.

30.
26.

31.
32.

48.
47.

18.
19.

46.
44.

50e
50.

4.
6.

196E,HI

18.
19.

56.
55.

26.
26.

33.
31e

48.
46.

19e
23.

44.
41.

50.
51.

6.
8.

1969H1 oo.

18.
20.

56.
54.

26.
26e

28.
23.

47.
40.

25.
37.

38.
30.

52.
51e

10.
20.

1970

19.
17.

53.
53.

28.
30.

190
210

41.
40.

400
39.

25.
27.

59.
61.

16.
12.

1971-HI

19.
18.

56.
56.

25.
24.

25.
36.

46.
45.

29.
19e

30.
36.

60.
58.

10.
6.

1972.-HI

20.
15.

58.
58.

22.
27.

46.
54.

45.
41.

9.
5.

48e
64.

49.
35.

3.
1.

1973-HI

16.
it.

54.
50.

30.
38.

62.
62.

34.
34.

4.
4.

71.
70.

28.
28.

1.
2.

1974-HI oo.

13.
13.

49.
53.

38.
35.

60.
31.

34.
43.

6
26.

70.
42.

28.
46.

2.
12.

1975-HI
•4111...

18.
16.

52.
54.

30.
30.

18.
26.

40.
47.

42.
27e

23.
45.

54.
49.

23.
7.

1976.-HI

16.
17.

58.
58.

27.
25.

35.
32.

49.
50.

16.
18.

47.
50.

48.
43.

5.
7.

200
20.

57.
57.

23.
23.

35.
24.

49.
46.

16.
30.

59.
39.

35.
44.

6.
17.

17.

57.

27.

22.

52.

27.

47.

45.

B.

1961.-HI

eo.

1976...HI

a.

FROM OCTOBER 1965 THROUGH OCTOBER 1967, THE PERCENTAGES SHOWN UNDER BOTH "FARMS OFFERED FOR SALE" AND "INQUIRIES
FOR FARMLAND. 00 NOT TOTAL 10C PER CENT, WITH THE DIFFERENCE BEING RESPONSES OF "DON'T KNOW."

-188-

!ABLE 631.1
FARM REAL ESTATE TRANSFERS BY METHOD (IF TRANSFER
(BASED ON DATA PROVIDED BY SRS CROP REPORTERS)
TRANSFERS AS PERCENTAGE OF THE TOTAL NUMBER OF FARMS

NUMBER OF TRANSFERS (THOUSANDS)
YEAR
ENDING
MARCH 1*

METHOD OF TRANSFER

METHOD OF TRANSFER
TOTAL

I
I VOLUNTARY

TOTAL
FORECLOSURE
ESTATE
SETTLEMENT

OTHER

I
VOLUNTARY
ESTATE
FORECLOSURE
---- SETTLEMENT

OTHER

1926
1927
1928
1929

*****
*****
*****
*****

*****
*****
*****
*****

*****
*****
*****
*****

*****
*****
*****
*****

*****
*****
*****
*****

****
6.85
6.60
5.80

2.96
2.83
2.63
2.35

****
0.70
0.67
0.54

1.74
1.82
1.76
1.48

1.44
1.50
1.54
1.43

1930
1931
1932
1933
1934
1935
1936
1937
1938
1939

*****
*****
*****
*****
*****
*****
*****
*****
*****
*****

*****
*****
*****
*****
*****
*****
*****
*****
*****
*****

*****
*****
*****
*****
*****
*****
*****
*****
*****
*****

*****
*****
*****
*****
*****
*****
*****
*****
*****
*****

*****
*****
*****
*****
*****
*****
*****
*****
*****
*****

6.15
6.19
7.67
9.36
7.86
6.91
7.29
7.40
6.54
6.38

2.37
1.90
1.62
1.68
1.78
1.94
2.48
3.15
3.05
2.97

0.61
0.57
0.62
0.70
0.67
0.71
0.74
0.84
0.82
0.80

1.57
1.67
2.84
3.88
2.80
2.10
2.03
1.81
1.43
1.35

1.60
1.65
2.59
3.10
2.61
2.16
2.04
1.60
1.24
1.26

1940
1941
1942
1943
1944
1945
1946
1947
1948
1949

*****
*****
*****
*****
*****
*****
*****
*****
*****
*****

*****
*****
*****
*****
*****
*****
*****
*****
*****
*****

*****
*****
*****
*****
*****
*****
*****
*****
*****
*****

*****
*****
*****
*****
*****
*****
*****
*****
*****
*****

*****
*****
*****
*****
*****
*****
*****
*****
*****
*****

6.30
6.37
6.61
6.70
7.61
6.97
7.50
7.58
6.59
5.69

3.02
3.41
4.17
4.58
5.59
5.15
5.74
5.77
4.90
4.08

0.82
0.81
0.80
0.81
0.92
0.90
0.92
0.99
0.92
0.84

1.26
1.05
0.62
0.44
0.31
0.19
0.15
0.11
0.10
0.12

1.20
1.10
1.02
0.87
0.79
0.73
0.69
0.71
0.67
0.65

1950
1951
1952
1953
1954
1955
1956
1957
1958
1959

280.9
282.5
264.8
240.2
215.6
201.2
205.6
189.1
181.2
174.5

199.7
206.1
190.1
168.7
143.0
137.7
133.9
123.9
117.3
112.1

42.0
38.7
35.6
34.0
33.5
29.5
38.6
34.8
34.3
35.0

7.5
7.8
8.1
11.3
13.4
8.4
9.7
8.0
6.5
5.9

31.8
29.8
31.0
26.1
25.8
25.6
23.4
22.4
23.1
21.5

5.22
5.40
5.21
4.87
4.51
4.65
4.97
4.78
4.80
4.80

3.71
3.94
3.74
3.42
2.99
3.19
3.23
3.13
3.12
3.13

0.78
0.74
0.70
0.69
0.70
0.69
0.94
0.88
0.91
0.95

0.14
0.15
0.16
0.23
0.28
0.20
0.23
0.20
0.17
0.16

0.59
0.57
0.61
0.53
0.54
0.56
0.54
0.54
0.59
0.58

1960
1961
1962
1963
1964
1965
1966
1967
1968
1969

169.1
154.6
154.7
146.0
148.1
139.7
139.7
131.7
127.6
125.6

109.8
97.3
95.8
92.9
95.5
69.7
93.7
91.2
87.5
65.6

32.3
32.3
34.6
31.2
29.5
29.3
27.4
21.6
20.4
20.4

5.8
5.1
5.4
4.0
4.9
4.5
2.8
2.4
3.0
2.7

21.2
19.9
18.9
17.9
18.2
16.3
15.9
16.6
16.7
16.9

4.71
4.44
4.59
4.48
4.69
4.64
4.63
4.45
4.42
4.48

3.07
2.81
2.85
2.85
3.03
3.03
3.11
3.09
3.04
3.06

0.90
0.93
1.02
0.96
0.91
0.94
0.90
0.73
0.70
0.72

0.16
0.15
0.16
0.12
0.16
0.14
0.09
0.08
0.11
0.10

0.59
0.57
0.56
0.55
0.58
0.53
0.54
0.55
0.57
0.60.

1970
1971
1972
1973
1974
1975
1976
1977
1978

111.2
111.6
127.7
145.7
151.2
123.0
107.9
108.8
104.5

75.6
74.6
90.0

17.8
17.7
18.5
21.2
21.4
18.4
16.1
16.5
15.8

2.9
3.6
3.5
3.4
2.2
3.4
3.8
3.6
5.0

14.7
15.7
15.7
14.1
20.6
17.9
16.1
18.1
16.4

4.14
4.28
4.79
5.59
5.83
4.78
4.27
4.30
4.17

2.78
2.87
3.40
4.10
4.12
3.23
2.81
2.80
2.69

0.65
0.66
0.68
0.81
0.83
0.72
0.63
0.65
0.63

0.16
0.14
0.14
0.13
0.09
0.13
0.15
0.14
0.20

0.55
0.63
0.57
0.54
0.79
0.70
0.68
0.71
0.65

107.0.
106.9
83.2
71.8
70.7
67.3

* STARTING 1N 1976, DATA ARE FOR THE YEAR ENDING FEBRUARY 1.

THE FARM REAL ESTATE SITUAULS PROVIDES DATA BACK TO 1926.
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TAbLE 632.1
FARM REAL ESTATE TRANSFERS
AMOUNTS

YEAR
ENDING
MARCH 1

NUmbER
OF
TRANSFERS
(THOUSANDS)

ALL TRANSFERS
CREDIT-FINANCED TRANSFERS
------_-_----------------------I
DEBT
ACRES SOLO
VALUE
ACRES SOLO
VALUE
NUMBER
I
I
I
I
I
-__I(M1LLIONS
OF
I
I
PER
PER
TOTAL
PER
I MULluNS
I
I MILLIONS
TRANSFERS I
I
PER
TOTAL
OF
I(THOUSANDS) TRANSFER'
OF
ACRE
OF
(THOU- I(THOUSANDS) .TRANSFERI
I DOLLARS)
ALRE
I
I
I
DOLLARS (DOLLARS) 1 SANDSI1
DOLLARS (DDLLA3L1-1___
-_-

1966
1967
1906
1969

113.6
110.7
104.6
luO.0

26498.
25766.
24067.
22139.

233.
233.
230.
221.

5324.
5770.
5486.
5360.

201.
224.
228.
442.

78.8
79.8
67.7
70.2

.*****
19242.
15854.
17521.

****
241.
234.
250.

4014.
4398.
3651.
4219.

****
229.
230.
441.

2894.
3211.
2703.
3152.

197u
197a
1972
1973
1974

89.0
90.0
105.9
125.0
125.0

22014.
19891.
27249.
36314.
41761.

247.
221.
257.
291.
334.

5368.
5135.
7248.
10593.
14202.

244.
258.
2b6.
292.
340.

61.1
74.5
85.6
105.6
103.7

16000.
16887.
22701.
29896.
38574.

262.
227.
265.
283.
372.

3706.
4414.
5990.
8943.
12300.

232.
261.
264.
299.
319.

2682.
3239.
4440.
6960.
9265.

1975
1976
1977
1970

99.1
65.4
84.6
60.7

26978.
23142.
23151.
24847.

2 72.
271.
274.
308.

11827.
12213.
15147.
14680.

438.
528.
654.
591.

64.8
71.8
73.3
67.9

24205.
20131.
20122.
23050.

285.
280.
275.
339.

10195.
10167.
12752.
12057.

421.
505.
634.
523.

7763.
7623.
9736.
9229.

uATA INCLUDE ONLY VOLUNTARY AND ESTATE SALES OF 10 OR MORE ACRES AND ARE ESTIMATES ObTAINED BY WEIGHTING DATA REPORTED BY FARM
REALTORS AND OTHERS bY REGIONAL TRANSFER RATES AND ACREAGES DERIVED FROM REPORTS OF SRS CROP REPORTERS. TABLE 644.1 SHOWS DATA
UN THE CREDIT-FINANCED TRANSFERS AS PERCENTAGES OF DATA ON ALL TRANSFERS.

TAbLES 641.1 AND 642.1
641.1

USE OF CREDIT IN TRANSFERS

642.1

PERCENTAGE
OF
TRANSFERS
ON WHICH
DEbT WAS
INCURRED

DEbT AS
PERCENTAGE
OF
PURCHASE
PRICE

1940
1941
1942
1943
1944
1945
1946
1947
1946
1949

**a
52.
55.
48.
44.
44.
43.
47.
52.
56.

66.
68.
64.
60.
56.
57.
56.
56.
57.
56.

1950
1951
1952
1953
1954
1955
1956
1957
1956
1959

58.
54.
56.
60.
62.
64.
67.
68.
07.

57.
54.
55.
56.
59.
59.
61.
63.
64.
64.

1960
1961
1964
1963
1964
1965
1966
1967
1966
1969

61.
67.
71.
73.
73.
73.
77.
60.
79.
00.

65.
66.
68.
70.
71.
72.
74.
73.
74.
74.

••••
.6$0
*60a
06**
asos
69.4
72.1
64.6
70.2

1970
1971
1974
1973
1974
19/5
19/1.
1977
I
197t
I
____ ___1___

76.
04.
62.
66.
66.
68.
67.
bd.
69.

73.
73.
74.
78.
75.
76.
76.
77.
76.

68.7
82.8
80.8
64.5
83.0
85.6
84.1
86.6
64.1

YEAR
ENDING
MARCH 1

CREDIT-FINANCED TRANSFERS COMPARED WITH ALL TRANSFERS

CREDIT-FINANCED SALES AS PERCENTAGE OF ALL SALES
ACRES SOLD
NUMBER
OF
I
TRANSFERS'

TOTAL

AVERAGE I
PER
I
TRANSFER 1

****
*6**
*4**
****
****

*****
*****
*****
*****
*****
*****

TOTAL •

ALL
TRANSFERS

CREDITFINANCE()
TRANSFERS

102.1
101.0
99.5

*6**
**so
****
*66*
**ea
**so
54.4
55.6
49.3
56.6

*64*
****
****
****
.***
*6**
72.1
73.0
74.0
74.1

95.0
101.3
99.2
102.5
93.8
96.1
95.7
96.9
68.5

50.0
63.1
61.3
65.7
65.4
65.6
02.4
64.3
04.9

72.3
73.4
74.1
77.8
75.5
76.1
75.0
(6.3
76.5

PER
ACRE

****
****
****
****
****
*if*

*6**

*4**
44**
****
****

****
****
****
****

*****
*****

****
*SS*
****

*****
MS*

****
WO

*****
*****
*****
*****

****
****
****
****

*****
*****
*****
*****

*****
*****
OW*
*****
*****
*****
*****
*****
*****

****
****
****
****
****

****

*****

****
****
****
****
****

****
****
*6**
WO

*****

****

*****
*****
*****

****
****
****

****

72.7
84.9
83.3
82.3
92.4
69.7
87.0
66.9
92.8

*****
*****
*****
*****
*****
*****

*****

*6**

S.***

***I*
*Si**

****
****

*****
*****

****
MO
****
4***

**it**
**SS*
*****
*****

*****
*****
*****

DE07 AS PERCENTAGE
OF VALUE UP--

VALUE

I

103.5
102.0
112.7

75.4
76.2
66.6
78.7

105.9
102.6
103.1
97.5
111.3
104.9
103.5
100.3
110.3

69.1
86.0
82.6
84.4
86.6
66.2
83.2
84.2
82.1

*****
*****
*SS**

L

IN 1ACLt t41.1 *kr U9RE1GhltU E31IMA1ES EASED UN REPOkls FROM FARM REALTORS AND OIHERb, WHIRtAN 1HE RAIIUS SHtiwN
O. !Ault 042.1 ARE CUmPDTEC FROM DA1A IN 1A0LE 034.1, WHICH wtRE UoTAINtO bY wEIGH11NG THESE REPUk1S AS DESCRIbtO IN
TiZ FLD)NUTE 11, IA0LE 631.1.

OAR
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TABLE 645.1
PERCENTAGE DISTRIbUTION OF CREDIT EXTENDED FOR FARM REAL ESTATE PURCHASES
YEAR
ENU1NG

ICOMMERCIALIINSURANCE I FEDERAL
ILOMPANIES I
LAND
I BANKS
1 BANKS

SELLERS OF FARMS
TOTAL

•.: •

.:

I OTHER
I LENDERS
1

1964.

100.

47.

****

****

9.

20.

7.

1965
1966
1967
1968
1969

100.
100.
100.
100.
100.

44.
38.
49.
54.
49.

****
****
****
****
42.

****
****
****
****
• 7.

9.
10.
11.
11.
10.

20.
26.
15.
17.
19.

b.
10.
11.
9.
13.

19.
16.*
14.
9.
9.

1970
1971
1972
1973
1974

100.
100.
100.
100.
100.

61.
51.
46.
42.
44.

53.
44.
****
32.
32.

a.
7.
****
10.
12.

9.
12.
11.
11.
10.

a.
a.
11.
11.
11.

12.
21.
24.
30.
25.

10.
8.
8.
6.
10.

1975
1976
1977
1978

100.
100.
100.
100.

43.
44.
39.
38.

30.
33.
29.
29.

13.
11.
10.
10.

7.
10.
10.
9.

7.
9.
13.
15.

33.
30.
28.
26.

11.

17.

a.
11.
12.

DATA ARE BASED ON UNWEIGHTED REPORTS BY REAL ESTATE BROKERS AND OTHERS IN THE USDA SURVEY. PRIOR TO
1968, PURCHASES FINANCED BY TWO OR MORE LENDERS ARE INCLUDED WITH "OTHER LENDERS." FOR 1968-1972,
ALL CREDIT EXTENDED IN CONNECTION WITH SUCH PURCHASES IS TAbULATED ACCORDING TO THE SOURCE OF THE
PRIMARY CREDIT. BEGINNING IN 1973, THE DATA INDICATE THE DISTRIBUTION OF FUNDS ACTUALLY EXTENDED BY
EACH LENDER GROUP.

TAbLE 651.1
PERCLNTAGt DISTRIBUTION OF FARM REAL ESTATE TRANSFERS
---------------PILING() uF OPERATION BEFORE SALE
YEAR
ENGING
------ COMPLETE
PART OF PART-TIME
MARCH 1
TOTAL
FARM
ANOTHER
FARM
FA1Et1
-7

METHOD OF OPERATION AFTER SALE

TOTAL

COMPLETt
FARM
.

PART UP
ANOTHER
FARM

PART-TIME
FARM

1954

100.

73.

22.

5.

100.

65.

29.

6.

1955
1956
1957
1958
1959

100.
100.
100.
100.
100.

71.
70.
69.
66.
65.

24.
24.
26.
28.
29.

5.
6.
5.
6.
6.

100.
100.
100.
100.
100.

62.
60.
55.
53.
49.

32.
33.
38.
39.
42.

6.
7.
7.
b.
9.

1960
1961
1962
1963
1964

100.
100.
100.
100.
100.

65.
64.
62.
62.
60.

30.
31.
32.
31.
34.

5.
5.
6.
7.
6.

100.
100.
100.
100.
100.

48.
46.
46.
43.
42.

44.
46.
46.
48.
50.

8.
8.

1965
1966
1967
1966
1969

100.
100.
100.
100.
100.

58.
57.
55.
50.
52.

35.
35.
36.
38.
38.

7.
9.
12.
10.

100.
100.
100.
100.
100.

38.
35.
35.
29.
27.

53.
54.
53.
57.
60.

9.
11.
15.
14.
13.

1970
1971
1972
1973
1974

100.
100.
100.
100.
100.

49.
46.
50.
52.
53.

40.
44.
41.
39.
37.

11.
10.
9.
9.
10.

100.
100.
100.
100.
100.

25.
26.
30.
31.
34.

61.
59.
56.
57.
54.

14.
15.
14.
12.
12.

1975
1976
1977
1970

100.
100.
100.
100.

45.
49.
43.
45.

45.
42.
47.
45.

10.
9.
10.
10.

100.
100.
100.
100.

28.
29.
25.
29.

59.
59.
63.
58.

13.
12.
12.
12.

a.
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6.
9.

a.

TABLE 652.1
PERCENTAGE DISTRIBUTION OF FARM REAL ESTATE TRANSFERS
METHOD OF OPERATION BEFORE SALE--

YEAR
ENDING
MARCH 1

INTENDED OPERATION AFTER SALE-1 INTENDED OPERATION AFTER SALE--

INTENuED OPERATION AFTER SALE--

TOTAL

PART OF
ANOTHER
FARM

COMPLETE
FARM

PART-IIME FARM

PART OF ANOTHER FARM

COMPLETE FARM

COMPLETE
FARM

PART-TIME
FARM

PART OF
ANOTHER
FARM

PART-TIME
FARM

COMPLETE
FARM

PART Of
ANOTHER

PART-TIME
FARM

1954

100.

58.

13.

2.

6.

15.

1.

1.

1.

3.

1955
1956
1957
1958
1959

100.
100.
****
100.
100.

55.
52.
****
45.
43.

14.
15.
****
18.
19.

2.
3.
****
3.
3.

6.
6.
****
6.
5.

17.
17.
****
21.
22.

1.
1.
****
1.
2.

1.
2.
****
1.
1.

1.
1.
****
1.
1.

3.
3.

1960
1961
1962
1963
1964

100.
100.
100.
100.
100.

42.
40.
39.
37.
35.

20.
21.
20.
22.
22.

3.
3.
3.
3.
3.

5.
5.
6.
5.
6.

23.
24.
24.
24.
26.

2.
2.
2.
2.
2.

1.
1.
1.
1.
1.

1.
1.
2.
2.
2.

3.
3
.
3.
4.
3.

1965
1966
1967
1968
1969

100.
100.
100.
100.
100.

32.
29.
30.
23.
22.

23.
24.
21.
23.
26.

3.
4.
4.
4.
4.

5.
5.
4.
4.
4.

28.
27.
28.
30.
30.

2.
3.
4.
4.
4.

I.
1.
1.
2.
I.

2.•
3.
3.
4.
4.

4.
4.
5.
6.
5.

1970
1971
1972
1973
1974

100.
100.
100.
100.
100.

19.
21.
25.
26.
28.

25.
21.
21.
23.
22.

5.
4.
4.
3.
3.

4.
4.
4.
4.
4.

32.
34.
32.
31.
29.

4.
6.
5.
4.
.4.

2.
1.
1.
1.
1.

4.
4.
3.
3.
4.

5.
5.
5.
5.
5.

1975
1976
1977
1978

100.
100.
100.
100.

21.
24.
19.
24.

21.
23.
21.
19.

3.
2.
3.
2.

5.
4.
5.
5.

35.
34.
38.
36.

5.
4.
4.
4.

1.
1.
1.
1.

4.
3.
4.
4.

5.
5.
5.
5.

1

1_

TABLE 653.1
PERCENTAGE DISTRIBUTION OF FARM REAL ESTATE TRANSFERS
TYPE OF BUYER
YEAR
ENDING
MARCH 1

ACTIVE FARMER
I
TENANT

1
1
1 NONFARMER1
1
1

OWNEROPERA-MR 1

1
I NONFARMER
OWNER- 1
OPERATOR I

ACTIVE FARMER
TENANT

I

ACRES TRANSFERRED

NUMBER OF TRANSFERS

ACTIVE FARMER
TENANT

1
1 NONFARMER
OWNER- 1
OPERATOR 1

VALUE TRANSFERRED

1940
1941
1942
1943
1944
1945
1946
1947
1946
1949

35.
36.
33.
33.
33.
29.
29.
30.
32.
31.

33.
31.
30.
32.
33.
34.
35.
34.
36.
37.

32.
33.
37.
36.
34.
37.
36.
36,
32.
33.

****
****
****
****
****
****
****
****
****
****

****
****
****
****
****
****
****
****
****
****

****
****
****
****
****
****
****
****
****
*****

****
****
****
****
****
****
****
****
****
****

****
****
****
****
****
****
****
****
****
****

****
****
****
****
****
****
****
****
****
****

1950
1951
1952
1953
1954
1955
1956
1957
1958
1959

29.
24.
25.'
24.
24.
24.
22.
20.
20.
19.

37.
38.
38.
38.
38.
39.
38.
40.
40.
41.

34.
38.
37.
38.
38.
37.
40.
40.
40.
40.

****
****
****
****
****
****
****
****
****
****

****
****
****
****
****
****
****
****
****
****

****
****
****
****
****
****
****
****
****
****

****
****
****
i***
****
****
****
****
****
****

****
****
****
****
****
****
****
****
****
****

****
****
****
****
****
****
****
****
****
****

1960
1961
1962
1963
1964
1965
1966
1967
1968
1969

16.
17.
17.
15.
16.
16.
13.
13.
11.
12.

47.
48.
48.
51.
48.
51.
54.
51.
48.
48.

37.
35.
35.
34.
36.
33.
34.
36.
41.
40.

****
****
ow
****
****
ma
****
****
****
*5**

****
****
****
****
****
****
****
****
****
****

****
****
****
****
****
****
****
****
****
****

****
****
****
****
****
****
****
****
****
****

****
****
****
****
****
****
****
****
****
****

****
****
****
****
****
****
****
****
****
****

13.
1970
11.
1971
****
1972
****
1973
****
1974
12.
1975
****
1976
11.
1977
--_--j---

47.
51.
****
****
****
51.
****
53.

40.
38.
****
****
****
37.
****
37.

****
11.
****
****
****
7.
****

****
58.
****
****
****
53.
****
57.

****
31.
****
****
****
40.
****
35.

****
12.
****
****
****
7.
****
b.

****
58.
****
****
****
48.
*a**
58.

****
30.
****
****
****
45.
**iv*
34.

.111NFAkMEk. INCLUDES *Enka/ FARMERS.

8.

AUDITILNAL DETAIL IS SHOWN IN LAJO-RtAL ESIAll_hARALLauLlumtall.
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TABLE 654.1
PERCENTAGE DISTRIBUTION OF FARM REAL ESTATE TRANSFERS
TYPE OF SELLER
YEAR
ENDING
MARCH 1

TOTAL

ACTIVE
FARMER

ESTATE

RETIRED
FARMER

I
1
1
1

. OTHER
TOTAL

LOCAL
NONFAMER

ABSENTEE
OWNER

OTHER

1950
1951
1952
1953
1954

100.
100.
100.
100.
100.

53.
54.
55.
54.
52.

16.
16.
15.
14.
15.

15.
14.
14.
16.
16.

17.
17.
16.
16.
17.

****
****
****
****
****

****
****
****
****
****

17.
17.
16.
16.
17.

1955
1956
1957.
1958
1959

100.
100.
100.
100.
100.

54.
52.
51.
47.
38.

16.
17.
18.
20.
20.

15.
16.
15.
17.
16.

15.
15.
16.
16.
26.

****
****
****
****
12.

****
****
****
****
14.

15.
15.
16.
16.
****

1960
1961
1962
1963
1964

100.
100.
100.
100.
100.

50.
49.
49.
48.
48.

13.
14.
14.
15.
14.

11.
12.
12.
12.
13.

26.
25.
25.
26.
26.

13.
****
12.
13.
13.

13.
****
13.
13.
13.

****
25.
****
****

25.
27.
30.
33.
29.

12.
13.
14.
14.
14.

13.
14.
16.
19.
15.

****
****
****
****
****

1965
1966
1967
1968
1969

100.
100.
100.
100.
100.

48.
36.
38.
36.
39.

15.
19.
16.
15.
16.

12.
18.
17.
16.
16.

1970
1971
1972
1973
1974

100.
100.
****
****
****

38.
38.
****
****
****

16.
15.
****
****
****

18.
19.
****
****
****

28.
28.
****
****
****

14.
13.
****
****
****

14.
15.
****
****
****

****
****
****
****
****

1975
1976
1977.

100.
****
100.

37.
****
36.

15.
****
15.

18.
****
19.

30.
****
31.

12.
****
13.

13.
****
13.

5.
****
5.

THE DEFINITIUN OF "ACTIVE FARMER" WAS CHANGED IN 1966. IT APPEARS THAT COMPARABILITY OF THESE SERIES
OVER TIME IS ALSO AFFECTED By VARIATIONS IN THE USE AND DEFINITION OF THE "OTHER" CATEGORY.
LARB-REAL-ElIAIL-MARLII OEVELOPmENTS. ALSO SHOWS PERCENTAGE DISTRIBUTIONS OF ACRES AND•VALUE SOLO.

TABLE 655.1
PERCENTAGE DISTRIBUTION OF FARM REAL ES1ATE TRANSFERS
PROBABLE USE OF PROPERTY FIVE YEARS AFTER PURCHASE
YEAR
ENDING
MARCH 1
--------

FARMING
ONLY .

RESIDENTIAL

OTHER

FARMING
ONLY

RESIDENTIAL

OTHER

FARMING
ONLY

1972
1973
1974

63.

14.
12.
12.

S.
5.
5.

90.
93.
91.

8.
4.
6.

2.
3.
3
.

85.
86.
87.

1975
1976.
1977
1978

85.
85.
80.
81.

10.
11.
13.
14.

5.
4.
7.
5.

93.
93.
91.
90.

3.
3.
4.
7.

4.
4.
5.
3.

91.
92.
90.
89.

81.
83.

9.

3.
4.
4.

6.
5.
6.
8.

3.
3.
4.
3
.

12.

a.

"RE5IDEN1IAL" IS THE SUM OF "RURAL RESIDENCE" AND "SUBDIVISION" USES LISTED IN aar REAL ESTATE MARKET
litAILEMItill, WHICH ALSO SHOWS FURTHER DETAIL FOR THE "OTHER" CATEGORY AS WELL AS DATA ON AVERAGE
ACklAGL AND PER -ACRE VAtUE BY THE VARIOUS PRuBABLE FUTURE USES.
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uTHER

VALUE TRANSFERRED

ACRES TRANSFERRED

NUMBER OF TRANSFERS

RESIDENTIAL

Erna
Boa

The Relationship Between Farm Income
and Assets Values, 1950-1977

A common conclusion of people who analyze U.S.
agriculture is that land prices rose in the 1950's and
1960's in spite of the fact that the return earned by
farm land did not rise. This conclusion is not correct
because it determines return to farm land by looking
at the farmer's net income.
Several studies have shown that return to farm
land did rise significantly faster than land prices from
1954 to 1971. The implications of. these studies have
been ignored. Analysts have not appreciated the fact that
operator's income is a deficient measure of return.
There are several defects inherent in comparing
operator's net income with land prices, as is usually
done. "Net income" does not indicate how much of the
farmer's land is used for farming, how much is rental
income, what proportion of total assets is real estate,
or what the debt/asset ratio is. If these defects are
corrected, the amount of "net income" is made more
realistic.
However, the main defect is that "net income" is
not a return only to assets, but also to labor and management. If returns to labor and management should fall,
returns to assets would become proportionately larger.
This, in fact, happened in the period from 1954 to 1971,
when the total value of operator's labor fell. This was
the period when there was a sharp decline in the number
of farm operators. As a result, the portion of returns
attributable to assets increased.
Why didn't farm prices rise enough to capitalize
this rise in return to assets? A logical answer is that
they did capitalize the increased return to assets, but
that the capitalization rate also rose during this period.
Therefore, the level of interest rates (the opportunity
cost of investing in farm land) offset the rise in return.
If one looks at returns in this way, the level of
return to assets in 1976-77 was not part of a long-term
downward trend, but was a sharp drop from a long-term
rising trend.
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Board of Governors of the Federal Reserve System

Analysts and other commentators on developments
in the U.S. farming sector have often pointed
out that farm land prices rose each year from
the mid-1950's through the 1960's even though
Operators' net farm income was at first relatively stagnant, and later rose but slowly.
For most persons, this observation has implied
that farm land had advanced in price during
this period even though the return it earned
had not risen, or had risen much less.

costs of production, and (2) price support programs that maintained output prices in the face
of the tendency of the technological gains to
increase total farm output. They thus concluded that these factors had led returns to land
to rise even though net farm income had been
stagnant. Most other analysts, however, failed
to note that this finding had adverse implications for the analytical value of their comparisons of land price trends with those of income.

This conclusion, however, is not correct, primarily because the trend in operators' aggregate net farm income is not a suitable indicator of the trend in returns to farm real estate
over these years. An appropriate analysis
strongly indicates that the return to farm land
rose significantly faster than land prices over
the 1954-71 period.

Another form of evidence was provided by Robert
Reinsel in 1973, when he pointed out that relative net returns received by farm landlords in
stable agricultural areas had remained remarkably constant for many years, indicating thsa
net rents had risen as fast as land prices.4
Again, most other analysts appear to have ignored the probable implication of this result
for returns to land generally.

Because the mistaken view of the past historical relationship is so often cited and apparently widely accepted, it may be coloring present attitudes toward and analyses of current
farm land market developments. Why worry about
recent divergent trends in returns and land
Prices, some seem to be saying, when that was
the norm for many years prior to 1972? And given the mistaken notion that land prices had
outrun returns, analysts have been led to construct lengthy lists of other factors that must
have propelled land prices to their significant
gains of 1954-71, and which are presumed to remain operative. But if returns actually rose
'faster than land prices, it becomes apparent
that influences other than returns had a negative net effect on land prices. Seen in this
light, it may be that one powerful negative
factor-the upward trend in the general level
Of interest rates over this period (that is,
he rise in the opportunity cost of investing
in farm land)--may have more than offset the
,
r2 1117 positive influences listed by analysts.
't.ne common interpretation of the 1954-71 rise
in land prices is thus reversed--a conclusion
that may be of considerable interest to present
arm land market analysts and participants.

The use of'operators' net farm income as a
M easure of returns to 'farm real estate has persisted in spite of indications that this course
was flawed. In the mid-1960's, for instance,
PaPers by Walter Chryst and by Robert Herdt
,
ra " Willard Cochrane concluded that land price
'ins in the face of stable farm incomq. were
n0t a "paradox" as others were saying.' Their
we'rk indicated that land prices were rising because of the combined effect of two factors:
(1) technological advances that lowered unit
For references to these and other studies of
land prices, see the section on. land price
trends (pp. 441-444) in "Agricultural Finance
and Capital Markets," by John R. Brake and
Emanuel Melichar, Part VI, A Survey of AgriEconomics Literature, Volume 1, Lee
Martin, editor, University of Minnesota
Press, 1977, pp. 411-494.

Perhaps the most comprehensive evidence, however, consisted of the estimates of relative
returns to equity in farm production assets
published annually in The Balance Sheet of Agriculture.3 While the relatively low level of
this series attracted analytical comment, its
upward trend--which indicated that returns to
assets were rising faster than asset values-seems to have escaped significant attention.
Thus evidence contradicting the common view has
been at hand but largely ignored. Apparently
the deficiencies of the comparison of operators'
income with land prices, which underlies the
common view, have not been appreciated. It appears useful, therefore, to summarize these defects and then to trace a path by which they
may be remedied, using the approach and data of
the USDA to calculate a valid measure of the
relative return to farm assets:
When the trend of net farm income of farm operators is compared with the trend of the index
of farm real estate value per acre, an analyst
is implicitly examining the trend of the ratio
of these two series. Such a ratio is plotted
as the solid line in Chart 1. The declining
trend exhibited by the ratio during the 1950's
and 1960's indicates, as has been noted, that
real estate prices rose faster than operators'
net farm income.
Several defects inherent in comparing operators'
net income with land prices are apparent:
(1) an aggregate return--operators' income--is
being compared with a unit price--real estate value per acre;
2 "Land Rents, Values, and Earnings," by Robert
D. Reinsel, paper presented at the meeting of
the American Agricultural Economics Association, August 1973.
3 For the most recent data, see Table 24, Balance Sheet of the Farming Sector, 1978, Supplement No. 1, U.S. Department of Agriculture
October 1978.
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operators' dwellings is
production assets, that
come which consisted of
the investment in these

(2) a significant part of the real estate is
owned by landlords, but their net rental
income is not included;
(3) In computing net income, interest paid on
the real estate debt has been subtracted
as a production expense;
(4) net income is being regarded as a return to
real estate alone, ignoring other farm assets involved in producing income;
(5) furthermore, net income is in reality a return not only to assets, but also to operators' labor (including family labor) and
management.
As a result of these faults, the comparison of
the trend of income with that of real estate
prices may be biased or invalidated by changes
over time in, respectively:
(1) the number of acres of land used in farming;
(2) the proportion of farm real estate owned by
landlords, and the relative profitability
of rented versus owned land;
in(3) the debt/asset ratio, and the average
terest rate on outstanding debt;
(4) the proportion of total assets that consists of real estate;
(5) the proportion of total operator inputs
(assets, labor, and management) represented
by assets.
To remedy defects (1) and (4), income might be
compared with the aggregate dollar amount of
both real estate and other farm assets. Chart
1 also shows one such measure--operators' net
farm income as a percentage of total farm production assets. It is evident that this change
would not alter the common conclusion; that is,
the downward drift of the ratio indicates that
the value of production assets rose faster than
operators' net income during the 1950's and
1960's.
To remedy, in addition, defects (2) and (3),
operators' net income in this new comparison
might he replaced by the return to operators
and production assets. The steps involved in
going from operators' net income to that return
are shown in Table 1.4 First, the net rental
income of farm landlords is added to the operators' income. Next, interest paid on farm debt
is also added. Finally, because the value of

4 Primary sources for data shown in Table I are
Balance Sheet of the Farming Sector, 1978,
Supplement No. 1, Tables 23 and 24; The Balance Sheet of Agriculture, 1968, Table 23;
The Balance Sheet of Agriculture, 1965,
Table 16; and Farm Income Statistics, July
1978; U.S. Department of Agriculture. Additional detail and recent revisions were provided by ESCS, NEAD, USDA. For 1950-59,
additional data were estimated by the author
to derive series more comparable with those
published for later years.

not included in farm
part of operators' inan imputed return to
dwellings is subtracted.

The return resulting from these adjustments,
expressed as a percentage of production assets,
is also shown in Chart 1. Again, the downward
trend exhibited by this ratio during the 1950's
and 1960's indicates that the value of production assets rose faster than that return, and
thus the common conclusion would not be altered.
To remedy defect (5), returns to operators' labor and management might be estimated and subtracted from the total return just computed.
Estimates made for this purpose by the USDA are
shown in Table 1. The return imputed to operators' labor (including family labor) is calculated by valuing total man-hours of all farm
labor at the cash wage rate paid to hired labor, And then subtracting total wages (including perquisites) paid to hired workers. Valuing operators' labor in this fashion appears
also
reasonable as long as a separate return is
imputed to operators' management (that is, operators' time is regarded as more valuable than
hired workers' time by the amount imputed for
"management"). The amount imputed for management is 5 per cent of gross farm income (specifically, cash receipts from farm marketings
plus government payments). This is an arbitrary percentage, but if it is logical to estimate management charge as a proportion of gross
income, the specific percentage chosen will affect the level but not, to any significant extent, the trend in the amounts that remain as
the return to assets. After the imputed returns to operators' labor and management are
subtracted, a residual return to production as
sets alone has been estimated.
The relative return to production assets based r
on this estimate is shown in the last column
Table 1 and is plotted as the solid line in
,
Chart 2. The relative return exhibits a sig7
perioal
nificant upward trend during the 1954-71
indicating that returns to production assets
tended to rise faster than the value of those
(5)
assets. Thus the correction of defect
importance.
turns out to have great analytical
What caused the reversal in trend, as compared
ifl
with the measures shown in Chart 1? Most
1111
return
the
1,
Table
in
shown
as
portantly,
puted to labor fell sharply over this period' ,
e
In addition, the total return to labor, manag
While t°
ment, and assets increased somewhat.
'
imputed charge for management also increased
it offset only a small part of the consequen t
expansion in the residual return to assets.
The latter more than doubled between 1955-59 ,
and 1965-69, while the value of production c”,
0
1"
sets did not quite double. Thus, as shown
re ti
the last column of Table 1, the relative
average 0L
to production assets rose from an
cent in
per
4.2
to
3.0 per cent in 1955-59
1965-69.
4ln
valte
The impact of the reduction in the total
evident 0,
of operators' labor is dramatically
to
"
Table 2, which shows how the total relative
e
turn to operators' labor and management and
thre
production assets was split among these
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inputs. While the total relative return tended
to decline over the 1954-71 period, the portion
imputed to operators' labor fell much faster.
As a result, the residual portion attributable
to assets rose significantly.
Analysts have frequently noted the decline in
the number of farm operators, often described
as "the substitution of capital for labor." By
and large, however, they have failed to note
that this development has reduced the proportion of the total return that can logically be
attributed to labor and has increased the proportion that can logically be attributed to
capital. Estimates presented in Tables 1 and 2
indicate that this effect was so pronounced as
actually to raise the relative return to assets
even though asset prices were rising.
The results thus lead to a new, surprising ques
tion: why did farm real estate prices seemingly fail to rise fast enough to capitalize fully
the rise in the residual return to assets during the 1954-71 period? Several hypotheses
could be put forth; for instance, a part of the
growth in return resulting from technological
advances or from government farm programs might
have been regarded as temporary rather than
Permanent by purchasers of farm land. A logical explanation, however, is that the rise in
returns was in fact quite fully capitalized,
but that the capitalization rate used by land
Purchasers also rose during this period--a development that would tend to reduce the rise in
asset prices.
The average interest rate on outstanding farm
debt, plotted in Chart 2, may be a fair indicator of the trend in capitalization rates emP3
:0Yed by owners and buyers of farm land, as it
likely reflects the trend in both the opportu"itY cost of investing in farm land and the
cost of borrowing funds to purchase farm land.
The average interest rate rose from about 5.5
Per cent in the mid-1950's to about 7 per cent
around 1970. Over the same interval, the relative residual return to production assets rose
at about the same rate. Thus the difference
between the rate of return and the probable opPortunity cost or capitalization rate remained
relatively constant over the period.
While the implications of the upward trend in
returns to
largely unnoticed, the
ex istence assets went
and persistence of tpis difference
attracted substantial comment.' The most powerful explanation offered has been that the mapr buyers of
farm land during this period-arMers
enlarging their own farms--were earning
above
_
. average
For example, a comprereturns.
study has estimated that farms with
rales of $100,000 or more in 1970 averaged a
s?turn
to equity of 6.9 per cent--remarkably
tnar to the value of our indicator of oppor-4.cY
,arms cost--while the average return of all
lar
was estimated as 2.1 per cent.' These
re
farms have been prominent purchasers of
ii2-L estate for
farm enlargement, and it is
fairly that their activities have been a major
°allot. in determining farm land prices. LogiY,
Priced therefore, farm real estate might be
cani, at the return achieved by these farms
"Lalized at their cost of borrowing funds.

Given these considerations, one might re-assess
the relationships found between returns and asset values in 1976 and 1977. On the basis of
the faulty indicators in Chart 1, relative returns in 1976-77 could be regarded as not far
removed from their long-term downward trends.
But the analysis illustrated in Chart 2 reveals
that relative returns to assets in 1976-77 had
fallen far below the values consistent with relationships that prevailed before the recent
farm boom. In particular, the difference between the relative return to assets and the
cost of borrowing (and also the probable opportunity cost) had widened to a remarkable and
perhaps unsustainable degree.
This paper has emphasized that (1) returns to
assets rose significantly during 1954-71 and
that (2) the ratio of these returns to the market value of assets also rose, indicating (3)
either that the rise in returns did not get
fully capitalized or, more likely, that the
capitalization rate rose along with interest
rates generally. Before concluding, it might
be useful to illustrate the effect of the capitalization process on rates of return. In
Chart 3, the dashed line shows what the relative return to production assets would have
been if farm real estate had not risen in price
since 1954 while all returns and other price§
are kept at the values actually experienced.°
The solid line is the same as in Chart 2--the
relative return to the market value of assets.
Clearly, returns to farm assets have trended
sharply upward since the late 1950's, and there
is little need to look elsewhere to explain
land price increases over most of this period.

5 Much of this discussion was couched in terms
of the relative residual return to equity in
production assets, as this ratio, rather than
the return to assets, was being published by
the USDA (see footnote 3). For convenience,
the relative return to equity is also plotted
in Chart 2.
6 See, for example, "Theories Explaining the
Persistence of Low Resource Returns in a
Growing Farm Economy," by Luther G. Tweeten,
American Journal of Agricultural Economics,
November 1969, pp. 798-817, and "Land Returns
and Farm Real Estate Values," by Albert A.
Montgomery and Joseph R. Tarbet, Agricultural
Economics Research, U.S. Department of Agriculture, January 1968, pp. 5-16.
7 Returns to Equity Capital by Economic Class
of Farm, by J. Bruce Hottel and Robert D.
Reinsel, Agricultural Economic Report 347,
U.S. Department of Agriculture, August 1976.
8 The price appreciation of real estate in production assets used in deriving this series
is the estimated production-asset component
(i.e., excluding operators' dwellings) of
implicit nominal capital gains for real estate as computed for Table 543.1 of the
Agricultural Finance Databook--Annual Series,
Board of Governors of the Federal Reserve
System.
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Table 1.

Derivation of residual return to farm production assets, and percentage rate of return
Plus

Operators'
net farm
income

Net
rent

Interest
on debt

Less
Imputed
return to
equity in
dwellings

Equals
Return to
operators
and production assets

Less
Return imputed
to operators'
Labor

Equals
Return to
production
assets

Production
assets
(January 1)

Management

Billions of dollars

Return
as
percentage
of
production
assets

Per cent

Annual
average:
1950-54
1955-59
1960-64
1965-69

14.0
11.5
11.6
13.2

1.3
1.1
1.4
2.0

.7
1.0
1.6
2.6

.6
.7
.9
1.0

15.4
12.9
13.7
16.7

8.4
7.3
5.8
5.1

1.6
1.6
1.9
2.3

5.4
4.0
6.0
9.3

113.5
132.4
172.4
219.3

4.7
3.0
3.5
4.2

14.2
14.6
18.7
33.3
26.1
24.5
18.8
20.5

2.1
2.2
3.5
5.7
5.1
4.6
4.1
3.9

3.4
3.6
3.9
4.7
5.8
6.4
7.4
8.5

1.1
1.2
1.3
1.5
1.8
2.0
2.3
2.5

18.6
19.3
24.8
42.3
35.2
33.5
28.0
30.4

5.3
5.6
5.4
5.4
6.0
5.9
5.8
6.1

2.7
2.8
3.3
4.5
4.6
4.5
4.8
4.9

10.5
10.9
16.1
32.3
24.6
23.1
17.4
19.4

256.3
265.5
286.7
322.7
394.5
425.4
482.9
549.5

4.1
4.1
5.6
10.0
6.2
5.4
3.6
3.5

Annual:
1970
1971
1972
1973
1974
1975
1976
1977

I

Table 2.

How the total return was split among operators' labor, operators'
management, and production assets

(All returns are expressed as a percentage of the value of production assets)

Return imputed
to operators'

Residual
return to
production
assets

Total
return to
operators
and assets

Labor

Management

1950
1951
1952
1953
1954

15.7
15.6
13.4
11.9
11.7

8.0
7.9
7.2
7.2
7.0

1.5
1.5
1.3
1.3
1.3

6.2
6.2
4.8
3.3
3.4

1955
1956
1957
1958
1959

10.6
10.3
9.5
10.6
8.1

6.6
6.3
5.4
5.0
4.7

1.3
1.3
1.2
1.2
1.1

2.7
2.7
3.0
4.4
2.2

1960
1961
1962
1963
1964

8.1
8.5
8.3
8.0
7.1

4.0
3.7
3.4
3.2
2.8

1.1
1.1
1.1
1.1
1.1

3.0
3.6
3.8
3.7
3.2

1965
1966
1967
1968
1969

8.3
8.3
7.2
7.1
7.5

2.5
2.3
2.3
2.3
2.2

1.1
1.1
1.0
1.0
1.1

4.7
4.9
3.8
3.7
4.2

1970
1971
1972
1973
1974

7.2
7.3
8.6
13.1
8.9

2.1
2.1
1.9
1.7
1.5

1.1
1.1
1.1
1.4
1.2

4.1
4.1
5.6
10.0
6.2

1975
1976
1977

7.9
5.8
5.5

1.4
1.2
1.1

1.0
1.0
.9

5.4
3.6
3.5

Year

Chart 3

Chart 1

Comparison of rates of return to farm asset values that exclude or
include price appreciation of real estate since 1954

Three faulty measures of relative returns to farm
real estate and production assets
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Trends in Land Prices in Minnesota

The capital forming capacity of American agriculture has
been distorted by a package of institutional features which
we have not understood very well up to now. This package
includes the privileges of: 1) deducting interest on borrowed
funds as a business expense; 2) using cash basis accounting
under certain conditions; and, 3) being taxed on capital
gains at preferential rates. The people for whom capital
gains are important are those in the 50,000 dollar range,
who can also use three other privileges: 1) accelerated
depreciation accounting; 2) investment tax credit; and,
3) the melding of farm and non-farm income. Farmers who
can take advantage of all these features have tax advantages
that greatly reduce the effective cost of their equipment.
It therefore becomes very important to them to have a high
income against which to use the tax deductions; if they have
low income, their tax advantages cannot be used and the
effective costs of their machinery rises. Many of the
people in the American Agricultural Movement have been
caught in this process. We have created a monster that
promotes inflation.
This situation has several implications. First, there
is pressure to separate the land market into two parts:
one for commercial negotiations and one for valuation and
taxes. Second, the principal source of capital generation
in agriculture now is depreciation, the same as in industry.
Key investment decisions are now being made without direct
reference to the credit market or stock market. We have
created an incentive structure in which there is a tremendous
incentive to get bigger. It encourages highly mechanized,
extensive forms of land use, and has a built-in lobby for
inflation.

Phillip Raup
1 was stimulated by some of the comments
I heard this morning and in some of the other
sessions to try to distill out of the data
which you've been given some policy directions
°r Policy implications. So I will just quickly
aPPlY some of the data that Emanuel Melichar
Ve you for the nation as a whole by spelling
in Specific detail what they mean for

r

Our data, incidentally, are collected Julyto-July. That is a source of partial error, but
the error is not great because the bulk of our
agriculture is in the part of the state in which
transfers for land-buying purposes are consummated
in the fall and winter, in time to let the farmer
get onto the land for spring crops. That is not
a typical time in the wheat country. Wheat transfer time is typically after the wheat crop is
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taken off, so that the farmer can prepare the
ground if he needs to for the next season. So,
a July-to-December reporting period might be
better in wheat country and we do have some
spring wheat country. It is also true that most
of the land that sells to non-farmers, and to
recreationalists in particular, transfers at the
end of the recreation season, not at the beginning. So our January-June figure fits a
corn-hog-soybean country market-reporting year.
We miss some of the trend that would be picked
up if we had a 12-month reporting period or if
we took the second half of the year instead of
the first.
Some of you in the audience have been reporting to me for some years, and I know you
must have wondered why we picked this six-month
period. The reason is that we can get the data
in, analyzed, and run through our procedure at
the University and get a report back out to you
in time for the report to have some significance
for the next crop year. If we took the full
calendar year we couldn't do that. We're a
bureaucracy too, and it just can't be run that
fast.
In the period from January-to-June, 1976,
through January-through-June, 1977, land prices
in this state went up 19 percent overall. That's
the biggest increase in value ever recorded for
the years from 1910 to 1972, except for 1920
and 1921, but it is the smallest increase recorded in any of the last five years, so you can
take your pick as to how you want to look at it.
Through the 1973-1976 period, the biggest increases in the land prices in this state took
place in the cash grain farming areas, principally
corn-soybean in the south and wheat, barley,
and small grains in the west central and northwest. Their increases far outpaced the increases
for the land around the Twin Cities, in the urbanized quarter from St. Cloud to Rochester,
and in the old dairy belt, which is approximately
Sauk Center to the Iowa-Wisconsin border. Those
areas suffered in the land boom of the last five
years. They did not receive anything like the
price increases that characterized the cash
grain areas in the south, southwest, west
central, and above all, the Red River Valley.
We have computed average figures per acre,
by counties, for reported sales for the period
January-June, 1977. We then figured the percentage change over the five years preceding.
You will notice two areas of pronounced percent
increase. They are the south central area of
highest priced land in the state--Faribault,
Jackson, Watonwan, Cottonwood, Blue Earth and
Nicollet counties--and the west central-northwest
area, confined very largely to the Lake Plain
of the Red River Valley. There are some other
high percentage increases that are scattered
around the state, including some rather freakish

ones up in Bob Bergland's country on the Canadian
border. You notice a fantastic percentage increase in Lake of the Woods and Roseau counties,
but the land price base in 1972 was so low that
these are not very significant figures.
Several things should be said about these
data. Up through 1975, the biggest beneficiary
of grain price increases that followed the Russian
grain purchases in 1972 had been the grain farming lands of the Great Plains and the Corn Belt
and, above all, the wheat lands. Minnesota shared
in that. The Red River Valley, and west central
Minnesota farmers were the principal early
beneficiaries of the explosive trend in grain
prices in world markets. I emphasize that because of some of the comments made this morning.
Virtually all of the leadership of the American
Agricultural Movement comes from people who are
at the most exposed edge of the grain belts and
from the counties that were the greatest beneficiaries of price increases in the last five
years. If you took out of the American Agricultural Movement all the leaders that came from
counties that had (a) the highest price increase
of the five years preceeding and (b) the highest
coefficient of yield variation, meaning high
risk, there would be no leadership left. That
is significant in terms of what their vision is
of their role in the world and of their future.
We have had a very divergent trend within
the state's land market in the last eighteen
months. The 19 percent increase that we reported
in June of 1977--I emphasize that reporting date-was not evenly distributed over the state. For
example, parts of the state had increases in the
mid-20 percent range, especially some of the
counties around the Twin Cities. The whole south
and southeast part of the state had increases in
the 21-23 percent range. The Red River Valley had
a six percent increase, which when deflated by the
cost of living index was actually a decrease. In
purchasing power equivalent, the value of the land
in the Red River Valley went down from June 30,
1976, to June 30, 1977, because we had inflation
of about 7 percent in that twelve month period.
So the changes that took place had selective impacts on the grainlands in the wheat-barley parts
of the state, and also quality impacts in that
most of the decline was associated with the less
valuable, less productive lands. That was true
statewide, and it was true within regions. In
other words, the poor lands didn't go up in price
and in the west central part of the state, they
actually went down, so that we had a 6-7 percent.
decrease in the value of poor quality farmlands in
a nine county area, centered roughly on Big Stone
and Yellow Medicine counties.
We published a report in the Minnesota
Agricultural Economist, January, 1978, that was
distributed prior to this session. We put together
many more data in a thick volume that we publish
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once a year which was not distributed to you. In
that larger volume we go into some detail to show
the origins of the separation we make in reporting
between low and high risk areas. The low risk
part of the state is south central Minnesota,
roughly centered on an axis from Albert Lea to
Mankato. The high risk part of the state includes
an area from Wilkin County to Pipes tone and two
tiers of counties in from the South Dakota border,
Those west central counties are the highest risk
counties in the state. The coefficient of yield
variation for Big Stone, for example, is two and
one-half times as large as for Martin or Jackson
counties. These are high risk counties, and it
shows up in the land market. They stand out very
clearly; they went up the most with the price increases of the last five years, and the market is
weakest in those counties today.
Now we run into a phenomenon that is not well
documented and that I call to the attention of
those of you who are from research institutions as
am. I report to you something now that is not
in the literature and that I only began recently
to understand fully. The price reporting mechanism on which we rely for these price data is
defective to the extent that the reports come
from real estate dealers and brokers, although a
Significant number of our reports do come from
credit agencies, bankers, and loan officers.
There is a distinct lack of symetry in the rePorting psychology of real estate dealers and
brokers. They will gladly report price increases,
but they are very reluctant to report price decreases. They will figure out all kinds of
weaselworded ways to answer your questions to
avoid saying that the price has gone down. But
they love to report the prices that increase.
This is now on a scale large enough to lead to
some distortion in our interpretation of the data.
For example, it has simply dried up reports from
the high risk counties of the west central part
of the state. I have talked with enough of the
People out there to know why it dried up. If
they had reported to me, they would have had to
report a price decline. They'd be damned if they
were going to quote a price decline. It's bad
Or business. Nobody likes to report prices that
go down, particularly if you are the credit agency
and it can indirectly feed back on the validity
and the liquidity of your portfolio. So there
are institutional and psychological biases in our
data collection system that we can't eliminate.
don't know what to do about this. We can't run
around the state inspecting every sale, but we
can at least be aware of this lack of symetry in
the reporting psychology of a principal source
°f data on land prices. And those of us who are
using these data had better be aware of this bias.
I am most interested in what will happen in
the next twelve months to the grainlands of the
weSt central part of the state and to the Red
River Valley farmlands, because I regard those
?s the most exposed and fragile of the state's
and market areas.
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The data that Emanuel Melichar presented to
you show that if you correct for the appreciation
in value of agricultural land, the rate of return
on the other assets used in agriculture has not
been at all bad. He didn't say this, but I will
add that if you didn't have to go into the land
market, or were wise enough not to go into the
land market, you are doing all right. It's the
people who went into the land who are having
trouble. And you didn't have to buy land to do
that; you could easily have done it by using your
land value appreciation as a base for expanded
credit, which then became very painful to repay
when the base began to be questionable. So you
didn't have to buy land to have been affected by
the recent land market increase, but if you didn't
borrow against it, then you have no especially
acute problem even in the cash grain areas. It is
about 95 percent true that there is nothing wrong
with the wheat price that you can't cure by reducing the price of wheatlands to $150 per acre,
which is about where they were before the Russian
grain sales. If you bring down the price of wheatland to about that level, you can earn a very
decent, but not handsome, rate of return on the
use of your capital in agriculture.
I want to verify my credentials here. I
grew up in western Kansas, and we still have a
wheat farm there. I am familiar with the cost and
output ratios on that wheat farm, and we can make
money at the present price of wheat, but we can't
support $450 per acre for our wheatlands. Current
price prospects would support about $150, which is
a justifiable figure. And that was about the
level of the price of land in the west central part
of Minnesota before the price increases took place.
I get correspondence from irate attorneys and irate
farmers who say they can't live with these costs
and returns, and they are quite right, they cannot.
But the one they can't live with is the land prices.
The other costs they could live with, if they could
get the land prices back in balance. That, of
course, is very easy to say but could be catastrophic if we really tried to implement it.
Let me mention one other thing that is a
footnote to Emanuel Melichar's tables. We deflated the Minnesota price index of farm land with
the index of yield on government bonds, and it
produced a very interesting series. Up to 1972,
the two index series were in very close correspondence, they moved together. From 1972 to 1976, they
just exploded apart from 1976 to 1977, the deflated index turned sharply down, and it has moved
back toward the long-term trend of moving in close
correspondence with the index of yields on government bonds. I interpreted this as evidence that
land as an investment of a secure long-term nature
is beginning to lose the glamor that it had in
1972-76 and is moving back into line with the
next most safe long-term investment on which we
have an option, which is U.S. government securities.

Another study we have made shows the proportion of sales made to operating farmers and to
investor buyers since 1954. I am very proud of
this because no time series like this exists in
the United States; no other state can give you
these data. We can break these down by township
as well as county, and can tell you who bought
land for a 24-year period in terms of the nature
of the enterprise, the intent they had, and the
use they made of the land after purchasing. At
the beginning of this period, in 1954, something
like 60 percent of all sales were of operating
farms to operating farmers, and about 12 to 15
percent were to investor buyers. The remaining
sales were to buyers who were expanding the size
of their farm units, the so-called farm expansion
buyers.
Over the 1954 to 1977 period the investorbuying fraction of the market was virtually unchanged, fluctuating in the 10 to 15 percent
range. A trend line for investor purchases has
no slope. A trend line for expansion buying
purchases has a very steep positive slope, which
is a mirror image of the steep negative slope
of the trend line for purchases by operating
farmers.
The interpretation of these data is as
follows: In the 1950's and into the early 1960's
most of the land being sold in the state involved the transfer of farm units from operating
farmers to operating farmers. The land market
was facilitating the process of inter-generation
transfer, helping the young men get started by
buying land from old men who were retiring or
who died. Death and retirement in the farming
parts of the state accounted for about 60 percent
of the total reasons for transfer. So the market
was essentially serving the function of accomplishing an orderly transfer from generation to
generation.
By the end of the period, in 1976-77, the
market had lost that character completely.
Instead, it was primarily dominated by buyers
who were using the market to expand the size of
their farm operations. That is true statewide,
but the statewide figure fails to tell an important story. In the statewide figure, there
are a good many purchases of lands that we must
class as farm lands, by people whom we rutht class
as farmers, but who are more properly classified
as rural residents. The market turnover in that
type of land is about three times as large per
1,000 acres as is the turnover in the explicitly
farmland parts of western Minnesota. So a
statewide figure for land transfers is distorted
by a disproportionately large number of smalltract sales to people who will be classed as
farmers by the census, but who are really horse
farmers, or dog farmers, or rural residents
escaping the city, or who belong in some other
category that doesn't qualify them as dirt-under-

finger-nail farmers. When you net them out, the
proportion of land sales to farm expansion buyers
goes up to about 75 or 80 percent. In 1977, 77
percent of all sales in the southwest were to farm
expansion buyers, in the west central, 67 percent,
and in the northwest, 68 percent. In the preceding year, 1976, comparable figures were 79,
72, and 75 percent. So for the western agricultural parts of the state, expansion buyers account
for roughly three-fourths of all sales. In the
Red River Valley, the proportion of sales to
expansion buyers has consistently been about 90
percent for the last three years, so almost all
of the sales in the Red River Valley are of lands
purchased to expand existing farms.
Now I want to explore some of the reasons
why this occurred. There is a mix of institutional features that has tremendously augmented the
demand for farmland and that grew out of the grain
price increases after 1972. I am very much aware
of the impact of these grain prices on land
prices, but I want now to emphasize that the
grain price increase was augmented to a very
large degree by some institutional features we
have not understood and didn't even know we had
in the package out of which they eventually
evolved. That package I have likened to a stew
made up of many parts, all of which are important
to the outcome and no one of which could be
separated out as the most important part of the
stew because the degree of interaction is so
great. I am not going to try to say which of
these institutional features is crucial, but I
want you to recognize the importance of the whole
package. It includes the privilege of deducting
interest on borrowed funds as a business expense,
the privilege of using cash basis accounting if
you are a declared farmer and have less than a
million dollars of income, and the privilege of
being taxed on your capital gains at preferential
tax rates. These rates are 25 percent for the
first $50,000 of gains and not over 35 percent
for the remaining gains above $50,000, subject,
of course', to the possibility that you may have
to pay a 15 percent minimum tax on excess gains
if you are in the upper income brackets. Most of
the people for whom capital gains are important
would be in upper income brackets, so the minimum
tax of 15 percent would be significant, but it
still yields a tax on the capital gain that is
substantially less than the tax rate that would
apply to the capital gain if included in ordinary
income. The tax rate on ordinary income is
approaching 50 percent for a married tax payer
with two children and 50-55,000 dollars of income
before calculating deductions. Somewhere around
this 50,000 dollar range, you cross a great watershed in American society today and move into the
class of taxpayers for whom it proves valuable t°
hire an attorney and construct a tax shelter.
That dividing line has been associated with three
other features; those are the privilege of using
accelerated depreciation accounting, the privilege
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of claiming investment tax credit, and in some
situations, the privilege of using the melding
of farm and non-farm income.
Now that is the recipe for my stew. If you
can deduct the interest paid on investments
financed with borrowed funds as a business expense, if you can report on a cash basis, if you
can meld farm and non-farm income, be taxed at
preferential rates on your capital gains, use
accelerated depreciation, and claim the investment tax credit, you can get a terrific bang for
Your buck out of the present U.S. tax laws. The
scale of this bang has not been appreciated and
certainly has not been included in our calculations of costs and returns or of productivity of
inputs in American agriculture.
For Minnesota at the present time, if you
have income after normal deductions of roughly
$14,000 or above and you use all of the components of my stew that are applicable, then the
Price of a piece of machinery that you buy today
can be reduced by about 40 percent in effective
cost. In other words, our tax system is saying:
get yourself a farm big enough to yield an adjusted gross income of $14,000 or more, and we
Will reduce the price of your tractors 40 percent—or your combines, your plows, your machinery, or anything that you can depreciate and for
Which you can claim the investment tax credit.
If your income ranges up around $19,000, so that
You are in a combined state and federal marginal
tax bracket of about 38 to 40 percent, then we
Will reduce the price of your equipment by some
48 percent and you can buy your tractor at 524 on
the dollar. That is the effective present value
of the tax saving that comes from using this
stew to get all the benefits you can. If you
are unfortunate enough not to make any money
and not have any income taxable, you have to pay
100 percent on your dollar to buy a tractor or a
Piece of machinery.
This provides much of the explanation for the
American Agricultural Movement and the farm strike.
People in cash grain areas who paid high prices,
130th for land and the equipment to farm it, did so
under the advice of economists and accountants
that they could make use of all of these devices
to cheapen the real cost of the equipment they
were going to need to operate this high price
e
l nd. For example, they bought marginal land in
.aca County, Colorado, for $400 an acre, expecting that their big tractors would only cost 50c
°n the dollar. If they have no net income against
hich to offset depreciation or the investment tax
credit, in effect you double the price of their
tractors. This is one reason why they are in
tr
ouble; they are having to pay effective prices
l'at are twice as high as most of them reckoned on
or the machinery they bought to operate this exPensive land.

Nobody has specified this in terms that the
man in the street can understand, and you can
see why it is difficult. You have to explain a
lot of details about the American economic system
and our tax structure before you can make it comprehensible. We have built in so tremendous a
reward structure for getting bigger in agriculture
that it has sucked people into decisions on land
purchases that are out of all reason when measured
against the probable net income of the properties
that they purchase. If they have projected these
advantages over a lifetime, then the land is not
overpriced, but you must use all these advantages
over a lifetime to justify current land prices.
These projections turn out not to be true, then
you really have overpaid--not just for your land,
but for your machinery as well. That is what is.
built into our farm price problem today. This is
why there are so many different people with a
stake in underreporting land price declines.
We have built a machine that is a monster
and that promotes inflation, because all of the
people involved in this operation want to see
grain prices raised to validate the decisions
they made based on these projected assumptions.
If grain prices are not raised to validate those
decisions, then bankers, machinery dealers, farmers, and'a lot of other people are in serious
trouble.
This use of the tax structure for pricedecreasing, cost-saving mechanization has been
built into our system, especially in cash grain
areas. Grain farmers are also the principal
locust of pressure for continuing inflation because only continuing inflation will validate
their decisions. Now what does this mean for
American agricultural policy?
Here is my list of some possible implications
of the situation I have described. First, land
values have become so high that they are distorting
the total tax structure in American agriculture.
There is enormous pressure for separation of the
land market into two parts, one part for use in
commercial negotiations and credit, and the other
part for use in valuation for taxation. We have
gone far toward devising a way to construct this
two-part land market price structure. In this
state and in many others, it is now possible to
value land for agricultural purposes at agricultural use value and, in effect, to insulate the
property tax rate from the land price increases
that took place in the last five years. That
insulation has been fairly complete. It is not
popular to stand before an agricultural audience
and tell them they never had it so good with
property taxes, but that is what I must report to
you. We have never had so many dollars of property
in land taxed so lightly in the history of Minnesota. In those parts of the state where the
assessors kept assessments rising with land values,
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there have been some actual tax declines. We are
one of the three or four states in America in
which there have been actual declines in property
taxes. This has come about in the agricultural
sector in part because we have split the land
value structure into a value for commercial purposes
and a value for tax purposes. That has some
enormous policy implications. Isn't it going to
occur to somebody to say to farmers: "Now look,
if you want to claim cost of production as a basis
for farm price support and you want to include land
prices as a part of cost of production, you can't
expect a return on commercial land prices and
claim to be taxed on use value." I think we have
opened the door wide for that conclusion. If there
is to be any inclusion of land values in the calculation of support prices, it is likely to be
these agricultural use values, because you can't
in the long run have it both ways. You can't have
commodities supported at price levels that will
justify present market prices for land, and then
turn around to your non-farm rural and urban
neighbors in the same taxing jurisdiction and say,
"but we must be taxed on land values at one-third
the market price." That is one of the first implications.
Second, I see tremendous implications for the
structure of supply of capital to American agriculture. We have crossed a watershed in American
agricultural history. We have now become like
industry within the past decade, in that the bulk
of the provision of capital in American agriculture is now coming out of internal capital resources significantly dependent upon depreciation
allowances. That had become the characteristic of
non-agricultural business in the last quarter century. It is new in America; I do not think its
magnitude is appreciated. I would like to quote
you some figures from the Manufacturers Hanover
Trust Company bulletin, Winter 1977. Of the total
of 210 billion dollars of capital expenditure in
American industry scheduled for 1978, 62 percent
is expected to come from internally generated
funds, and over two-thirds of that is expected to
come from depreciation. That means that roughly
41 percent of all new capital available to
American industry is generated by depreciation
allowances. This makes the depreciation policy
of the Internal Revenue Service the single most
important capital-forming decision in America.
That had not previously been a feature of
American agriculture. We had not created a capital
structure in agriculture that was principally dependent upon the treatment of depreciation. We
now have an increasing number of people in agriculture whose present status and financial liquidity is dependent upon a continuation of the
favored treatment of depreciation. As a consequence, the entire structure in which the American competitive, free enterprise system is
supposed to operate is being thrown in very
serious question.

This is why. Competitive financial markets
are effective if it is assumed that entrepeneurs
with good ideas, who are imaginative, innovative,
and clever in forecasting market trends, can go
either to their bankers and get money, because
their bankers recognize the wisdom of their new
ideas, or to the stock market and sell stock,
because investors are willing to buy into admittedly risky businesses. But neither one of those
things is going on today on the scale that would
be necessary to make those the principal criteria
by which investment decisions are made in this
economy. For example, only about 4 percent of the
capital expenditures in American industry in 1978
are expected to be financed by stock issues or by
any use of the equities market. Only a small
fraction of the total is expected to be financed
by bank loans or other kinds of commercial credit
that would give the bankers a chance to make the
decision on whether or not these are wise investments.
Key investment decisions in the bigger industries are increasingly made by management
without any direct reference to the credit market
or the stock market. Investments are made
primarily through the use of cash flow generated
by depreciation accounts or through the creation
of brand-name loyalty by means of advertising,
which enables the firm to levy what amounts to a
private sector sales tax. Brand-name loyalty is
similar to drug addiction. The person with
command over an advertising budget large enough to
create brand-name loyalty can charge more for the
product which is, in effect, to levy a selective
sales tax on buyers of the product. This can
then finance internal expansion, which is the
principal source of internal capital, apart from
the depreciation account.
Agriculture has not previously had that
privilege. We have hot had aggregations of
capital in agriculture big enough for any one
group to finance the creation of brand-name
loyalty. Some cooperatives are now trying to do
this but they are at the margin of the size they
need to be in order to create a market in which
you can charge a higher price. If you cannot do
that, then you are reduced to dependence on the
depreciation account for internal capital
generation to an even higher degree than would be
the case if you could use brand-name loyalty and
depreciation as your principal sources for venture
capital.
We have created, an incentive structure in
agriculture in which the big have a tremendous
incentive to get bigger, but they do not get big
enough to invest in the creation of brand-name
loyalty on the scale needed to use their market
power to levy this private sector sales tax.
Therefore, they become even more dependent upon
depreciation-account capital-flow gimmickry for
their replacement capital. This is another way
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of saying that we have tilted the scale in American agriculture toward highly mechanized, extensive forms of land use, primarily in cash grains.
Those are the kinds of farming that can make
maximum use of these opportunities for capital
formation from internal sources by taking advantage of the institutional features of our
economic system. I see that as a tremendous
danger because it builds in a lobby for inflation.
The Senate action last week (on the farm bill) was
highly inflationary. Senator Dole of Kansas, who
Praises his past record in fighting against inflation, voted for one of the most inflationary
measures that has come along in recent months.
That is the kind of action that this lobby
Pressure can generate, in terms of distorting
Political responses.
I have stressed so far the distortions in the
capital forming capacity of American agriculture,
Should these policies continue. I now want to
explore the distortions in the capital structure
that will result if we continue with our present
favorable treatment of agricultural land for inheritance and estate taxes. There is strong
Pressure to use the agricultural use value of land
as a base for all calculations of estate and inheritance taxation in American agriculture. This
is now authorized, and in some states it is
already a practice. The significance is that
this policy says, in effect: "If you will put
Your investment portfolio in agricultural land,
You can pass it on to your heirs at a much lower
cost than if you insist on retaining it in bonds
and stocks and other liquid investment forms."
That would be disastrous for agriculture because
It creates an advantage for agricultural land
Owners that increases with the size of the estate.
It would attract outside capital into agriculture
°n a scale that would preclude ordinary operating
farmers from paying competitive prices for land
.
b ecause the estate tax advantage would be bid
immediately into land prices.
This happened in England and in Germany. I
have just recently reviewed German agricultural
economics research report which points out that
ln northern Germany rear Hanover, the present
average price of farm land is about $6,000 an acre.
This reflects the fact that agricultural land is
'Lightly taxed, A nominal rate of return on intangible wealth (stocks and bonds) of 5 percent in
Germany today would result in a net yield of 2.78
Percent, after tax. If the same capital value was
invested in agriculture, the land owner would need
a.nominal rate of return of only 2.84 percent to
Yield a net after-tax return of 2.78 percent. So
the 2.84 percent return on $6,000 an acre land is
equivalent to 5 percent on a non-farm investment
°f.comparable amount. This helps explain land
)
14. 1ces of $6,000 per acre. Add to this the fact
at Germany has had its currency destroyed twice
one generation by inflation, and you can see
w"Y many Germans are anxious to buy German land.
hen there is no available German land to buy,

they show up in foreign land markets, including
Minnesota.
Incidentally, they are almost the only
foreign buyers who are really active in the Minnesota land market. There are very few other foreign
buyers of Minnesota farm land. If you can lay two
ghosts as a result of having attended this meeting,
please do so. One ghost is the rumor that our
land prices are being bid up by foreign bidders;
that is not true. Most of the few foreign buyers
who bought Minnesota land acquired it at relatively
low prices, and in quantities that could not have
had much influence on the market at all. Land
prices have been bid up overwhelmingly by the
neighbors down the road. The second ghost is the
claim that most of the land price increase was
caused by the increased price of grains from 1973
to 1975, which is partly true. But much of the
price increase also came from the incentive for
farm size expansion that we built into our tax
structure, and from our credit and pricing system,
which rewarded people for getting bigger. The
resultant demand for farm land was not simply a
function of the grain price increase.
I would like to comment on two remaining
issues. One is that I believe we stand before
the door of the development in America of what
has been called in Europe an "incomes policy."
That is a policy that links labor wage increases
to permissible profit and income levels by some
set of norms that will set an upper and lower
level within which price increases and wage
increases will be permitted to move. This is a
version of what has been called the social
contract.
Each of the major countries in the world
now has its own version of this social contract.
The Russian version is a very interesting one.
The Russians subsidize the production of meat on
the scale necessary to put meat into the shops
so that Russian workers will not riot and revolt,
as the Polish workers did. To do this, the Russian
government goes into the grain market, buying
grain and soybeans from the United States and other
countries in order to keep the meat supply flowing.
That is the social contract in Russia, supported
principally by the assurance of a supply of grain
from the United States. In England, it constitutes
an agreement on the part of labor unions not to
strike and not to claim wage increases of more than
a specified percent. Some two years ago it was
6 percent, in return for which the government would
make certain improvements in the social services
and reduce or hold down food prices by a series of
measures taken within the framework of the
European Common Market.
We do not have opportunities of this kind in
this country to implement an incomes policy, because we are on an export basis and they are on an
import basis. A comment made this morning reminded
me of the fact uhat this is not appreciated even by
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the people who are the biggest beneficiaries,
namely, the farmers. We are now exporting a
larger fraction of our corn and soybeans than we
formerly exported of wheat prior to 1971-72. The
dollar volume of corn and soybean exports in
1976 was 3.2 times the dollar volume of wheat
exports. If there is any part of America that
now depends on foreign markets, it is the cornsoybean producing area from roughly western Ohio
to southern Minnesota. That is the area that has
the most at stake in securing some stability in
world grain price movements and in rationalizing
the present price of farmland with the present
prices of farm commodities.
I see this emerging as a policy issue that
involves a disastrous collision course between
demands for grain reserves, grain storage programs, and international grain agreements, on the
one hand, and farm demands for price support for
•
grains on the other. The people who have the
most at stake in seeing a regularization of the
international grain price level (i.e., who should
support a system of grain reserves) are the small
family-type farmers in the heart of the Corn
Belt. The people who think they have the most
to gain by not having grain reserves are the
large farmers in cash grain areas. More than
ever before in our history, this has now become
a rather sharply defined conflict between large
commercial cash grain farmers on the one hand
and family-type mixed corn-hog-livestock farmers
on the other hand. That division is more sharply
etched in American agriculture today then at any

time in my memory.
I promised to say something about the farm
strikers because I happen to know some of the
circumstances. The main reason why these strikers are so vehement is that they are younger,
better educated, and many of them decided upon
careers in farming with high expectations of
rapid wealth. . Some of them went through college
and got degrees in technical subjects, thinking
that they were preparing for professional careers
outside of agriculture. After 1972, they discovered that it might be worthwhile to return to
farming and have a go at taking over the family
farm. But the interesting point to me is that
they conned their wives into going with them.
Much of the vehemence of this farm strike is
provided by the women in the act. It's the
women• in the high-risk counties of the Great
Plains who feel most keenly about the dimming
of the promise that if they went back to Podunk
Center they'd be rich in five years. If it now
turns out that they have been committed to a
lifetime of farm living out where nobody visits
them, their anger is understandable. This can
be seen from a look at the letters to the editors
in local newspapers of the farm counties in the
heart of the strike belt. The most vehement
letters I have seen have appeared in papers in
the former dust-bowl counties that run from
Dalhart up through Dodge City and into the
western Dakotas. A truly distinctive feature of
this generation's farm strike movement is the
vocal involvement of the women as well as the men.

Figure 1. Minnesota: Percent of Farm Land Sales by Type of Buyer, 1954-1977
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Discussion

Land value changes have followed different patterns
in different parts of the country; you cannot talk about
the land market in general. In the same way, there is no
average American farmer. Different types of farmers have
conflicting interests, so there is no way for an organization
to represent all of them at once. Even different sizes
of farms are affected differently by any conditions. Large
farms get a much higher return to equity. Efficient
operators gain more from any farm program than inefficient
ones.
Phil Raup said he thought the pricing mechanism for
agricultural land was defective. I think it is important
to remember that prices do not respond as fast in a downward direction as they do in an upward one. Prices will
continue to spiral if land charges are included in a cost
of production formula.
We need to raise the question of whether we need an
income program for the disadvantaged in agriculture. We
also need more data about how the benefits of a farm
program are actually distributed among the recipients so
that we know who is gaining and who is losing.

Robert Reinsel
I believe very strongly that the aggregate
data that Emil Melichar presented this morning
does in fact show the broad picture of what is
happening to farm land values in the United
States, that in fact there was no paradox between net farm income and land values. We simply
hadn't looked at the right measure of income. A
few years ago I looked at some data on the value
of cash-rented land in four states, and I can
roughly draw that out to give you a picture of
what happened in those four states.
The four states I have chosen are North
Dakota, Iowa, Mississippi and New Jersey. We
will look at what happened to the ratio of rent
to value in these four states over time. That
line represents what happened to Mississippi from
1940 to date, in terms of the ratio of rent to
v
.alue. It started out at about 18 percent and it
ls now down to about 5 percent. Generally those
two rising lines would represent what happened to
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the ratio of rent to value in Iowa and North
Dakota. The bottom line represents what happened
to the ratio of rent to value in New Jersey. If
you subtract the taxes out of the gross rent, you
get a negative net rent in New Jersey based on
the market value. But the trends there show that
in two fairly stable commercial agricultural
states, the cash rent and the value of assets have
risen in a parallel fashion.
In the southeast there was a change in the
structure of commercial agriculture. It went
from a very tightly held land market with a somewhat feudal system of land ownership in the
1940's to an open market where cash rents are now
based on market transactions in a fairly competitive market. In New Jersey, you see an example
of the non-farm influence in the land market.
There is no land in New Jersey that isn't influenced by non-farm factors. There is farm land
there, but the non-farm forces are very heavy in

determining its market price. That gives you some
of the change in patterns of land values across
the United States. You can't look at any state,
or at the United States In general, and predict
what's happening to the market in any state. You
can't look at American agriculture and talk about
a homogeneous group of farmers or a typical
farmer.
This was a point that I heard this morning.
The discussion centered around who was representing
American agriculture. It is impossible for any
organization to say that it represents "the
American farmer." It may represent the American
grain farmer at one time, the American cattlemen
at another, the dairymen at another time, and the
fruit and vegetable grower some other time, but
not all of them at one time because they have
conflicting interests. Certainly the cattlemen
and the grain farmer are not going to stack up
on the same side of the legislation. It just
makes economic sense.
Emil was talking this morning about the rate
of return to assets, and he mentioned a study I
had done a few years ago on the rate of return
to equity by value of sales class. Essentially,
on very small farms, you had what would appear
to be negative return to equity if you paid labor
and management their opportunity returns. On
the very large farms, you could pay labor and
management an opportunity return and still come
out with a return to equity that was very large,
relevant to the average for all farms--another
reason to believe that you cannot represent the
American farmer.
Phil Raup made a very important point in
that there are non-production economies of size
that are built into the system. Taxation and
the treatment of depreciation are very important
factors in these non-production economies of
size. I believe that is true, but I have some
reservations about the magnitude of the force
there. I believe that the price of land is being
set by the expansion buyer. Obviously, in
commercial agricultural areas, these are the
people that are getting larger returns to equity.
This gets us around to another point--any
farm program which treats the average price of
a commodity is going to reward the more efficient
operator. Whether he is more efficient in production terms or more efficient in the use of
his tax advantages, he is going to be rewarded
more than the lower cost producer. If you
support a.higher level of commodity prices, he
gets a larger increment than the fellow who is
really on the margin, who really is having a
tough time making it. In 1973, when agriculture
had essentially achieved parity with the non-farm
sector in terms of income, there were still complaints from the farm sector that there was a
farm problem. Not everybody was satisfied. It
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would be possible in the aggregate to achieve
parity with the non-farm sector and still not
have parity within the sector.
Phil Raup made a point that he thought our
pricing mechanism for agricultural land was defective. That may be true of Phil's data, if he
is getting it only from brokers. It may be influencing the data we use for the index of real
estate values, but not by much, unless all farmers
who are reporting to us are liars. And I don't
think they are. They are reporting to us the
value of land in their locality, and over time
they fairly accurately reflect changes in the
value of that land. It is important to remember
that historically land values have always been
sticky on the down side. They don't respond as
fast. in the downward direction as they do in
the upward direction. People who don't have to
sell land don't sell it, if they can't get their
price for it. The price does not fall as rapidly
as it may increase.
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In terms of rates of transfer in the USDA
statistics, these again are reported from farmers.
We identify a specific set of transfers that occur
in relation to a specific number of tracts. I
find it difficult to believe that we would get
underreporting there. Our data do show that the
rate of transfer has declined. I believe that
is real.
Phil made a point about reducing the market
value of land to a level that could be supported
by income. I am not sure what income he is talking about. If he is talking about current year
income and a fixed capitalization rate, which
you would use in a very simplified capitalization
formula, then the present value of land is equal
to the annual income stream over the interest
rate. A lot of our real estate appraisers use
this kind of formula to arrive at a discount of
present value for land. That formula collapses
a whole lot into a very simple little equation.
First, it assumes that the annual income stream
is constant and that your discount rate is constan'
over time. In fact, evidence suggests that the
income stream has risen over time. This formula
says the income stream over time is constant.
Now if you are using this, you can't support nearlY
as high a land value as if you have expectations
that income is going to be up. A look at the
same data here on ratio of rent to value would
suggest that anyone who bought land in any period
from 1940 to 1974 and sold that land in 1974,
would have earned an internal rate of return on
their investment not of 5 percent, as you get
from the net rent to value ratio, but 12 to 14
percent. That is discounting the final value of
that land when it is sold back and using that as
part of the justification and also taking account
of the increasing rents that occurred over that
time period. So the fellow who bought back any
time during that period didn't just get a 5
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percent rate of return on his land but a 14
percent internal rate of return on his investment.
The difference in tax valuation of the land
and market valuation of land certainly is becoming
an important factor in land markets. Perhaps
somebody will raise the question of whether or
not we shouldn't give them a return on that value
of land. The question is whether or not you can
afford to put land charges in a cost of production
formula at all. If you do, and you have people
who are more efficient than others, they will
continue to bid up the price of land, which will
increase the land charge, which will increase
the value of land. You get into a spiraling
effect in land values. It has to happen; I don't
see any way out of it, if you include land
charges as part of the cost of production.
We need to raise the question about whether
it is rational to have a program to support farm
income, which is basically a commodity stabilization program, or whether we need an 'incomes program for the disadvantaged in agriculture. There
is a basic conflict in goals in having a commodity
Program that is supposedly designed to help
farmers but which when you get right down to it
leaves the disadvantaged still disadvantaged.
One of the most important things that has
come out of the policy debates in the last few
Years, and one of the areas where we as economists
have the most problem in trying to find out what
ls going on, is the distributional question. That
is the distribution of benefits and returns among
recipients of farm program benefits, or the distribution of income among participants in the
agricultural sector. We simply do not have the
kind of data necessary to look at the specific
target groups that are involved in this heterogenous mass that is called agriculture and
determine who is gaining and who is losing from
the programs that we have.
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Discussion
COMMENT:
Capital expenditures, such as for land, have
to come either from debt or savings or income.
Historically, in agriculture the bulk of the funds
for capital expenditures has come from internal
financing. The one exception would be the 1920's,
where a substantial chunk of it, about threequarters, came from debt financing. Data show
that in the 1950's and 1960's about five-sixths
was coming from internal funds and only small
amounts by borrowing until about 1977. Now it's
50-50 for gross capital expenditures.
RAUP:
I was not denying that internal financing
has been the principal source of finance in
agriculture. We have an agriculture that evolved
out of peasant agriculture, in which the financing
was almost 100 percent from internal sources. So
the history of advanced agriculture is a history
of the decline of internal financial resources as
a basis for expansion or for maintenance. That
is not new. What I intended to stress is that we
now have a segment of American agriculture which
is highly dependent.
COMMENT:
Income taxation of farmers is almost entirely
a phenomenon of the last seven years, insofar as
it concerns the distortion in methods of financing
and the use of internal cash flow for capital
formation. The main government agency affecting
the large farmers in America today is not the
USDA, it is the IRS.
COMMENT:
The real world, it seems to me, has to do with
with after-tax dollars, whether a man is a farmer
or whether he is an industrialist or a laborer.
We can hardly isolate production agriculture from
the rest of the capitalistic economy. We all know
that land cannot be exported or imported. Land is
one of America's great natural resources. I just
can't really understand the reasoning that says
that to get things in order we have to allow grain
prices to continue at somewhat the same level as
in the past year oi so and bring land prices down.
That isolates agricultural land from the rest of
the economy.
RAUP:
I completely agree with you about the use
of after-tax dollars. In 1969, I was not able to
find any study in the Department of Agriculture
that was analyzing farm accounts or farm management decision-making as if there was no income
tax, pre-tax calculations. There are now studies

that incorporate after-tax performance, but these
are quite recent. The reason is that the tax bite
was not very heavy prior to that time, and there
wasn't much point in making these detailed aftertax calculations.
You raise a crucial issue with respect to
land, and this is important enough to spend just
a moment explaining. I omitted from my comments
earlier one of the major contributing forces
that led to land price increase. The combination
of world food supply shortage and media presentation of this world food crisis has completely
distorted this generation's understanding of the
replaceability or irreplaceability of agricultural
land. Because of the excessive coverage of food
shortages in an over-dramatic way by the media, a
generation now believes that land is finite supplY,
that the land supply is not subject to the laws of
economics, cannot be increased and therefore must
be hoarded as gold once was hoarded in Fort Knox.
One thing that economists Should contribute to this
discussion is to point out that land is just like
any other commodity in this society; it is a variable, flexible in supply. You can have more of it
or less of it. We create it every day; sometimes
we destroy it too. We build access routes, construct roads, deepen harbors. We do all sorts of
things that effect the supply of land.
One of the most disastrous traps for the argument for price supports in agriculture is to argue
as Will Rogers once did, that you'd better buy
land--they ain't making it anymore. That is an
abdication of economic reasoning. If you believe
that, we are in real trouble because then it follows
that everything else must be geared to the preservation of this precious resource. This is the
source of much of the inflationary psychology in
the land market today. It says there's only one
way for land prices to go--ever onward and upward.
If there is a little wiggle in the curve, it's a
transition phenomenon. If we just hang on long
enough, we are going to be bailed out.
The capacity of other countries that now
provide us with the principal market for exports
is very great. They can expand output whenever
they get organized. Consider the possibility that
the Soviet Union will one day get that system in
order, and with one-eighth of the land surface
of the globe and tremendous potentials in grain
production, if they ever get it organized they
will appear in the export market, not the import
market as they now do. There is no excuse for theo
not being in the export market except the internal
inefficiency of that system. The capacity in
Argentina to reorganize and get its economy in
better operating condition is very great. They
should be in the market now as an exporter on
approximately double the scale, and they have a
potential for going much higher than they now are.
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When South Africa gets straightened out, instead
of shipping gold and diamonds to pay for grain,
it will start producing some itself, which it
could do very easily. When some of the oil
rich countries figure out that they can do
something at home besides sell their oil to use
as a proxy for buying grain, and some other
things of this nature occur around the world, we
could be in a very exposed position with respect
to our over-extended export dependency today.
If we are to retain that, we have to keep production costs low, and we have to keep competitive
in the world market. That is not going to get
better because of population growth and the
irreplaceability of agricultural land. It is
going to get worse.
REINSEL:
However, you have to ask at what set of
relative prices you could expand the supply of
land. Land is an economic good. The physical
limits to land are fixed. There are variable
economic limits, and at increasing prices, you
can increase the "supply of land" because you
can introduce different kinds of technology. If
You believe that we will continue to have increasing technology of the order that Phil is talking
about, then what he says is useful. I don't
believe that we are going to run out of increases
in technology, but our technology, particularly
in the form of energy, is certainly going to become much more expensive over time. We are going
to have to be talking about a much different set
of relative prices than what we have talked about
in the past in order to produce what we need.

facilitated intergenerational transfer, but that
this has pretty much gone out of the picture
today. Have you got any research on transfers
which might appear to be expansion buying but
that might also be used to facilitate this intergenerational transfer, say, where a father assists
his son with a downpayment to buy a farm? It may
look as though the main farmer is expanding his
operation, but in essence he is aiding a son or
son-in-law to become established in farming. I
have seen it very evident in our particular area
and have been a part of it.
RAUP:
That is a very valid point. Yes, we have
studied that and in some depth. For example, in
your county, we were able to identify less than
10 sales the year before last that were not between father, son, or relatives. We had to separate
this out so we could get what we thought were
commercial transactions. This is especially prominent in Brown County and adjacent parts of
Cottonwood and Watonwan. It is not nearly as
prominent in the Red River Valley. It is virtually not a part of the market at all around the Twin
Cities. In some parts of the state, especially
where there is a strong family tradition of fatherson farming and a cultural support for that system,
the bulk of the farm expansion purchases are •
principally explained by paying, as one farmer
put it, to keep their sons at home. So it is not
really a land transaction, in one sense.
COMMENT:
They are still classified as expansion?

Also, in the developing countries, you have
to consider that they have a tremendous infrastructure problem. Even though they can increase
their agricultural technology fairly quickly, the
facility for distribution, collection, storage
and refrigeration--all of the capital investment
that we take for granted here in the U.S.--have to
be built in the developing countries in order to
make them productive in world markets. That kind
of infrastructure, given the balance of payment
Problems that many of these countries have, becomes terribly difficult to acquire. The global
Perspective is important, and we should not
attempt to isolate our agricultural production
from that global system. But there are a lot of
If's in those future alternatives. If they can
develop their infrastructure, if they don't
have the balance of payment problems, if energy
doesn't rise relative to the price of other inPuts--those all have to be considered in the long
term perspective.
QUESTION:
I am a farmer from Brown County. Dr. Raup
stated that in the 1950's and 1960's, operator°Perator transactions were predominant, which

RAUP:
Right, how else can we classify them? But
you are quite right that there are some areas where
the explicit reason for the purchase was to get a
tract big enough that they could make a reasonable
argument to the son and his newly acquired wife
to stay with them in farming.
QUESTION:
I would like to ask Phil what percentage of
the farm units or farm land he thinks was transferred from one owner to another in the last four
or five years since the escalation of land prices.
What percentage of our land is affected by this new
cost?
RAUP:
You saw the figures that Emil gave you in the
series of tables he passed out before lunch. Those
turnover figures are for the United States as a
whole, but they are not bad for Minnesota. They
vary tremendously in the state, by all odds,
the slowest rate of turnover in the state is in
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the south central part, roughly centered on Brown
County. Almost all of the transactions in the
southwestern and southcentral parts of the state
are explained in one way or other by death, retirement or bringing a son into the business as was
just mentioned. The rate of return over there
is in the one to two percent range in any one year.
In the west central part of the state, that runs
up to three percent and better. It is not very
high in the Red River Valley because so much of
the best land in the Red River Valley is very
tightly held by large landowners who have no intention of selling. That is one reason why the
price went up so rapidly in 1973-75; there was a
very small number of tracts built. The rate of
turnover is highest in the areas lying to the
east of the Red River Valley, in the grain lands
up on the second and third terraces, extending
over into the east ends of Marshall and Polk
Counties, including Pennington, Red Lake and
getting over into Roseau. That is probably the
highest rate of transfer in the state.
Parenthetically, I have talked to some brokers up there who said they made their living selling the same land over and over again. I was
told the same thing by a broker from Ivanhoe in
Lincoln County--that he really had supported himself over his lifetime by selling the same land
about every five to seven years, mostly to Iowa
tenant farmers who made enough money in Iowa as
tenant farmers to buy Minnesota land but couldn't
quite swing it in Minnesota.

total of your poultry operation on the value of
final sales, whereas a more realistic measure
of contribution would be value added in production.
That is value of final sales minus cost of purchased inputs. If you had a classification based
on value added, which we don't have, it would
show quite a different skew in the participation
of American farmers in the total value added in
agriculture. It is not nearly as concentrated as
these percentage figures make it seem when based
on just the dollar value of final sales. We are
in danger of being tricked by some of our own
statistical reporting systems in this regard.
The land markup in the last five years has led
to a tremendous concentration in ownership of
farmland in this state. We don't have the data to
document it; there has been no land ownership since
1946-47. But it is quite apparent that the concentration of ownership in fewer and fewer hands ha
progressed more rapidly in the last seven years than
it had in the preceding several decades. We don't
quite know yet what that means. It does mean a lot
of parcelization. Our farm units now are,made up
of more parcels than they used to be. We are
approaching the degree of parcelization that once
was thought characteristic of some of the older
communities of western Europe. We don't have 100
parcels per farm; we've got a lot of farm parcels
now that fall in the 5 to 10 parcels per farm class,
and this is one thing that an ownership survey
would reveal.
COMMENT:

MELICHAR:
That data that I passed out will show that
land transactions account for maybe four percent
of the total number of farms each year. If you
had five years of these higher land prices, you
would come out with only 20 percent of land transferred at these prices. In 1976, 455,000 out of
the 2.8 million farmers were in this old economic
class where they had sales of 40,000 or more.
These farmers account for 80 percent of production and owe 71 percent of the debt. The landbuying group of farmers is so small in number
that you could say that quite a few of them have
bought some land during this period. They are the
ones that have acquired all these smaller tracts
as they came up, or in fact generally split up a
farm that comes up for sale among them. That
certainly has happened along the Corn Belt. So
I think quite a few of these farmers that owe the
debt, in fact, represent commercial agriculture.
A very high percentage of these farmers may have
acquired at least some of their land during this
high price period.
RAUP:
These economic classes of farms that we are
, using are potentially subject to misinterpretation, based on sales of farm products. That
means that you throw a cattle feed lot or a big

I took two townships and did that in Martin
County just on my own. Less than 5 percent of that
land has moved at over $800 an acre. And there ls
about 38 percent of it that has no debt at all.
Ownership is concentrated more and more into the
bigger units, and it is never going to be broken
up unless we get an outright economic recession.
RAUP:
This is important for policy. Several years
ago, I took the number of counties in the United
States that produce wheat and the total population
of these wheat-producing counties, and I ranked
them to show the ratio of wheat produced per person in the county. The highest number of bushels
of wheat produced per person in the county was one
of the counties out in Montana. In fact, several
of the top counties in the whole United States
were Montana counties. Then came Kansas and some
of North Dakota. The important thing is, if you
rank counties in terms of the most bushels per Person, and then accumulate them, by the time you get
down to one-third of total U.S. production (the
number of bushels that equaled one-third of U.S.
wheat output that year), the number of people in
b,
the counties producing that output is equivalent
to the population of Edina and St. Louis Park, su
urbs of Minneapolis. In other -words, there is a thlL5e
frighteningly small number of people involved in
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Now, more people are involved in wheat than just
the people who live in the county, I know.
Cargill, big grain handlers, the transport system
are involved--but the benefits of raising prices
will fall to very small numbers of land owners.
When people figure out who will benefit from this,
we are in for trouble. It is an enormous concentration of benefit from high prices into the hands
of probably less than 50,000 individuals. And for
that we are going to raise the whole price level
of American food products? Now when that full
message hits home, somebody is going to have to
answer some difficult questions.
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The Family Farm: Could It Use a New Partner?

Today's family farm businesses are partnerships, in the sense
that return, risk, and control are shared with non-family members
such as the banker or the government. But farmers have actively
opposed allowing this kind of partnership with corporations. Midwestern farmers, in particular, have backed the passage of laws
prohibiting or limiting farm corporations. • Their reasons for doing
so are that family farm businesses would get few advantages from
non-operator equity financing and would be substantially harmed by
unbridled corporate farming. This paper argues against those ideas
with two major arguments.
First, there are unique advantages to partnerships involving
non-operator equity financing. Farm businesses are big and risky.
In 1977, average farm assets for U.S. farms exceeded $240,000, with
annual operating costs over $25,000. Farm incomes have fluctuated
widely in the last ten years. Partnerships allow for risk sharing,
but current types of partnerships are not adequate.
Farmer-lender partnerships are not ideal for risk sharing.
Repayment schedules usually do not depend on farm income, so there
are limits to the size of the debt that a farmer can repay. A
study has shown that in southern Minnesota, the average farm
business could obtain only 23 percent of its assets through debt
financing and be able to meet the repayment schedule. Farmer-landlord partnerships suffer the same type of problems.
Farmer-government partnerships benefit from government loans
and price supports, but such assistance is based on political expedience and is undependable. It also leads to regulation by the
government.
Partnerships involving non-operator equity allow risk to be
shared with non-farm investors, and it is not price risk, but
income risk. This would make it easier for young farmers to
get into the farming business.
The second argument against continuing the impediments to
non-operator equity financing is that the perceived threat of
corporate farming is exaggerated. Studies of the economies of
size show that a well-managed one or two-man farm can do as well
as larger farms; it is not unduly threatened by "big business."
Corporate farming will not reduce farm operators to hired hands
since the family can keep the controlling interest. Equity
financing in agriculture might well increase the price of land,
but so would anything that helps farmers.
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Mark Willes
The family farm enterprise is often characterized as the archetypal, independent operatorcontrolled business. But let's face it. Today's
family farms are business partnerships--not
Partnerships in the legal sense of the word, but
Partnerships in the sense that family farm
businesses receive resources from nonfamily
members and share with them the return, risk,
and control of the business. If one uses the
term partnership to describe all such sharing
arrangements, as I will use it today, the partners of the modern family farm will typically
range from the federal government to the local
banker.
Partnerships like these are not new to the
farm scene, either. The Midwestern pioneers
commonly borrowed funds from private lenders to
Purchase their land, stock, and machinery (even
though the total of those purchases was likely
to run less than $500). Also, under legislation
like the Homestead Act of 1862 or the Timber
Culture Act of 1873, the federal government
gave land to pioneer farmers subject to certain
conditions.

from expanded opportunities for nonoperator equity
financing and would be harmed substantially by
the negative consequences of unbridled corporate
farming. But I must confess to being a slow
learner. Even after listening to and reading
this argument several times, I persist in believing that family farm businesses might benefit
from expanded opportunities to obtain nonoperator
equity financing.
Today I'm going to discuss a couple of reasons why I persist in seeing some merit in that
contrary view. The first of these reasons is
that partnerships involving nonoperator equity
financing have advantages which don't seem to be
available through other types of partnership.
The second reason is that I believe the negative
consequences claimed to result from unbridled
corporate farming may be exaggerated.
• THE UNIQUE ADVANTAGES OF NONOPERATOR EQUITY
FINANCING

And by several measures the long-standing,
farmer-private lender and farmer-government
Partnerships have become more important than
ever in recent years. For example, the absolute
amount of per farm debt has grown at an annual
rate of about 11 percent since 1970. And the
ratio of farm debt to net farm income has grown
at an even faster pace over the same period. The
federal government has actively involved itself
in this lending activity as well as expanding
Other noncredit farm programs.
Yet, while farmers appear to be willing if
not anxious to expand some partnerships, they
have actively opposed other types of partnership.
In particular, Midwestern farmers have worked
hard to impede corporate involvement in agriculture. For example, farmers backed the passage
of the North Dakota law which expressly prohibits
corporations
from engaging in the business of
farming or agriculture and of the Minnesota,
South Dakota, and Wisconsin laws which prohibit
all but small
agricultural corporations. Furt
hermore, farm corporations are ineligible for
various government loan programs due in large
Part to lobbying by various
farm organizations.

Let me first discuss reason number one, that
is, that there are unique advantages to be realized from partnerships involving nonoperator
equity financing. In order to argue that there
are benefits to be realized from altering the
mix of family farm business partnerships, I believe it would be useful to first talk about
why family farm businesses should engage in any
partnerships. I think there are two related
causes. First, farm businesses, even family
farm businesses, are big businesses, and second,
farm businesses are risky businesses.
In 1977, per farm assets for the United
States as a whole exceeded $240,000. And for
working farms in southern Minnesota the average
1/
value is well over twice that much:The
operating costs of farm businesses are not insubstantial either. Again in southern Minnesota,
grain farmers are likely to have annual operating
expenses in excess of $25,000, and dairy farm
operating expenses average about double that
amount. With capital requirements and operating
expenses like these, it's not surprising that most
family farm businesses don't have the resources
which would be required to go it alone.

1/ The median value of farm assets reported by
members of the Southeastern and Southwestern
Farm Management Associations was $478,000 in
1975.

Why have family farmers encouraged these
.
1-mpediments to partnership
arrangements which
involve nonoperator equity financing? I've read
fld .been told
that it's because family farm
p usinesses would realize
few if any advantages
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The debt capacity which these researchers
calculated did vary considerably depending on
the type of operation in which the farmers were
engaged and the refinancing arrangements which
lenders were willing to make. But under each
debt financing regime, the variability of farm
receipts not only made for a great deal of uncertainty in operator income but also imposed
a strict limit on the extent to which debt
financing could be utilized. So while farmerprivate lender partnerships have been and can
be expected to remain an important vehicle for
the financing of farmers, private lenders don't
do much to share in the cash flow variability
of farm businesses and can be expected to supply
only a part of the financial resources required
by farm businesses.

And even if a family did have the resources
required to purchase and operate an economical
farm business unencumbered by partnerships,
would it be wise for it to do so? Probably not,
because farming is an extremely risky enterprise.
Witness the tremendous swings in total farm
income over the last ten years. Income swings
for individual parts of the country and for
individual farmers tend to be even more dramatic.
Partnerships can cushion those swings, that is,
they can allow for risk sharing.
But not all types of partnerships provide
the same opportunities for risk sharing. And
that is the reason I see partnerships involving
nonoperator equity financing as offering some
unique advantages.
How are they unique advantages? Let's
consider the risk-sharing aspects of a few
alternative types of partnerships, namely,
farmer-lender, farmer-government, and farmerlandlord partnerships.
As I mentioned before, farmer-lender
partnerships are more important now than ever.
Private lenders, including the cooperative farm
credit system, currently hold over $100 billion
of farm debt. These lenders have done an admirable job of helping farmers get into business
and stay in business.
Yet the farmer-lender partnership is not the
ideal vehicle for sharing risk. Private lenders
provide resources with a repayment schedule
which usually does not depend on farm income.
Thus, variations in cash flow from farming are
in principle absorbed entirely by the farmer.
Yet farmers may be unable to completely absorb
large dips in farm income and keep up their debt
repayment. As a result, there are limits to the
amount of debt individual farmers with fluctuating
income can service, even if the average return
to borrowed capital exceeds the market rate of
interest.
Researchers at the University of Minnesota
have used data on a sample of farms in the
southern quarter of Minnesota, gathered over the
last ten years, to study the debt repayment
capacity of farmers. They found that the average
farm business engaged in grain production could
have obtained at most 23 percent of its assets
• through debt financing and managed to meet its
repayment schedule. If those same farmers were
allowed to make up missed payments within two
years, they would still only have been able to
obtain 28 percent of their assets through debt
financing. Since the median farm value in that
sample was $478,000 in 1975, a grain farmer would
have required over $340,000 in nondebt financing
to purchase the median farm.
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Like the farmer-private lender partnership,
the farmer-landlord partnership generally places
resources under control of the farm operator in
exchange for a fixed rent. Thus, while it is
an extremely popular form of partnership--as of
1974 about 37 percent of United States farmers
leased all or part of their land--it suffers
from the same types of problems as the farmerlender partnership.
Indeed, this arrangement has the additional
deficiency that the farm operator may be ousted
by his landlord. This increases the element of
risk which is already present in farm businesses.
Some individuals look for a farmer-government partnership to remove or reduce the risks
which are not shared under farmer-lender and
farmer-landlord partnerships. And the fact is
that government has acted to reduce the risks of
and provide resources to farmers. Sometimes it
has focused on the wrong risks, like trying to
reduce price fluctuations rather than income
fluctuations. But its low interest disaster
loan programs, crop insurance programs, and even
its target price and price support programs, have
tended to reduce income variability for some
farmers..
There are problems associated with relying
heavily on government assistance though. For
one thing, government assistance, since it is
based on political expedience rather than the
mutual economic advantage characterizing private
partnerships, cannot be counted on to continue.
And it seems unrealistic to suppose that the
government will provide support without requiring
a quid pro quo in terms of regulation; more
regulation, I'm sure, than farmers would like to
see. And politicians are also unlikely to be
willing to provide subsidies to farmers who,
because of tremendous appreciation in land values'
have net equity positions in the hundreds of
thousands of dollars.

1

Thus I would argue that each of the three
types of farm business partnerships discussed
here has major deficiencies. Both of these
Private partnerships provide little opportunity
for farm business risk sharing and can be
exPected to provide only a limited portion of farm
resource requirements. And while the farmergovernment partnership might be relied on more
heavily to reduce some economic risks, that
reliance forces farm businesses further into the
realm of political decision making with the
attendant risk of frequent policy shifts and of
Pernicious regulation.
On the other hand, partnerships involving
nonoperator equity financing can be structured
SO as to bring about
an overall reduction in
farm business risk. That is, they can if the
various impediments to farm equity markets are
removed. A freely operating farm equity market
would allow family farm businesses to sell equity
in their farms, which in turn could be pooled
and sold to nonfarmer investors
. This arrangement would allow family farm businesse
s to share
risk with nonfarm investors. And the
type of
risk which would be shared would be the appropria
te
risk too--not price risk, but income
risk.
This would not only reduce the variability
of the family farm operator's spendable income,
but it would lower the limit on the amount of
o perator-owned resources
required to start up
or stay in a
farm business. Based on the widespread concern I have heard voiced regarding
the ability of young
families to get into the
farming business, this seems to me to be a very
important benefit.
,Yet this arrangement, which would allow
farmers to share risk with their nonoperator
Partners and reduce the amount of resources an
operator must possess to get into farming,
could
not be participa
ted in by farmers in many Midwestern states." And farmers throughout the
country would lose their eligibility for several
government programs if they participated in such
a market.
But these impediments to farm business
equity markets
haven't been established with the
intent of denying farmers advantages even though
I have argued they
do just that. Impediments
t° agricultural equity markets have
been erected
ore with an eye
to halting unbridled corporate
,
arming. However, I have some reservations in
'
escribing corporate farming as a
threat to
aYs farmers or more generally to family
'arm businesses now and in the
future.

THE EXAGGERATED THREAT OF CORPORATE FARMING
My reservations are due to the fact that
the perceived threat of corporate farming seems
to me to be based on a few rather extravagant
claims. First, it is argued that without controls
on corporate farming, big business will drive
family farmers out of business. Second, it is
claimed that widespread corporate farming will
reduce America's farmers to mere hired hands.
And third, opponents of agricultural equity
markets claim that their widespread use would
cause land prices to soar and lock young people
out of farming. Let me address each of those
claims in turn.
The first claim, that "big business" will
drive family farmers out of business, is, I believe, based on a misplaced appreciation for
the efficiency of big business and a lack of
appreciation for family farm enterprises. As
Professor Raup has written, "virtually all studies
of economies of size in agriculture yield the
same conclusion: in all but a few types of farming, well-managed one-and two-man farms can obtain
most of the gains to be had from increased size
as measured by cost per unit of output." On
what basis, then, will family farmers be at a
competitive disadvantage? I honestly don't
believe that such a basis exists.
The second claim is that with the onset of
corporate farming, farm operators will become
mere hired hands. I think there are at least
two problems with that claim. First, it is
obviously false. Just because a family farm
business sells equity in itself does not reduce
the farm operator to a hired hand, since the
family is unlikely to be selling its entire
equity. Why couldn't the farm family keep a
controlling interest in the business? The second
problem with the claim is that it conveys the
impression that family farmers now have complete
control of their businesses. All partners, be
they bankers, landlords, or the federal government,
exercige some influence on the decisions of the
family farm business. Shareholders need exert
no more influence than those other farm business
partners.
The third negative claim regarding corporate
farming is that it would lead to substantial increases in land prices and thereby eliminate the
opportunity for young people to get into farming.
Well, I agree that removing the impediments to
equity financing in agriculture probably would
increase farmland prices. But so would anything
that betters the lot of farmers. The only
guaranteed way to lower farmland prices is to
adversely affect farm income prospects.

T
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However, I doubt that removing the impediments to corporate farming would have a substantial
impact on land prices. As I just noted, expanded
corporate farming isn't likely to add much to
the efficiency of farming. So why should corporations that must give their owners a fair
market rate of return pay substantially more for
farm businesses than noncorporate investors?
Surely it is not because corporations are more
prone to speculation than other businesses. In
fact, in states like Arizona and New Mexico where
a large portion of farmland is under corporate
control, land prices have been rising at a much
more moderate pace than in North Dakota where
corporate farming is outlawed. It thus seems to
me that we should look to factors other than
corporate farming to explain historical land
price movements and to predict the future path
of those prices.
CONCLUDING REMARKS
By now some or all of you are probably
thinking, "That guy just doesn't understand the
facts. There are lots of reasons why farmers
wouldn't or couldn't gain from expanded opportunities to form partnerships based on nonoperator
equity financing and plenty of reasons why family
farm businesses would lose if big business was
given easier access into agriculture."
Well, I'll freely admit that farm business
equity markets may not be an idea whose time has
come. And I'm ready, willing, and I hope able
to learn from you why it hasn't.
But please don't stop at telling me why
you think this idea won't work. There are
problems in agriculture today, problems of risk,
problems of high costs, problems of illiquidity.
Let's not pass up this opportunity to work
together, as partners, to develop solutions to
those problems.

-224-

Discussion
QUESTION:

WILLES:

I have talked with the Continental people,
With Apache Corporation, and with one other group
that is interested in being an equity investor
in what we call family farms. Of the three, only
Apache was willing to lend them 50 percent equity,
and the conditions on which Apache was willing to
sell the farmer back his equity after a period of
time when the farmer would be more able to stand
alone were very difficult. I am concerned that
we might threaten the ability of the farmer to
Pass on the farm to his heirs. I don't know if
there are other equity investors in the market
Who have better terms. Of the three I have seen,
Apache is the most liberal, and yet they are
very restrictive, and they are not very large in
relation to somebody like Continental.

That's a very important point. I don't
disagree for a minute that some state and federal
laws would have to be changed. I would think that
you would want to start very carefully and very
slowly, to try some experiments and see what
happens. The only thing I feel relatively strong
about is that we can always think of innumerable
obstacles to any idea, but we will never know
whether it is really to the advantage of farming
or not until we experiment. We do have legal
means to address most of the problems you are
concerned about.

WILLES:
I have been told by a lot of farmers, farm
organizations, and bankers
that there is a real
need for additional financing in agriculture.
The question then becomes: who would put up the
money and on what conditions would they do it?
Personally, I would hope that when we discuss the
general proposition we would force ourselves not
to think about the
specific plans that have
already been proposed. I think we run a real
risk of killing off a good idea by judging it on
the basis of earlier, less viable
proposals.

QUESTION:
You raised several points. You passed
rather lightly over the tenure relationships, the
landlord-tenant relationships, and the equity
participation by landlords in agriculture. Approximately 50 to 60 percent of the cash grain
farmland is now owned by landlords. Most of this
is on a shared lease rather than cash lease basis,
where the landlord does share the income risk.
This is a very important source of equity to
agriculture. It has permitted farmers to expand
their operations. It has also put some of the
current tenants in a bind in their cash flow
operating debts that they acquired at higher
commodity prices.
LADUE:

.
There are a lot of ways of approaching equity
financing. It may be tied to the land; it may
involve group or individual investment; it may be
marketed with very restrictive covenants or just
like common stocks.
Let me emphasize that I would not force
equity investment on anybody. If farmers don't
Want to do it, I'd
say fine, don't do it. If
investors don't think it
is worthwhile, I'd say
fine, don't do It. But I must say that as I
look at increases in land values, I'd invest in
land any day and do a lot better
than I would in
virtually any other investment.

COMMENT:

From that perspective, I think there would
12
:e a large pool of people willing to invest
money
in land whether the rate of return
on farm income
l!as 10 percent
or zero. They would simply be
?nterested in appreciation of the land value, and
?-f they are willing to take
that kind of risk, it
helps the farmer get the financing
he needs.
C
OMMENT:
In Minnesota, in order to accomplish
We would
have to open some legal doors to
these
people in. I guess that people are
want to know who will be coming in the
before we open it.

That is a good point. That argues along the
same lines that I have been arguing. The only
difficulty with it is that it means that all the
equity sharing is coming from agriculture, and
you are not able to tap outside sources of funds
for that purpose.

this,
let
going
door
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There are some examples of equity participation in'the production sector. We had an example
of that in the livestock feeding industry. We
had a lot of outside funds coming into the TexasOklahoma area in terms of livestock feeding in
Colorado. A lot of that disappeared when we put
the livestock industry through the wringer with
the higher feed grain prices. Equity came in;
it went back because the returns weren't there.
What kinds of returns are you going to have to
have in order to keep this equity participation
in the sector? I think the evidence points to
the fact that agriculture is currently an excess
capacity industry. And therefore, it suffers
depressed rates of return to the capital investor.
Now how do you encourage and why should you encourage more funds to move into an excess
capacity industry?

WILLES:
Based on the numbers I've seen, agriculture
may well be an excess capacity industry. If
that were all there was to the story--no doubt
about it--nobody would want to invest, and my
whole discussion would be academic. I keep coming
back, though, to the one part of farm enterprise
that has done very well, and that is the primary
asset of farm land. The net worth of most farm
enterprises, if you include the appreciated value
of the land, which youwould do if you looked
at any other business in the country, is far
higher than any net worth that I will ever see.
That is the single most attractive investment
feature that agriculture has to offer. Over
almost any period, the value of land has been
the best investment that anybody has made. You
will always have a market for that asset.
COMMENT:
There have been examples, particularly from
1964 through 1970, of very large syndications
that sold shares in the agricultural sector.
There were also a large number of failures in
those syndications because the shares were sold
on the basis of capital depreciation. The buyers
of the syndications failed to realize that the
only, way to capture that return was, in fact, to
dispose of the investment. Then if you try to
renew that investment, you do so at a higher
price. There was no annual income flow to pay
out to the investors. The only income flow they
had was the return from production. You couldn't
take that appreciation in land values and distribute it out. These corporations failed because
of that.
WILLES:
If you look at the last 25 years, corporations that have done best are those who have
paid, on average, the smallest dividends. When
you think about it, if you tried to liquidate
any equity investment, the thing would fold.
There would be no reason to try to liquidate
investment in land any more than people try to
liquidate equity investment in Xerox or IBM.
You are always dealing with transactions that
take place on the margin, and the nice thing
about good land is that that is finite and over
time the value of that land has no place to go
but up.
COMMENT:
One of the things said was that the terms
of repayment of agriculture debt have been fixed.
Actually, we've been very flexible at least the
past four or five years. The repayment of debt
has really been tied to the ability of that
person to pay, and if the individual has not been
able to, as a general.rule, there has been some
flexibility. We should note that for the record.

The other thing is that it seems to me we
need to identify some of these areas of additional
capital. We have the banks, the PCA, the FHA and
the SBA in the short-term, and in the long-term
the Federal Land Bank and insurance companies and
so forth. The need for equity financing would
probably not be received with a great deal of enthusiasm by our farmers and ranchers. The reality
of it is that they don't want to share with anybody. We are 10 or 15 years ahead of ourselves.
Maybe it is going to take that long to get this
thing done you are talking about.
WILLES:
I think 10 or 15 years sounds short-term

I don't expect a proposal when I get back to my
desk. Clearly for the vast majority of farm
enterprises, at the moment, things that I have
argued for are unnecessary. Given that fact, it
is somewhat odd that farmers are arguing for other
kinds of help, which present similar types of
problems. My concern has been about the inflationary impact of increased price supports.
People tell me that there is a portion of the
agricultural sector that is in real trouble. For
this group it is difficult to get debt financing
and, in some cases, it is difficult to get government financing of a sufficiently large amount
to either help farmers stay in business or get
them started in business. This is the group
that I am primarily concerned about at the
moment.
In the long run, there would be clear advantages to the overall agriculture sector, because we now have farm enterprises with large net
worths, but where all wealth is tied up in land.
It would be to the advantage of even these landrich operations if they could diversify some of
that investment. Just like everybody else, they
could own land, but they could also own, if they
choose, a piece in somebody else's business or in
stocks or government bonds.
LADUE:
There are a lot of people who would be
willing to get that investment in land. I would
like to turn that around and say what farmer
wants to have somebody else get all of the return

to his investment in land? If you take that away
from him, you are not leaving him very much. Why
is he going to be really interested in accepting
what is left if you are going to take all of the

return to the best investment away from him?
But if you don't, then it is not nearly as good
an investment as it was.

WILLES:
Let the investor and the farmer decide.
Why should we decide whether or not it is in
their interests?

For lots of family farmers, their retirement is their land, and you are going to take
it away from them.

never have to pay it back. It is perfectly true
that if you sell an equity share and the value of
that land goes up, your share of the increase
is less than it otherwise would be. But that's
the cost you pay. However, if the value of the
land goes down, your down-side risk is also less.
It provides a way to bring in additional capital
and share what is a very real risk to virtually
every farmer in the business.

RAUP:

COMMENT:

The present Minnesota law that limits
corporations in agriculture started out as a
seminar report in 1967. In the process of doing
the research that led to that, we looked at a
number of these opportunities for equity investment that have been described. As has been
brought out, all of them depended upon the capital gains; none of them would pay out on earnings from operations. That still is true.

-There is one little difference between agriculture and other businesses. Basically, in
every other business, the risk is the management;
it's not the price. In farming, the risk is the
price. A farmer can manage his head off. If they
drop the price out from under him, he has no income
and he's stuck. He can't produce a product for
less than it costs him and continue to operate.
What is this product worth that he produces? We
are playing with the value of land, which goes up
and down with a number on a piece of paper. I've
got to sell out to become rich. I don't want to
sell out; I want to make some money working.

COMMENT:

It is not that agriculture is short of
capital. I would argue instead that agriculture
has had more capital than is good for it in the
last few years. If there is anything that is
wrong with agriculture, it is some rather careless extension on capital and some rather careless
borrowing by farmers, especially in the last
five years. It is very difficult to maintain
the position that agriculture is so short of
capital it must give away part of its birthright in order to get some. I see a lot of
danger in that, primarily because it is so
unstable.
WILLES:
First of all, nobody gives up anything he
doesn't want to give up. Nobody is being forced
to do anything. If you want to hold your land
and you can find a way to do that, fine.
Secondly, if large farm enterprises are satisfied with having virtually all of their economic
wealth invested •in farm land, fine. For those
Who would like to diversify and to spread that
risk, as most other investors do, there are
currently very few options other than selling
their land and thereby losing the opportunity
to work the land. We don't have
a mechanism
Whereby the farmer can market a part of his
land assets and reinvest so as to diversify his
asset holdings.
The third point is that there are people
Who want to come into farming who would be
good operators, but unless they come into farming with heavy resources of their own, there
isn't any way they can get in. It seems to me
.that we should not limit their financing options.
The final point is that, unlike debt
financing, if you sell an equity share, you

COMMENT:
I have two boys who run a farm. They are
both damn good workers. One has been in it two
and a half years. He had a dry year in 1976, and
the banker told him last fall, I can't go with you
any more, unless Dad signs the note. Now he put
my equity into the thing to keep him going. If
we can't control price, and I don't think we can,
then it seems to me that the best chance is to
find a vehicle to get somebody else to help them
get into it. The alternative is they won't get
in at all.
COMMENT:
That's right! I have one that is looking at
it, and the only person that will put the money
up is an insurance company, and they tie it up
so that he will never get going.
WILLES:
That is because of the way things are currently structured. I have talked to a large number of
individuals who would love to have the opportunity
to help your son get into the farming business and
have him control the majority of the assets and
the operation of the farm, but there is no feasible
way at the moment to do that.
COMMENT:

I am a business manager in Minneapolis. I
normally do not come to the defense of the Federal
Reserve, but I think I do have to come to the
defense of corporations. I suspect that anywhere
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from 85 to perhaps 100 percent of the people in
this room are stockholders in big corporations,
and I think big corporations take a lot of heat
that perhaps they don't deserve. If you fellows
are the shareholders of big corporations, you
don't look like a very bad bunch to me. There
is a lot of undeserved emotional antagonism for
corporations. We organize and reorganize lots
of businesses, and the corporate form is a very
useful form. It has a lot of advantages and some
disadvantages, but I have some difficulty understanding the emotional resistance to corporate
management on farms, especially private corporations.
WILLES:
I want to make it clear that I am not arguing
for large corporate farms. I draw a fairly clear
distinction between equity investment, which can
take a large number of forms, and large corporations. Personally, I would start with the
current rules of the game, not allowing large
corporate farms to engage in this kind of business. You might want to reconsider that later.
But I am interested in finding a way for the
family to form a corporation and have the benefits
that can come from that--through getting outside
investors, through the inheritance tax, and
through having other advantages that go with the
corporate form of enterprise--while still preserving the basic size and structure of the family
unit.
COMMENT:
North Dakota has an anti-corporation farm
law. They have had laws against corporate farms
for a long time. I don't think it has hurt our
ability as farmers to borrow money. Now, what
investor would want to put money into a high
risk business when he hasn't any rate of return
outside of a tax writeoff?
WILLES:
Relative to other forms of investment,
investments in land, or in an asset that is
based on increases in the value of land, offer
returns that are extremely attractive. For that reason, there should be large numbers of people
willing to invest.
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Discussion

The idea of getting equity capital into agriculture
has been discussed by agricultural economists. A question
I have is why a non-farmer would want to invest risk
capital in an enterprise that historically has returned
only 3-4 percent. Even if you answer that he would invest
only in above average farms, some problems arise.
How would investors know which farms to invest in?
If they decided on the basis of past performance, they
would tend not to invest in beginning farmers, who need
capital the most. What rate of return would a non-farm
investor expect? Would the farmer be willing to give up
that much income?
It may be true that economies of size are not important
in farm production. But there are economies of size in
financing, buying, and selling that could give corporations
a competitive advantage over the family farmer. In addition,
there are tax economies for a corporation. The real danger
from corporations is from vertical integration, where one
company gets control of local markets.
A farmer-equity partnership will not eliminate the
farmer-government partnership. The government has an impact
on most businesses these days.
Most farmers currently can borrow all the money they
can repay. Even when predictions are for tight credit, it
usually comes through. There is no void in financing. So
if equity capital is going to replace debt capital, it is
going to have to offer more.

Eddie

LaDue

For some time there has been discussion
with
i in the agricultural economics
profession
„Iout getting
equity capital into agriculture.
ne profession
has not reached any good conass to how to do it. What has occurred
das mainly
been discussion. Maybe what we are
c°1ng here today will contribute
to that dismussi°n. As I understand it, the thrust of
aark's proposal is that we set up some sort of
°rganization to invest money
in farm busi•
eesses, pool that investment and
then sell
!
T rtlficates involving
investment in agriculture.
il • would be
dls
like what the farm credit system
except that you would be selling shares

in the income risk rather than just creating
a debt situation.
One basic question I have is that since the
historical rate of return in agriculture is in
the range of 3 or 4 percent-with Emil's jockeying
around with the numbers this morning, he got it
way up to 7 or 8-why would a non-farmer be interested in investing risk capital to get less than
he could get in a savings account? Now, you could
come back and say that we are not going to invest
in all of agriculture; we are just going to invest
in those above average farms that do get a higher
rate of return. That has a few problems.
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First, how do the equity investors decide
which farms to invest in? As every lender here
knows, that's not an easy decision when you are
not even taking a risk position; when you are
just making a debt decision. You have to set
up some sort of criteria for making these investments, and, given our dismal ability to judge
management ability per se, we are likely to
have to choose farms with good track records,
those that have historically had good rates of
return on investment. Now, if we have to do
that, it is going to eliminate the beginning
farmer who needs the capital most and who might
otherwise be a major beneficiary of this type of
investment. We don't know ahead of time which
of these guys are really going to make it and
which ones are not.
Second, what rate of return would the nonfarm investor expect? Would he accept the 8,9,
or 10 percent that the banks and other credit
people charge on debt capital? I doubt it. He
is not going to take the risk without a higher
rate of return than he would get on a debt
instrument. Is the farmer with a good track
record really going to be interested or willing
to give up that much of his income? My point
here is that if you share the income risk, you
also have to share the risk income. I am not
sure that there is enough income for everybody
to be happy with their share. .
Another issue was farm corporations. I don't
believe that there is really a basic distrust
of or disagreement with the corporate form of
organization among farmers. Increasingly, family
farmers are forming corporations. The government
is even catching up; it looks like FHA will be
able to finance family corporations very soon.
However, there is still concern about large
corporations.
It is true that studies have shown that
production economies of scale are exhausted at
about the size of a one or two man business,
what we certainly would consider a family sized
operation. And, we are all familiar with some
of the failures of corporate businesses in
attempting to run farms. However, there is
another side of this issue. There are financing, buying, selling and other economies for
larger units that have not been included in
these economies of scale studies. Even if the
economies of production are exhausted at a fairly
small size, economies of marketing, buying and
selling may become very important. Also, tax
economies could be important for a corporation,
particularly if it had numerous investments.
Although these studies do show that economies of size are dissipated at a relatively small
size, they do not show that diseconomies set
in at those levels. In general, these curves

decline fairly steeply and then level off. When
they level off, there are no more economies beyond that point, but the important part is that
there are no diseconomies either. The family
farmer has some advantages, one being a willingness to accept lower incomes. However, if
these corporations can handle the day-to-day
production problems, are able to stay on this
cost curve so that diseconomies do not set in (and
thus, achieve the same economies achieved by
family farmers)--if they can do this, and if they
also can achieve buying, selling and tax economies
that the ordinary family farmer cannot achieve,
then they may have a competitive advantage that has
not been recognized.
The real danger of corporations in farming
is not what we normally talk about. The real
danger comes from vertical integration, where
corporations get control of local markets either
in buying or in marketing the products involved.
If a corporation could get control of those markets,
and in some local markets it might not be that
difficult, they could put an ordinary family
farmer, who can compete with them on every other
basis, at a disadvantage.
Another point brought up was that the equity
investor-farmer partnership would eliminate or
reduce the government-farmer partnership. I
doubt that. When you develop a group of people
with equity investment in agriculture, they are
going to be interested in what happens to farmers.
Although they are in there to help take the risk,
they want to keep the risk as low as possible.
The record shows that large corporate organizations
have not reduced their government partnership.
U.S. Steel relies on import limitations; the TV
manufacturers rely on import limitations. We
subsidize shipbuilding and railroads. I am not
sure there is anybody who doesn't have a partnership with the government, and I am not sure that
we are going to get rid of any of them.
To return to the main issue of financing
farms, in my 'opinion most farmers currently can
borrow about all the money they can repay: Whenever the sooth-sayers look forward and see how
much credit we are going to need -in agriculture,
they give us astounding numbers and we all get
concerned. But when that period comes, we usually
have more credit than they thought we were going
to have and it has been supplied. I don't see
that the current situation is any different. If
that is true, then equity capital is going to
have to be a better source of funds than debt
capital because it is going to be replacing some
other sort of capital. It is not going to be
filling in a void. We don't have a big void for
financing.
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Capital Gains, Cashflows, and Credit
in the Agricultural Sector

In the early 1970's, farmers saw a dramatic increase in
their cash incomes due to high commodity prices and in their
wealth positions due to the appreciation of fixed assets, especially land. They are now incurring the costs of these
benefits in the form of reduced liquidity, difficulty in debt
servicing, and larger credit needs.
The value of an asset is dependent upon income stream and
the rate of discount. Some people have claimed that the income
stream is not an important factor in today's land values. However,
it can be shown that what makes land value seem unrelated to its
income potential is the use by some investors of optimistic
price expectations, a low discount rate, and only cash costs.
The divergence since 1973 of asset values and the income
stream that should support those values is the source of one of
the crucial financial problems in agriculture today. Comparison
of net income with nominal capital gains shows capital gains
much higher than income. When corrected to 1967 dollars, however,
"real" capital gains do not overshadow "real" net farm income.
Aggregate real farm income has actually declined since the
early 1970's.
The current debt-to-asset ratio overstates the financial
strength of the agricultural sector because appreciated asset
values may not have sufficient income generating capacity to service
the debt load. Debt financing has increased in relation to net
income since 1970, causing possible severe liquidity and debt
servicing problems.
Total farm debt is estimated to have increased by $17 billion
in 1977. Part of this increase is from the refinancing of shortterm debt to a long-term basis, which may be a belated recognition
of the unreal expectations for prices in the 1973-75 era. Refinancing
does not solve the longer term repayment problem.
Capital expenditures for expansion are predicted to decline
in 1978, but loan demand will still be strong. No credit shortage is expected in the foreseeable future. Commercial banks have
increased their loan-to-deposit ratios. Credit problems are
expected to be greatest for grain farmers and especially for young
farmers with recently acquired assets and high debt loads.
Government programs also have an impact on capital gains. The
price support program has helped to push up land values, which has
been of most benefit to the larger, higher equity farm. The new
estate tax laws allow a lower special use valuation which may enable
the farmers who qualify for it to offer a higher price for land,
thus pushing prices up. Another new tax law may make it a burden
to sell inherited land, which may keep land off the market and bid
up prices.
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Government-sponsored credit programs for farmers will assist
with some of the current problems. However, higher default rates
to lend
are to be expected. Conventional lenders may not be able
to farmers who have received government loans because of low repayment
capacity.

Michael Boehlje
I.

Introduction

Midwest farmers witnessed a dramatic increase in their income and in their wealth
position during the early 1970's. Not only were
cash incomes high because of high commodity
prices (with the exception of feeder and fat
cattle), the wealth position of farmers increased
as well through appreciation in fixed assets,
particularly real property and machinery inventories. The dual benefits of high cash income
and asset appreciation were not obtained without
some cost, however. This cost is now being
incurred in the form of reduced liquidity, declining farm cash flows in relation to debt
servicing requirements, and larger credit needs
to support the appreciated asset structure.
This paper will discuss the relationships
between income, cash flow, capital gains, and
credit needs of farmers now and in the future.
The discussion will begin by briefly reviewing
the logical relationship between asset values
and income streams. The important roles that
expectations, risk, and proper allocation of
costs play in the valuation process will be
briefly reviewed. Then the historical sizes of
capital gain, income, cash flows, and credit use
in agriculture will be discussed. Implications
will be drawn into the future concerning these
variables, based on the current outlook for
agricultural commodity prices and productivity.
Finally, the implications of various government
policy decisions on the financial structure
(income and wealth) of the agricultural sector
and farm firms will be briefly reviewed.
II.

This basic valuation concept can be summarized
for an asset with a perpetual life (such as land)
in the simple income capitalization formula:
1)

d

where: V = value of the asset, R = its expected
annual net return, and d = the capitalization rate
reflecting the risk adjusted opportunity cost on
funds (the time value of money).
This simple valuation formula clearly
indicates that the value of an asset is not
independent of its income stream. In fact, value
is a function only of two variables, the income
stream and the rate of discount. Yet, during
the 1970's many have suggested that farmland
values in particular have no relationship to their
income stream. Our first task, therefore, will
be to briefly review this argument.
Note that in Equation 1) above, R is defined
as the expected income stream. Furthermore, the
rate of discount is defined as the risk adjusted
investopportunity cost or time value of money on
ment funds. The data of Table I demonstrate
the implications of different discount rates on
land values.
The calculations assume a constant net
return stream based on $2.25 per bushel corn
minus expected 1978 total production costs
excluding the land charge.1/

Asset Valuation

An investment analyst or an appraiser would
argue that the value of an asset is based on the
income stream generated by that asset discounted
or adjusted by the time value of money to reflect
the fact that income generated now has a higher
present value than income generated in the future.
1/Stoneberg, E.G., William Edwards, and Harvey
Thompson, Estimated Costs of Crop Production
in Central Iowa - 1978, FM 1712 (rev.), Nov.
1977.
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Some farmers and other investors justify a low
discount rate because of the low historical
rate of return in agriculture or the expectation
of continued increases in land values, which
suggests that less of the return to land need
come from current cash income.2/
Table I also illustrates the implications
of different price expectations for corn on
land values, assuming a constant discount rate
of 7 percent. In addition, the data indicate
the land values that would be obtained assuming
that costs are defined as including only variable
costs, variable costs plus labor and overhead,
or total nonland costs. Including only variable
costs is the approach frequently used to estimate costs and returns to land for those with
excess machine capacity who are buying add-on
units.
The point to note is that a combination of
a low discount rate, optimistic price expectations, and inclusion of only cash costs rather
than total nonland costs results in a land value
that is not unlike some of the prices currently
being paid for real estate. Thus, the logical
conclusion is not that land values are unrelated
to income, but that some investors in real estate
may be basing their decisions on optimistic expectations of commodity prices, an incomplete
Specification of costs, and/or a low rate of
discount. We will return to these concepts and
arguments later as we talk about the implications
of government regulations and programs for asset
values, capital gains, and cash flows.
III.

by $440.6 billion, capital gain totaled $441.8
billion, and net Investment was -$1.2 billion.3/
Melichar has provided one of the more interesting and thorough discussions of current
and historical relationships between net farm
income, cash flows, asset values, and debt
utilization in agriculture.4/ He evaluated the
relationship between aggregate income and nominal
capital gains since 1950 as shown in Figure 2.
Nominal capital gains were computed as the annual
increase in assets minus any new net investment
each year, and as illustrated in Figure 2 (Panel
A), these nominal capital gains exceed by a wide
margin net income during the early and mid 1970's.
However, in real terms (both income and capital
gains in 1967 dollars), net farm income and capital gains have a quite different relationship
than that shown in Figure 2 (Panel A), as illustrated in Figure 2 (Panel B). Note that "real"
capital gains do not overshadow "real" net farm
income in the recent past, as many have suggested
by viewing only nominal gains. Furthermore,
aggregate real net farm income has declined significantly since the early 1970's and is now not
all that dissimilar to incomes of the 1950's and
1960's.5/
3/Evans, Carson et al, "Balance Sheet of the Farming Sector, 1977", Agriculture Information Bulletin
No. 411, ERS-USDA, October 1977, p. 28.
4/Melichar, Emanuel, "Agricultural Finance Commentary, November 1977," unpublished paper, Board
of Governors of the Federal Reserve System, November 1977.

Financial Conditions

The relationship between the aggregate
values of farm assets and net farm income in the
U.S. since 1950 is illustrated in Figure 1. Note
in particular that since 1973, aggregate net farm
income in U.S. agriculture has been declining
substantially, while asset values have been
increasing dramatically. This divergence between asset values and the income stream that
suPposedly supports these asset values is the
source of one of the crucial financial problems
facing farmers today. In fact, from 1960 to
1977, asset values in U.S. agriculture increased

2/From a theoretical as well as practical viewPoint, if the income stream from an asset with a
Perpetual income stream such as land (and thus
the value of the asset itself) is expected to
grow at a constant rate over time, the rate-of
discount used to capitalize the projected constant
annual income stream from the asset can be reduced
1 Y this rate of growth. See Van Horne, James,
Financial Mana ement and Polio, 3rd edition,
Prentice-Hall, Englewood Cliffs, N.J., 1974.
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5/Ibid, p. 8, It should be noted at this point
that current discussions of depressed net farm
incomes based on aggregate data and comparisons
drawn with earlier years can be quite misleading.
Although in real terms, net farm income was only
slightly higher in the 1976-77 period compared to
the early and mid 1930's, other adjustments that
have occurred in agriculture since that period
should not be ignored. Specifically, the number
of farms has declined by about 60 percent since
the 1930's, thus resulting in a real net farm
income per farm almost 30 percent higher in 197677 than during the depression era. Furthermore,
a much higher percentage of the income of farmers
is obtained from off-farm sources now than in
the past. Almost 58 percent of income of farmers
was obtained from non-farm sources in 1976-77.
Thus, the income per farm family is much higher
in nominal and real terms than during the depression years. These additional adjustments
in number of farms and source of income of
farmers also have significant implications for
debt servicing.

The implications of adjusting nominal estimates of aggregate net farm income and gain have
been noted. Recent discussions in the accounting
profession indicate that general price-levelindexed income statements and balance sheets may
provide a more accurate indication of the real
financial progress of the firm. A comparison
of the nominal and inflation-indexed income and
balance sheets for dairy farmers who cooperate
in the New York state dairy record keeping system
Note that these figures
are shown in Table 2.6/
have been restated in 1975 dollars, with the
inflation-indexed figures adjusted for changes
in the consumer price index that occurred from
1968 to 1975. Net farm income in nominal dollars
varied from a high of $20,570 in 1969 to a low
of $10,556 in 1973, whereas inflation-indexed
net farm income has declined from $30,032 in
1969 to $10,363 in 1975. The inflation-indexed
income figures reflect a much more dramatic
decline in real income and purchasing power since
the late 1960's than the nominal income figures.
The nominal balance sheet figures indicate
approximately a 78 percent growth in net worth
from $88,037 in 1970 to $156,858 in 1975. However, when this data is inflation-indexed and
stated in real terms, net worth has increased
from $121,490 in 1970 to $156,858 in 1975, only
a 30 percent rate of growth.
The credit and cash flow implications of the
aggregate income and asset relationships have also
been reviewed from a historical perspective by
Melichar. He notes for example that the current
debt-to-asset ratio of 16 percent overstates the
financial strength of the agricultural sector
because it is based on appreciated asset values
that may not have sufficient income generating
capacity in the future to service the debt load.
As Melichar notes "increases in debt have recently been rising faster than capital formation.7/
In fact, as Figure 3 indicates, debt
financing has increased dramatically in relation
to net income or cash flow since 1970, thus
setting the stage for severe liquidity debt
servicing and financial problems in the future
if future net farm income and cash flows decline
or even stabilize at current levels.
An alternative way to view the changing debt
servicing problem encountered by farmers has been
He calculated the number
suggested by Brake.8/
of years required for net farm income to liquidate
both real estate and non-real estate debt based

on the income and financial statements of U.S.
agriculture in selected years. The results of his
calculation indicate that since 1973, the number
of years to repay debt from net cash earnings
has almost tripled from 2.7 years to 7.63 years.
Again the liquidity crunch and potential debt
servicing problems associated with the purchase of
appreciated assets is evident.
Total farm debt is estimated to have increased
by $17 billion from year-end 1976 to year-end
1977 to a total of $120 billion dollars. This is
the largest aggregate volume increase ever, and
the largest percentage increase since 1948. Part
of this increased volume of debt reflects refinancing of short-term obligations on,a long-term
basis because of repayment problems. For example,
15 percent of the funds loaned in the Omaha Federal
Land Bank District were advanced to pay short-term
debts and 28 percent were used to refinance
mortgages.9/
This proportion of loan funds
advanced for refinancing or short-term debt consolidation was not a significant increase from
the experience of recent years, but loan volume
increased by almost 26 percent in 1977 compared
to 1976.10/
In reality, refinancing of short-term
debt on a long-term basis may be a belated recognition of the unrealistically optimistic expectations of farmers concerning prices during the
1973-75 era, which resulted in additions to machinery lines and the real estate base, using borrowed
money with relatively short repayment schedules.
Although such financing may improve the security
position of the lender and the annual repayment
requirement on the loan, it does little to solve
the longer term repayment problem which is evidenced by the relationship between farm income
and current asset values.
Capital expenditures by farmers for expansion
are projected to decline during 1978, but farm
loan demand is still projected to be quite strong,
reflecting increased placements of cattle in feedlots and some expansion of dairy and hog operations
along with a large acreage of crop plantings.11/
Additional refinancing of machinery and land debt
may be necessary for those who have acquired such
items recently at current prices. The increased
liquidity problems faced by these farmers may
force lenders to ration credit more carefully.
However, no major shortages are expected within
the foreseeable future, primarily because of the
increased availability of credit from government
agencies and the elasticity of the credit supply
of the Farm Credit System.

6/Ball, John, "Is it Time for General Price-Level
Indexed Financial Statements in Agriculture?"
unpublished paper, Dept. of Economics, Iowa State
University, Ames, Iowa, March 1978.

9/Federal Land Bank of Omaha, 1977 Annual Report,
January 1978, p. 3.

7/Ibid, p. 12.

10/Ibid, p. 2.

8/"Money Management," Successful Farming,
February 1978.

11/Federal Reserve Bank of Chicago, "Agricultural
Credit-1977-78," March 1978.

-234-

With respect to commercial banks, increased
new borrowings and reduced payoffs on existing
debt have resulted in increasing loan-to-deposit
ratios for most agricultural banks in the Midwest.
For example, the loan-to-deposit ratio for
commercial banks in the Minneapolis Federal
Reserve District increased from 58 percent in
January 1972 to 68 percent in October 1977.12/
Credit condition surveys among bankers in the
Chicago district indicate that financial problems
encountered in the latter half of 1977 will likely
persist in the months ahead. For example, "onehalf of the agricultural bankers that responded
to a recent seventh district survey indicated
that they expected the overall credit situation
of the farmers to tighten further in the first
3-6 months of 1978."13/ Furthermore, "one-third
of the bankers projected a further tightening
of their bank's liquidity position."14/
These financial problems are anticipated
to be variably distributed among farmers, with
grain farmers experiencing more difficulties
than others (unless recent price increases are
held through the harvest). Livestock producers,
Particularly dairy operators, cattle feeders,
and beef cow-calf operators are anticipated to
have fewer problems than in the past. Those
Who will have the most difficulty in meeting
their financial obligations are young farmers
who are just beginning to farm, have acquired
assets such as machinery and land at high prices,
and have high debt loads, along with those who
cash rent a large portion of their land.
IV.

Government Impacts

The impact of three different types of
government activities--price support programs,
taxation policies, and credit programs--on
capital gains, credit, and cash flows in agriculture will be briefly reviewed.

Price Support Programs
The impact of government price and income
support programs on asset values, particularly
land, has been well documented.15/
Recent
research completed at Iowa State University has
analyzed the financial linkages and the cash flow
implications of government support price programs,
as well as their impact on asset (land) values.
The result of this research will only be briefly
reviewed here.16/
The specific purpose of the Iowa State research was to evaluate recent proposals to index
government support prices based on the cost of
production. The results indicated (as expected)
that with current price expectations and conservative inflation rates, the cost of production
indexed support price mechanism could increase
land prices dramatically within a short period
of time. This increase occurs because of both
the increased net income and the reduced risk,
and thus capitalization rate, as the cost-ofproduction-indexed support price places an increasingly higher floor under commodity prices.
For example, land prices were driven upward by
this support price mechanism from the initial
value of $1770 per acre to $7,000-8,000 per acre
within 20 years, depending upon the price support
parameters and the size of firm (and consequently
economies of size) used in the analysis.
However, the distribution impacts of such
programs are of most significance. Although all
current land owners receive the benefit of the
capital gain that results from higher priced land,
the larger, high equity operator is the only one
financially able to pay the higher price for
additional land. Thus, the government support
price program enables the larger, higher equity
farm to expand more rapidly than the smaller,
15/Harris, Duane G. "Inflation-Indexed Price Supports and Land Values." Reprinted from Amer. J.
of Agr. Econ., Vo. 59, No. 3, August, 1977; Sharples,
Jerry A. and Ronald Krenz, "Cost of Production:
A Replacement for Parity?", Agricultural-Food
Policy Review (Washington, D.C.: Economic Research
Service, USDA) ERS AFPR-1 January 1977, p.62-68;
Tweeten, Luther G. Foundations of Farm Policy.
(Lincoln: Univ. of Nebraska Press), 1970.
16/Boehlje, Michael and Steven Griffin, "Financial
Impacts of Government Support Price Programs,"
Returns to Land in the Corn Belt, Government Crop
Price Guarantees Based on Cost of Production, and
Land Values, AE-4448, Dept. of Agricultural Economics, University of Illinois, Urbana, Illinois,
August, 1977.

12/Melichar, op. cit., p.24.
13/Federal Reserve Bank of Chicago,
op. cit.,
P. 3.
14/Ibid, p. 3.
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highly leveraged unit in terms of the land base.
In essence, the government support price program
improves the guaranteed cash flow of the larger
compared to the smaller unit, and this, combined
with the lower debt servicing requirement and
the larger amount of uncommitted cash from current
land holdings, enables the larger farmer to expand his land base more rapidly, pay a higher
price for the land, and still enjoy a higher
level of consumption and family living. The
specific numerical results that verify this
conclusion are presented in Table 3. So the
great majority of the benefits of such a costof-production-indexed support price program go
to the larger producers.
Tax Policies
Various changes in tax laws have been implemented in recent years, and the implications
for capital gains in agricultural assets are now
becoming apparent. For example, the 1976 Tax
Reform Act included two major provisions that
will influence the income and estate tax burden
associated with rural real estate. The first
provision calls for the valuation of land, for
estate tax purposes only, to be based on its
income generating capacity rather than on its
If certain qualifications are
market value.17/
based on the value of
valued
be
will
land
met,
cash rent minus property taxes capitalized by the
Federal Land Bank interest rate on new loans.
Five year historical averages are to be used in
this capitalization procedure. Recent analyses
in Iowa indicate that such a valuation procedure
will reduce the value of land for estate taxation
purposes by 50-60 percent. The special use value
legislation is written to limit this procedure
only to "bona-fide" farmers, but such restrictions
will not completely eliminate the potential
impact of this special tax treatment on the
value of land. Farmers who can qualify additional
purchases of real property for special use
valuation will be willing to offer a higher price
for real estate than will other producers who
cannot qualify for the privilege, or who will
be unable to take advantage of it until many
years in the future. Consequently, the bid price
for farm real estate would be expected to rise
in the amount of the net present value of such
tax benefits. This can only result in an increased divergence between the value of the land
and its cash income generating capacity. If
non-farm investors are also able to qualify for
special use valuation treatment of land in their
estates, additional upward pressure on land
values would be expected.

A second set of regulations that will have
an impact on land values, capital gains, and credit
needs are the regulations on carry-over basis.18/
The provisions of the 1976 Tax Reform Act require
that property received by beneficiaries at a
decedent's death will not be given a new income
tax basis at that time. Instead, the recipient
of the property will take a "carry-over" basis-the income tax basis the property had in the
decedent's estate while he owned it. At the
time of a subsequent sale, tax will be due on the
amount of the gain in the property as calculated
by the market value of the property at the time
of the sale minus the basis of the property adjusted for the gain that has accrued prior to
In essence, this change
December 31, 1976.19/
in the law will result in the accumulation of
additional gain in property such as real estate
that is expected to appreciate in value over time,
and this gain will be taxed at a subsequent sale.
If real estate continues to increase in value, a
substantial gain and thus tax liability will also
d
accrue, so that recipients ofproperty transferre
at death may be reluctant to sell because of the
large tax burden. This "locked-in" effect may
result in reduced offerings of real estate on the
market and in more rental arrangements. With
reduced offerings, values for property on the
market may be bid up even further, and certainly
different types of credit demands will exist in
order to finance rental arrangements rather than
real estate purchases.
One might anticipate that a combination of
the "carry-over basis" and "use valuation" rules
could sufficiently discourage current land owners
from transferring real property to non-family members so that a rather exclusive class of rural
land holders would develop over the years. The
political and social implications of such a "landea
gentry" are beyond the scope of this discussion,
but such a land tenure system may not be in the
best interests of the "family farm".
Credit Programs
Undoubtedly, government-sponsored *credit
programs for farmers, such as the Farmers Home
emergencY
Administration ownership, operating, and
authorized
loan programs, as well as the recently
other
Small Business Administration disaster and
the
loan programs, will assist in solving some of
In
farmers.
current financial problems of many
Commodity
addition, the increased activity of the
along
1977,
Credit Corporation during 1976 and
will
with ASCS loans for grain storage, has and
farmers.
grain
reduce the financial stress of many
18/I.R.C.

17/I.R.C. 52032A

51023

I.R.C.
19/Other adjustments are also allowed, see
- $1023.
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These three government agencies have advanced
almost $12 billion dollars of debt during 1977,
a two-fold increase over 1976.20/
Debt from
these government agencies, particularly FmHA and
SBA, is characterized by longer repayment terms
than are typically available from conventional
private and cooperative sources. Such longerterm loans are expected to better match the reduced repayment capacity of firms that have
recently suffered financial stress. However,
with a continued cost-price squeeze in agriculture, government agencies should not be surprised
at higher default rates and loan losses than
have occurred in the past. Furthermore, it may
become increasingly difficult for conventional
lenders to advance funds to producers who have
had significant losses (cattle feeders and
those in areas affected by drought and other
national disasters), even if they have received
government assistance on a longer-term repayment
Plan, because of limited repayment capacity.
Certainly, extended
terms from government agencies
will assist in restructuring debt obligations,
but it will not solve all problems and for some
may only provide the time needed
for an orderly
liquidation.

V.

Implications and Conclusions

The high cash incomes of the early 1970's,
along with the appreciati
on in the value of real
Property and machinery inventori
es, significantly
improved the wealth position of most farmers in
the United States.
Recent declines in commodity
prices, however, have made it more difficult to
cover the financial obligations incurred
in the
Purchasing of these appreciated assets. Although appreciation in asset values does increase
the wealth of those who own them,
such wealth
is not available to service debt. Consequently,
refinancing of debt obligation
s incurred during
the early
1970's is and may continue to be a
common occurrence.
It should be noted that asset appreciation
does not require financing until a sale
or
Purchase is made. Thus, appreciation in assets
does not
increase the flow of equity or debt
funds for the asset owner.
However, when
appreciated
assets are purchased, debt and/or
equitY financing obligations are incurred by the
new Purchaser. If the new purchaser
is a belnning farmer who is highly leveraged
, assets
that have a
large capital gain and a high value
1j1 relation
to their cash flow can place addil°nal financial stress on
the firm. With
continued appreciation and capital gains relative to
the cash flow, many farmers will be
unable to justify
owning productive inputs such
:
s real
estate but will be required to rent the
ervices of
these assets instead. Owners of
2E1/Federal Reserve Bank of Chicago, op. cit.,
P. 1.
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such assets will justify their ownership based on
not only the income rental but on the capital gain,
inflation hedge, and tax benefits exhibited by
such assets. The implications for the structure
and ownership of agricultural assets such as farm
land are clear. Those farmers who want to own
real estate in this environment will be required
to make heavy investments in capital inputs that .
have a low rate of turnover. Thus, only producers
with a substantial amount of financial strength
and cash flow from other sources (other debt-free
land, livestock enterprises, or non-farm income)
will be able to justify such purchases.
Furthermore, the anticipated impacts of
government intervention in the form of income
and price support programs as well as taxation
policies will certainly influence the relationship between the capital gains and the cash flaw
of agricultural assets. Research completed thus
far indicates that government programs which
result in increased bid prices for agricultural
assets will probably generate more benefits for
large compared to small farms because larger
farmers have the economies of size and the financial strength to pay higher prices for inputs
such as real estate, as well as to implement their
purchase decisions with cash flow subsidies
generated by their current land base.

Table 1.

Land Values for Various Corn Prices, Costs and Capitalization Rates

Alternative Capitalization Rates
Corn Price
Yield Per Acre
Gross Return
Costs Per Acre
Net Per Acre
Capitalization Rate
Value

2.25
110
$247.50
$155.00
$ 92.50
4
$2,312.00
$

$

$

2.25
110
$247.50
$155.00
$ 92.50
6
$1,542.00

2.25
110
$247.50
$155.00
$ 92.50
5
$1,850.00

$

2.25
110
$247,50
$155.00
$ 92.50
8
$1,156.00

$

2.25
110
$247.50
$155.00
$ 92.50
9
$1,028.00

\
Corn Prices
Alternative
,.
Corn Price
Yield Per Acre
Gross Return
Costs Per Acre
Net Per Acre
Value (7%)

$ 2.00
110
$220.00
$155.00
$ 65.00
929.00

$ 2.25
110
$247.50
$155.00
$ 92.50
1,321.00

$ 2.50
110
$275.00
$155.00
$120.00
1;714.00

$ 2.75
110
$302.50
$155.00
$147.50
2,107.00

$ 2.25
110
$247.50
$155.00*
$ 92.50
1,321.00

$ 2.25
110
$247.50
$120.00**
$127.50
1,821.00

$ 2.25
110
$247.50
$ 99.00*
$148.50
2,121.00

$ 3.00
110
$330.00
$155.00
$175.00
2,500.00

Alternative Costs
Corn Price
Yield Per Acre
Gross Return
Costs Per Acre
Net Per Acre
Value (7%)

Alternative Costs and Capitalization Rates
Corn Price
Yield Per Acre
Gross Return
Costs Per Acre
Net Per Acre
Capitalization Rate
Value (7%)

$ 2.50
110
$275.00
$120.00
$155.00
5
$3,100.00

$ 2.50
110
$275.00
$ 99.00
$176.00
5
$3,520.00

*Total Nonland Costs
**Total Variable Costs Plus Labor and Overhead
%AATotal Variable Costs
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$ 2.50
110
$275.00
$120.00
$155.00
4
$3,875.00

$ 2.50
110
$275.00
$ 99.00
$176.00
4
$4,400.00

$

2.25
110
$247.50
$155.00
$ 92.50
10
$925.00

Table 2.

Nominal and Inflation Indexed Financial Statements:

1968

New York Dairy Farms

1971

1970

1969

Income Statement

Nominal

Inflation
Indexed

Nominal

Inflation
Indexed

Nominal

Inflation
Indexed

Nominal

Inflation
Indexed

Total Revenue
Total Expenses
Net Income

$45,086
29,573
15,333

$68,892
45,623
23,359

$50,270
29,700
20,570

$73,395
43,363
30,032

$57,061
38,915
18,416

$78,745
54,154
24,591

$60,745
44,857
15,888

$80,183
60,486
19,697

Total Assets
$121,935
Total Liabilities N/A
Owner's Equity
N/A

$171,260
N/A
N/A

$121,221
N/A
N/A

$176,984
N/A
N/A

$125,581
37,544
88,037

$173,302
51,812
121,490

$153,305
N/A
N/A

$202,363
N/A
N/A

Balance Sheet

.Income Statement
Total Revenue
Total Expenses
Net Income

1974

1973

1972

1975

Nominal

Inflation
Indexed

Nominal

Inflation
Indexed

Nominal

Inflation
Indexed

Nominal

Inflation
Indexed

$65, 491
49,636
15,855

$83,174
63,496
19,678

$73,772
63,216
10,556

$88,526
76,489
12,037

$86,604
74,105
12,498

$94,398
81,739
12,659

$89,470
78,067
11,403

$89,470
79,107
10,363

$224,827

$207,388

$248,541

$233,089

$254,067

$248,378

$248,378

87,685
137,142

76,074
131,314

91,289
157,252

87,110
145,979

94,950
159,117

91,520
156,858

91,520
156,858

Balance Sheet
Total Assets
$177,030
Total
Liabilities
69,043
Owner's Equity 107,897
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Table 3.

Year

Income
Less
Taxes

Income, Assets, and Debt Statement by Farm Situation and Year of Simulation

Total
Assets

Total
Debt

Total
Equity

Annual
Growth
Rate in
Equity

54,056
55,361
55,733
55,645
55,490

428,866
458,621
478,973
495,233
509,973

256,502
273,059
285,684
295,186
302,213

172,364
185,561
193,289
200,046
207,759

53.74
30.56
21.73
17.16
14.48

0.5981
0.5954
0.5965
0.5961
0.5926

Family
Consumption

Total
Land
Value

Acres
In
Farm

Other
Assets

160
160
160
160
160

Debt to
Asset Ratio

Farm A
1
2
3
4
5

2,347
2,049
2,436
2,838
3,255

5,000
5,000
5,000
5,000
5,000

374,810
403,260
423,240
439,588
454,483

10

6,080

6,206

542,989

160

62,243

605,232

314,887

- 290,345

10.59

0.5203

15

12,144

• 9,334

879,452

177

90,456

969,908

375,878

594,030

11.83

0.3875

20

17,419

11,547

1,484,070

210

156,295

1,640,365

557,510

1,082,855

11.88

0.3399

Farm B
i
r..)
.g,
CD
I

1
2
3
4
5

961
-979
472
1,964
3,572

5,000
5,000
5,000
5,000
5,000

789,135
952,007
1,039,720
1,116,354
1,187,513

320
341
341
341
341

110,865
105,471
108,883
112,825
118,048

900,000
1,057,478
1,148,603
1,229,180
1,305,561

365,832
432,924
451,071
464,178
473,298

534,167
624,555
697,532
765,001
832,20

46.15
30.89
24.28
20.52
18.10

0.4065
0.4094
0.3927
0.3776
0.3625

10

9,984

8,315

1,669,169

369

145,769

1,814,938

586,728

1,228,210

12.94

0.3233

15

17,819

11,703

2,424,070

416

214,006

2,638,076

797,936

1,840,140

11.32

0.3025

20

27,069

14,977

3,670,260

485

358,458

4,028,719

1,201,111

2,827,608

10.64

0.2981

1,279,166
1,502,896
1,707,012
1,911,145
2,124,621

30.81
23.47
19.89
17.74
16.31

0.2534
0.3220
0.3453
0.3427
0.3285

3,447,931

13.00

0.2706

Farm C
1
2
3
4
5

20,583
12,816
10,733
11,653
14,506

12,742
9,635
8,678
9,109
10,365

1,479,583
2,008,316
2,409,779
2,704,332
2,944,391
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434,216
1,713,383
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'
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Figure 1. Assets Compared with Income

Figure 2: Two Views of Farm Net Income and Capital Gains
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Cash Flow With Applications to Financial Planning
and the Income Position of Dairy Farmers
Cash flow analysis can be helpful to farmers, credit agencies,
makers. It measures the adequacy of the income flow to
policy
and
pay for increased operating expenses or for capital investment.
Data from a dairy farm record system called ELFAC have helped
us understand more about the economic position of farmers through
the year. A monthly cash difference was computed between the
total cash operating receipts and the total cash inflows. When
this cash difference is computed per cow and plotted over a 3-year
period, it shows seasonal differences which could be used to
estimate credit needs.
Variations in the monthly data exist between farms due to
such factors as size, the use of credit, and efficiency in planning
year-end adjustments. Each farm requires unique credit planning.

George Frick
The cash flow analysis does not measure
profitability. It does not help to decide how
much grain to feed cows, how much fertilizer to
would
apply per acre, or whether another tractor
the
measures
only
flow
be profitable. Cash
adequacy of the income flow to pay for increased
operating expenses or for capital investment.

A good financial information system is an
important part of. the management of a farm business. Most farm record or accounting systems
- have three inter-related programs:
1.

The net worth statement;

2.

The income statement;

3.

The cash flow statement.

The net worth statement shows the financial
position of the business at some particular time.
The income statement measures the profitability
of a business, usually for a year. Cash flow
statements are generally forward looking and can
be used for planning expenditures and credit
needs, usually on a monthly basis.
My purpose today is to describe how cash
flow analysis can be helpful to individual
farmers, credit agencies, and policy makers.
Some cash flow problems arise because of the
seasonal nature in farm operating receipts and
operating expenses. A second type of cash flow
problem arises with the financing of agricultural
investments. Generally, investments must be paid
for over a period of time shorter than their
useful life. This involves forced savings on the
part of the farmer investor, which sometimes
turns out to be a cash flow problem.

A very useful cash flow worksheet has been
developed by Clint Roush at Oklahoma State
University. This form gives one an estimate of
statements
"cash position". As in most cash flow
sales
capital
used for individual farm planning,
and expenses and family living expenses are
included. This is correct for individual farm
planning of cash flow.
Tonight, I'd like to show you some monthly
records of receipts and expenses for dairy farms
enrolled in a dairy farm record system called
number
ELFAC. ELFAC has been in existence for a
supervised bY
but
ing
is
and
self-support
of years
England
the Cooperative Extension Service in New
a feW
have
even
They
states.
and several other
an
dairy farms in Nevada in the system. With
just
took
it
system,
efficient data processing
a .
little work and a couple of years to set up
es
analysis
the
of
cash flow analysis. The purpose
exPens
was to look at the pattern of receipts and
over time for all dairy farmers on the program.
For that reason, a cash difference was computed
total
between total cash operating receipts and
system
cash inflows. These data from the ELFAC
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help us understand more about the economic
Position of the farmers throughout the year.
Before showing you any of the ELFAC farm
data, I need to make a couple of points. First,
any of the comparisons shown are for matched
farms. In other words, a farm must have a record
in two consecutive years. This cuts down the
number of farms but helps make more valid comparisons. Second, perhaps these farms are better
than average. Lots of people feel that farms on
the record system programs are better
managed
and have higher incomes.
Figure 1 shows monthly cash operating
receipts, cash operating expenditures, and
the
cash difference. This is on a per cow basis
per
month. Operating receipts per cow were low and
steady in 1975 until the change in the support
Price in the fall. Receipts per cow have
continued to increase and were at $133 in
January of 1978. Cash operating expenses move
seasonally and are increasi
ng at about 5+percent
Per year, reflecting the price increases in
Production inputs. I have dropped a dashed
trend line to illustrate how farm operatin
g
exPenses are increasing. Operating expenses
uSually drop in the early months of the year
and increase during the spring and summer during
cropping program. Each year, there is a big
ase in operating expenses during December.
Ivncrease
are post-paying or pre-buying in anticiPation of closing their books for
the tax year.
Looking at the cash differences over the
ee-Year period, one can see a distinct pattern
°f seasonal change which could
be used to estimate
credit needs.
thr

. Table 1 summarizes the monthly
ELFAC data
14111ch we
have accumulated so far with our
record program. Cow
numbers per farm have increased somewhat. Operating receipts
per cow and
Per
farm have both increased over
the four years.
'Perating expenses have also increase
d but at
Slightly
different rates, so cash differences per
cOw have varied.
1975 was a bad year, and 1976
14tas e
xcellent. 1977 wasn't too bad. If you put
his on an
difference annual per farm basis, the cash
in 1976 was about $21,300 per farm and
at c3ut $18,900 in 1977.
A farmer would notice
vuat $2,400 in
his personal bookkeeping system.
srlations came about because
of such factors as
j
ze of the operatio
n, the use of credit, effie,
lp!ncY in planning year-end adjustments,
and une-Pected expenses. These
differences can be
t treme. Average records are
valuable to follow
(fiends and patterns
, but each individual farm is
stinct and
requires unique credit planning.
a . Taking
an overview of the ELFAC records
4a1n, we have
developed a monthly counting
on°gram that
lists the number of farms with
4erating gains and losses.
Table 2 shows the
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summary of this part of the cash flow program for
the years 1975-1977. For the 221 dairy farms in
1975 with continuous records, 90 percent had
positive cash differences and 10 percent had
losses. The average farm with a positive cash
difference had a gain of $1,368 compared to
$1,154 for the average of all farms (Table 1).
For the 23 farms with losses, the average loss
was $690. The year 1976 was a good year and only
4 percent of the farms had a loss. This loss
was only $259 per month or roughly $3,100 for the
year. The average gain was $1,865 per month per
farm or $22,400.
Another interesting part of the ELFAC
program is premised on the "Better off/Worse off"
concept. "Better off" in this context means an
improved cash difference. "Worse off" means the
opposite. Table 3 shows the count of the farms
better off or worse off compared to the previous
year. Comparing 1975 to 1974, half of the farms
were worse off and half better off. 1976 was
great compared to 1975, with 82 percent of the
farms in a "better off" position. The year 1977
shows 39 percent of the farms better off than in
1976. Obviously this table does not indicate
how much better off or worse off a farmer's income
position is or well off it was to begin with.

Table 1.

Cumulative average monthly cash flow analysis for January through
December, ELFAC dairy farms, 1974-1977

$131

121
Year

11

Item

1977

1976

1975

1974

10
Averae Monthly
Cows/farm
Operating receipts/farm
Operating expenses/farm
Cash difference/farm
Operating receipts/cow
Operating expenses/cow
Cash difference/cow

Table 2.

71
$8672
7099
1573
122
100
22

69
$8480
6702
1778
123
97
26

70
$7320
6166
1154
105
89
16

69
$6867
5582
1285
99
81
19

Cumulative average monthly gain/loss comparisons, January through
December, ELFAC dairy farms, 1975-1977

Year
Item

Average Monthly
Number of farms with
operating gain
Number of farms with
operating loss
Average operating gain
Average operating loss
Pct. with gain
Pct. with loss

Table 3.

Item

Number of farms
Better off
Worse off
Pct. of farms
Better off
Worse off

•

1975

1976

1977

198

212

209
12
$1694
$-530
95
5

9
$1865
$-259
96
4

23
$1368
$-690
90
10

Number of farms "Better Off" or "Wiyse Off" compared to previous
Year, ELFAC dairy farms, 1974-1977-

1975 compared
to 1974

1976 compared
to 1975

1977 compared
to 19,76

110
111

181
40

87
134

50
50

82
18

39
61

"Better Off" indicates a larger positive cash difference from the proceeding year. A farm could
have an average operating loss in two consecutive years. However, if the second year's loss was
less than the first year's loss, the farm would be classified as better off.
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Figure 1. Monthly Cash Receipts, Cash Expenditures and Cash Difference Per Cow
1975-78 ELFAC Dairy Farms
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Discussion

I believe the weakness of the farmer's position has been
somewhat overstated in view of the high level of farm assets
and the historic ability of farmers to weather crises.
However, some farmers do have problems. It is questionable
whether the future income of farmers can support the increasing
debt load caused by using credit as a substitute for net cash
farm income.
Should further credit be extended? This can be answered
only on an individual case basis. Farmers normally use credit
in a crisis, but they should restrict credit use to things
that are really needed. The Secretary of Agriculture has stated
that every effort must be made to keep 'responsible farmers in
farming, and this is also the policy of the Farmers Home Administration in Minnesota.
As lenders, we are having trouble establishing debt repayment ability because of the low level of farm income. Recent
legislation allows deferment of principal and interest for five
years, but then the interest capitalizes into principal, which
could do more harm than good. Other recent legislation is
helpful in that operating loan limits are increased. Pending
legislation also has several useful features.

Leslie Matts
bleak that to even contemplate the future is an
act of optimism. The mood is echoed today,
especially among protestors, because of the
disparity between the price of farm real estate
and farm income. Perhaps I am an optimist, but
I feel that the weakness of the farmer's position
has to some extent been overstated. The concerns
overlook two key factors and they are the high
level of farm assets and the historic ability of
farmers themselves to weather the crisis and find
a solution. My observations are based on the
fact that, number one, only a small portion of
farm land has been turning over at the high sales
reported, resulting in a strong equity position
for the majority of farmers. Secondly, the land
turning over is generally going into good hands-family farming.

I have a comment on Mike's talk. Expectations are what will keep the price of land up
because farmers generally expect that whatever
they buy they can eventually sell for more than
they paid. They always have the expectation
that income will go up. Some people have
indicated that there may be declining land
prices. I don't think so. I think they will
keep on going up steadily because of these
expectations.
I'm not an economist, and I don't have all
the answers. Instead, working in the field of
finance, I have questions and concerns and some
observations as they relate to the financial
structure of farmers. These comments I would
like to share with you, along with a brief
comment on pending legislation.

The high price of land presently is creating
a broad range between the production costs of
different farms, making average production cost

I recall a comment from years back which
asserted that the present mood of farmers is so
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figures and returns very difficult to evaluate.
This is the reason why I have a difficult time
evaluating some of the comments made by economists. However, I acknowledge that some of our
farmers do have problems. Many really do have
their backs to the wall, especially young farmers
who started recently and those wanting to start,
expansion farmers who bought land on expectations
of high commodity prices, and others with relatively little equity. Undoubtedly some will be
selling land to recapture their equity. This is
what some are doing already. It will not be from
forced foreclosure sales but as a voluntary move
by some to avoid losing more.
This leads me to one of our main concerns,
which is not land value itself, but the conversion
to capital gains as a replacement for net cash
farm income. The amount of converting to capital
gains to replace net cash farm income has increased tremendously in the past several years.
It has far surpassed increases in net income.
This has been evident to us at the Farmers Home
Administration by the increase in demand for
refinancing under the farm ownership program.
It has been getting more evident with the $2
billion emergency loan program administered by
our agency for major adjustments because of
emergency conditions. The need to convert capital gains to cash flow and still remain solvent
in the midst of low net cash farm income does
create a concern. The question arises as to
Whether the future income of farm operators can
support the increasing debt load caused by using
credit as a substitute for net cash farm income.
Presently, I do not see a crisis in that regard.
Perhaps it is too early to tell.
The question of whether further extension
of credit would only force the inevitable has
been raised in many places. Perhaps that's a
question that can be answered only on an individual case basis. What the farm needs today is
more profit, and not more credit. However, credit
is the normal way of life in farming, provided
that it is wisely used. Farm operators need to
turn to credit for at least a temporary solution
to weather the crisis. They also need to have a
good working relationship with their lender.

every effort must be made to assist any farmer
who has demonstrated a reasonable capacity to
stay in farming, that every effort should be made
by extending, postponing, or otherwise restructuring the farmer's debt to keep him farming. I
firmly believe that this is the current policy
of Minnesota lenders, and certainly that of the
Farmers Home Administration in Minnesota. When
the Secretary placed a temporary moratorium on
Farmers Home Administration insured loan and
guaranteed loan foreclosures for monetary default, we needed no change in the policy in
Minnesota because we have never foreclosed on
monetary default only. Regretfully, when word
came out of this moratorium, it was taken by some
to mean that there was also a moratorium made on
debt repayment, even if there was an ability to
pay.
As a lender, we find ourselves having a
somewhat difficult time establishing debt repayment ability because of the low level of
farm income. Debt-equity ratios become less
meaningful in relationship to debt ability. If
we were to follow some of the old debt-equity
ratios, some-of 'us lenders would not be making
any loans. It would also be more difficult to
meet needs especially of younger farmers, due to
their fewer resources. But there are ways and
means of finding methods to help them get established, and we are doing that each day. We
have difficulties in restructuring debts because
\these debts have to be projected on future income
levels, and we are uncertain what future income
levels will be. We also are experiencing
difficulty in determining marketing policy for
the simple reason that farmers are holding inventory in hopes of higher prices in the future.
Most of the lenders have these problems. We
have them today because of a heavier demand on
credit, along with the problem of not having
adequate personnel to do the job.

Short run implications to the farm operator
are that they should view their credit needs from
the standpoint of what they need rather than of
What they want. What can I repair, rather than
What I can replace? What adjustments do I need
in order to reduce costs and still maintain
Production efficiency? What changes can I make
to trim family living costs? These are also
questions that the operator should use in good
times, rather than just in times of crisis.

Recent legislation, an amendment to the Food
and Nutrition Act, permits deferment, whereby
Farmers Home Administration can defer principal
and interest payments for a period of five years.
I view this particular authorization in assisting
present and future borrowers with alarm. This
concern stems from the fact that at the end of
the deferment period, the interest capitalizes
into principal. A farm ownership loan would
capitalize from $.100,000 to $125,000, the operating
loan from $50,000 to $70,000. Also another
problem arises. How do you start a collection
program after five years and restructure a family's
repayment habit? It appears that this particular
authorization that you have all heard of now has
to be used with discretion or it could do more
harm than good.

These implications were mirrored by the
Secretary
of Agriculture when he stated that

Just a brief look at availability of credit.
The comment was made that credit is adequate, and
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the general impression that I get, especially
from the lenders, is that there is adequate
credit in Minnesota. However, we do have one
problem in the state, and that is with the funding of the Farmers Home Administration farm ownership program. For all practical purposes, we
are broke in Minnesota, unless supplementary
appropriations are provided. What it means is
simply this--and this may come as a shock to
some--any new applicant, whatever his farm ownership needs, cannot expect a loan application before
October 1, 1978. That is a real concern to me
and a real problem that we are faced with at
Farmers Home today.
Present legislation provides for an increase
in the assured farm ownership loan program from
$100,000 to $200,000. It calls for the increase
of operating loans from $50,000 to $100,000. It
also authorizes Farmers Home Administration to
guarantee other lenders' loans up to $300,000 on
real estate and $200,000 for operating. Here is
an area in which we may find some answer to our
problem of finding an additional source of funds.
Interest rates will be negotiable, within reasonable limits. This along with the possibility of
the lender selling 90 percent on a secondary
market should free up some of the money that we
have to work with.
In the proposed legislation there will also
be a cost of money interest rate on Farmers Home
Administration insured loans which could improve
the outlook for funds. The Secretary of Agriculture, however, would retain authority to make
adjustments to those who are going to have to
meet market interest rates, thereby helping the
young farmer or the low income individual. The
new legislation also provides that SBA may be
divorced from farm lending, especially in the
emergency loan program. As usual, the legislative
package also contains a new economic emergency
loan program to the tune of $4 billion to be used
between the time the bill becomes law and December
31, 1979.
The package today is in the hands of the
House and the Senate Conference Committee.
No matter how the economic emergency
legislation comes out, my main concern is that
is does not take the form of overreaction, which
sometimes they do, but that it will have provisions that are beneficial to the farmer to
weather the crisis.
I have faith in American agriculture and
in those who work with American farmers and faith
that a solution will be found to solve the present
income crisis or at least to ease it. Whatever
solutions are made, there will be some winners
and some losers, but hopefully there will be more
winners.
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Discussion

I agree that plenty of credit is available and that there
are some farmers in a strong financial position. Credit quality
has been very high; there have been only minimal losses, particularly because of the CCC corn loans.
There has been a lot of refinancing initiated by farmers.
In some areas the expansion buying has slowed down. There is no
single solution to the complex problems of agriculture. If
commodity prices become too attractive, land prices will be bid
up again.

William Rooney
I, too, feel that there is plenty of credit
available, particularly in our part of the United
States, with the PCA's, the rural banks, the Land
Banks, the Farmers Home Administration, and the
insurance companies. I agree also with the
comments that we have in this area of a group
of
farmers in a very strong financial position. I
think that is a real factor in what we do for the
farmers. They are strong because of that appreciation in real estate that has taken place, and
• IleY are also strong
because of the very good
income
years back there in the early and middle
1970's.
One of the things to support this is the
credit quality, particularly in the credit
bank
sYstem. Our credit quality has been over our
Pectations the last three years. It is holding
in there at what we think
is a good level. Our
1°sses have been very minimal, and part
of the
reason for that certaint
y has been the refinancing
that has been going on. The Farmers Home Administration has put out a lot
of refinancing
and
emergency credit. We were surprised in the
last quarter of 1977 to see that the repayments
t° the PCA's in our four states
on these loans
doubled over the last quarter of 1976. We had
PaYments in that quarter of $156 million compared
t° $82 million in 1976. We decided
we were going
t° find out just what caused
that. The biggest
cause of that paydown in
that particular quarter,
far as we have been able to determin
e, was
9190 million increase in our four states in
CCC
,c3rn loans. Most of that was in
Minnesota.
ttT?bably somebody else has a closer figure than
Tiflis, but as close as we can estimate, it was
ear $130 to $140 million in Minnesota.

I think maybe that CCC corn-loan program and
other programs were a big factor in the national
increase in farm debts. I am not just sure how we
should treat that, whether we should treat that the
same as we do the other type of mortgage debt.
Also we found there has been a lot of refinancing.
The farmers have taken it upon themselves to get
their debt in better shape, better balance, so
there has been a lot of refinancing by long term
lenders and by the Farmers Home Administration.
We found too, that many of our farmers are still
successful in generating a sizeable net farm income.
We are just getting ready to publish the
Agri-facts results, which is our recordkeeping
system, and I have some data on just a couple of •
groups. Out of the first 1900 farmers that completed their 1977 records under Agri-facts, 500
were crop farmers. These crops would be corn and
beans. There were quite a few crop farmers from
the valley and the wheat lands in North Dakota,too.
Not all of them have lost money. One of the
reasons for that is the excellent crop of corn
and beans the farmers had, particularly in Minnesota. Out of 1900 loans, there were 1,023 dairy
operators. They didn't fare quite as well in
generating profit. I should say, though, that
the figure we have is the value of farm production
less the costs, which include depreciation and
family living draw. These figures, both of the
crop production and the dairy, are after the family
living has been taken out.
I get a little concerned that we still
haven't seen all the facts or that we are aware
of all the facts, particularly because of the
morale of the farmers, which seems to be pretty low.
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At least in some areas, not only have political
activity but also the buying and expansion habits
have slowed down considerably this past year.
The problems we have in agriculture today are
very complex. I see no simple solution. I have
a strong feeling that if we make commodity prices
too attractive, we'll just see those strong producers that I mentioned bid up the price of land
again, and outbid the guy who is in a weaker
financial position, including the young farmer.
It is just going to happen again. That is not
the whole solution, at least. I'm not at all
sure, either, that our politicians and the universities can find a better answer than the
farmers can themselves.
As one final thought, I think many of us,
myself included, underestimate the farmer out
there. I think we have been doing that for a
number of years. I believe he is quite a guy and
can take care of himself pretty much.

QUESTION:
I was speaking strictly about the commercial
farmer.
ANSWER:
We are changing and adapting to this new
concept of the part-time farmer. In fact, a substantial amount of income of farmers, somewhere
around 58 percent, comes from non-farm sources.
That has dramatic implications for the repayment
capacity of farmers, because they have this lower
risk income generation capacity that is being used
to support acquisition of assets. We have made
that change in our concept of what a farmer is.
COMMENT:
Fifty percent of that non-farm income is
concentrated on farms with less than $2500 in sales.

QUESTION:
I heard two of the discussants indicate
that farmers were very resilient and could take
care of themselves. Between 1964 and 1974, we
lost about 800,000 farmers. In the ten years
previous to that, we lost a million farmers,
and in the ten years previous to that we lost a
million and a half farmers. Today out of those
2.4 to 2.7 million farmers, we probably have less
than a million commercial farm operators. A lot
of the discussion is concerning the social system
rather than the economic system. Economics has
been telling us right along--fewer farmers. The
economic ballgame has been such that no matter
what the government did in terms of prices for
us, we ended up with fewer farmers. It boils
down to a social decision as to whether or not
we want to support farmers out there on farms.
MATTS:
As far as some of this change in numbers of
farmers is concerned, some of these numbers have
changed because of the definition we have placed
on the farmer, which is the amount of income
generated by land that enables you to classify
it as a farm. At one point anyone who sold over
$500 worth of agricultural produce was considered
being in farming. There has been a change as far
as the definition.
When I referred to not being concerned
because of the ability of farmers to adjust,
what I was talking about is that those who do
stay in farming do have a means of adjusting
their enterprise and their income capabilities.
I've seen these changes take place and we'll
continue to see them take place. I would be
naive to say that everybody's going to solve
their problems and stay on the farm. There are
going to be some that will fall by the wayside

However, a good operator can adjust his efficiency,
and I think he'll make it.

COMMENT:
I don't know if you'd classify them as hobby
farmers, but certainly they are not in the business
for substantial commercial sales.
QUESTION:
What is the government doing to reflect this
in the kinds of programs they develop? It's
happening despite government programs.
ANSWER:
What kind of government programs are there
to stem the tide of this type of movement? There
are some credit programs, emergency types of
things. Much of the government program activity,
such as price and income support policy, even
though justified on its ability to help this
group, really has the opposite effect.
QUESTION:
In establishing the basis for an acre of
land., how do you change the income tax that the
patron has to pay, in relation to the established
price of the land? How does he get this land paid
for when he has to pay income tax? The payment
has to come out of earnings, I would assume. What
about the income tax. At that point what is the
price?
ANSWER:
The figures that you would use in any evaluation should be after tax figures. One of the
concerns we have is that the income stream isn't
supporting current land values if you look at it
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with an improper specification of cost, that is,
by not taking into account all costs, only variable costs, or by using a very low rate of discount. We have land values that are substantially higher than warranted by net income which is
available for servicing land debt.
QUESTION:
It is my understanding that no loan officer
that works for Production Credit Association
could ever legitimately tell farmers that there
was no money available for loaning. There had to
be other reasons not to put a loan out. Are
there any studies available within the farm
credit system suggesting that within the next
10 years there may be a limitation on money
available to the farm credit system?
ROONEY:
We've been doing a lot of studies on switching our type of funding to take care of this
Possibility. When we were getting all our money
from just one source, we were more vulnerable to
this than with the multiple funding approach that
we are using now. Other than that, I don't think
that we've had any research that indicates there
Should be any serious shortage of funds to the
Farm Credit System.
QUESTION:
I was interested in your figures showing a
repayment prograM over five years. Based on the
income of agriculture, is that possible or
Practical for the majority of farmers out there?
CARDWELL:

• Let me just make two conflicting comments
about that. First, we were talking about a
workout situation, a problem loan that you are
trying to resolve. Extending the terms on that
loan, if you've got adequate collateral to do it,
and/or extending the repayment program over a
period of time are two of the possible ways to
solve the problem.
Now on the other side of the fence, we have
had an enthusiasm in agriculture since 1972-73
that has resulted in a number of assets being
Purchased on shorter repayment terms than you
can justify if you take a longer run view of
things. An example is lands on ten and fifteen
Year contracts. We have numerous of those in
I°wa. Another is machinery which we have tried
to pay for in two or maybe three years and
facilities where we have tried to make those
kinds of investments and pay for them over a very
Short period of time. In some sense, maybe the
refinancing that we see going on right now is
just a recognition of what we did wrong three or
four years ago. We put these on too short
a
repayment plan. What worries me about refinancing
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is not that it is done, but that we get into
a psychology that that's the way to solve all the
problems, that we can always back up and refinance
and take another run at it. Lenders are going to
repayment schedules that are maybe longer than they
have been during the 1972-74 period because the
cash flow isn't there to service it over the shorter terms.

Relationships Among Farm Capita
Income, and Debt,1950-1977
The relationship of farm assets to debt has commonly
been presented as reassuring because it shows that farmers
have a high net worth. However, other data indicate why
the agricultural sector has been having financial difficulties.
Agriculture's debt/asset ratio is only 16 percent,
which implies that there is room to increase debt. The
problem comes in servicing the debt. Interest on additional
debt is high relative to present earnings. Unless borrowed
funds increase income rather than simply maintaining it,
net income is decreased and cash flow becomes a problem.
Since 1950, the percentage of liquid assets held
by farmers has significantly decreased. This change has
been reflected in the higher loan/deposit ratios of rural
banks. Banks also are now far less liquid and must rely
on deposit growth in order to expand loans.
It is useful to compare debt increases with the
amount of capital formation generated by the debt. There
was a large rise in capital formation in 1971-73, followed
by a leveling off. Debt increases rose sharply in 1976
and 1977, however. The ratio of debt financing to capital
formation thus rose higher than at any time since 1915-19.
However, comparison of debt increases with cash flow and
net income shows that debt financing - income flow ratios
are higher than they have ever been. Debt has increased
relative to income, and future debt service burdens have
increased.
Off-farm income has become a major factor in determining farm income. Off-farm income is not evenly
distributed among farmers, however. Those farmers who
have been the major land buyers for expansion have only
a small percent of off-farm income. It would therefore
seem to be a relatively minor factor in the decision to
buy additional land. Off-farm income thus has been
over-emphasized as a factor in land 'price increases.

Emanuel Melichar

In this presentation I hope not only to describe recent trends in total farm capital,
income, and and debt, but also to provide
perspective helpful in thinking about the
current financial situation of agriculture.

Assets and debt
debt as
Chart 1 is a graph of farm assets and
been
has
chart
most commonly presented. This
the
about
very reassuring to those concerned

-252-

financial health of the farming sector, as it
indicates that the equity of the farming sector
--the difference between assets and debt--has
recently increased greatly. Many farmers today
have a net worth to which most nonfarmers cannot really aspire.
In spite of the huge increase in farm wealth,
however, the sector has been experiencing financial problems. In addition, its financial
Prospects appear uncertain. One must turn to
Other data to appreciate these present and
Potential financial difficulties of the sector.
It is useful, first of all, to point out that
farm debt actually grew about as fast as asset
values during the recent boom in asset prices.
Still, as the USDA noted in The Balance Sheet
9f the Farming Sector, 1977, agriculture's
debt/asset ratio is only 16 percent whereas
that in manufacturing, while not strictly
comparable, is over 40 percent. The implication of this comparison is that agriculture
has considerable room to increase debt as
a
way of easing current cash flow problems.
The problem with such action by the sector--or
by the individual
farmer that Mike Boehlje discussed earlier--relates to servicing the increased debt. The current interest rate on
a dditional debt is high relative to present
earnings on farm assets as a whole. Thus more
1 cTrowing reduces net income unless the funds
2
uorrowed are used in ways that increase income.
If debt is increased simply to obtain funds to
?uPplement current income in maintaining living
levels, the high interest charge will reduce
future income significantly.
This effect can be easily illustrated. The
f,arming sector's return to equity
last year was
4.5 percent, as the interest rate on debt averaged about 8 percent while the rate of return
to total assets was only 3.5 percent.
The total return to equity was $11.3 billion. If
de bt'were to be increased
by $141 billion at
an interest rate of 8 percent, the
annual in,rest charge would be equal to that $11.3
That increase in debt, which at curasset values would raise the debt/asset
t
,tio
to about 36 percen€, would thus depress
"le sector's return to equity
to zero. This
?xercise demonstrates that the potential for
tn creasing farm debt for "unproducti
ve" reasons
ls limited by the
consequent reduction in farm
income
.
°E course, even at an average sector return
of
zero, many farmers would be earning significant
Positive returns to their own equities. For
!amPle, Bruce Hottel and Robert Reinsel found
Lnat the
return to equity on large farms (sales
Of $100,000 or
more) in 1970 averaged 6.9 perWhile the average return on small farms
',”les below $5,000) was negative and the over'-'1 .average was
only 2.1 percent (Returns to
i1tY Capital b Economic Class of Farm, AgriS-tural Economic Report No. 347, USDA, August
b 76). Thus even if average returns were to
ree further
depressed, many farms would likely
main profitable enough to handle increased
debt.

j
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Another trend involving farm assets and debt
warrants mention here, though it is peripheral
to the main thrust of this paper. Farmers'
holdings of liquid financial assets--cash and
bank deposits--have declined from 7 percent of
total assets in 1950 to the present level of 2
percent. The greater liquidity of farmers as
they entered the adjustment period of the
1950's was reflected in the position of rural
banks at that time. Most banks had very low
loan/deposit ratios and were heavily invested
in government bonds that could be liquidated
to meet increasing farm loan demands. Now,
both farmers and rural banks are far less
liquid, and the future rate of loan expansion
at most rural banks will be more closely tied
to their deposit growth.
Capital formation and debt
Instead of borrowing used to ride out a period
of low income, both farmers and lenders like to
see borrowing that promises to increase future
income. To help in assessing the nature of the
borrowing by farmers as a whole in any given
period, it is therefore useful to compare increases in debt to the amount of capital formation and the value of land transfers. Table
711.1, reproduced from the flow-of-funds section of the Agricultural Finance Databook-Annual Series, shows the types and amounts of
expenditures that comprise capital formation.
Total capital formation is plotted in the upper
panel of Chart 2. Note that capital formation
rose only gradually during the two preceding
decades and showed little growth over several
multi-year periods such as 1966-70. The latter
plateau was followed by a large rise in 1971-73.
Since 1973, however, capital formation has not
shown much overall growth (visualize a trend
line passing through the large recent annual
variation caused mainly by fluctuations in the
additions to crop inventories).
Annual increases in debt are also shown in the
upper panel of Chart 2. The big increases in
debt that occurred in the first half of this
decade were in large part explained by the increased capital spending. Improved farm income
and income prospects were driving both capital
formation and borrowing upward--a situation
that borrowers, lenders, and proponents of
economic growth all like.
In 1976 and 1977, however, increases in debt
rose sharply even though capital formation remained near the level first reached in 1973.
As. shown in the lower panel of Chart 2, the
ratio of debt financing to capital formation
thus rose far above levels experienced in other
years since 1950. . It is particularly interesting to see that there was much less use of debt
relative to capital expenditures in the early
1950's, at the culmination of the boom that had
started during World War II. At that time,
attitudes toward future economic prospects and
appropriate use of credit were much different.
Because many persons were anticipating another
postwar depression, they avoided going heavily
into debt. Agricultural finance textbooks
published at the time contained numerous warnings about the dangers of debt as they had been

vividly demonstrated during the 1920's and
1930's. But soon, in the new economic environment resulting from government policies and
programs to stabilize both the general economy
and the agricultural sector, farmers and professors alike saw the advantages of greater use
of debt. Before the advent of the recent boom,
attitudes toward debt had been reversed; the
new textbooks, for instance, contained few
warnings as they showed how to maximize financial leverage through borrowing.
Recent ratios of debt financing to capital formation represent historically high levels. In
his study of the first half of this century,
Alvin Tostlebe found a comparably high ratio
only in 1915-19, when debt financing averaged
76 per cent of farm capital formation (Capital
in Agriculture: Its Formation and Financing
Since 1870, Princeton University Press, 1957).
In retrospect, the boom of that period has been
commonly described as an unfortunate speculative and debt-financed episode.
Farm income and debt
As I noted earlier, if income prospects are improving, increased debt financing often aids in
achieving the income gains. But if debt is being increased mainly to alleviate current financial problems, a part of the present problem
is simply being transferred to the future as
the current borrowing increases the future debt
service and repayment burden.
In Chart 3, the upper panel shows annual increases in farm debt and also each year's farm
cash flow and net income. The lower panel
shows the ratio of debt financing to net income
and to cash flow. It is interesting to see how
low, by present standards, the relative amount
of debt financing was at the height of the Korean War boom. In contrast, the current postboom period is being entered at much higher
levels of indebtedness and of ongoing debt financing. The ratios of debt financing to.income flows shown in the lower panel of Chart 3
have risen into unknown territory, as Tostlebe's
study shows no precedent for current levels
earlier in this century. During 1915-19, when
debt financing was high relative to capital
formation, annual debt financing actually averaged only 16 percent of net farm income. Over
the next three decades, debt financing averaged
only 2.2 percent of net income. Thus current
and past levels of relative credit use are far
apart.
On the other hand, there was a significant rise
in the ratio of debt financing to income during
the two decades preceding 1920 as farmers moved
to more leveraged financial positions. Then,
as now, a rise in the ratio indicated that debt
was being incurred at an accelerated rate relative to income flows--and it is the income
flows from which debt must be serviced.
There are other ways of presenting this relationship, but all tell pretty much the same
story. For instance, I could have charted the
ratio of outstanding debt to net income. Or,
as some analysts have done, I could have inverted that ratio to indicate the number of

years of income it would take to repay all of
the debt outstanding as of a given date. In
1960, outstanding debt equalled 1.8 years of
net farm income; in 1970, 3.3 years; and in
1977, 4.4 years. Debt has increased relative
to income, entailing greater future debt service burdens.
Off-farm income and debt
Before closing, it may be useful to point out
that the distribution of debt among farmers
differs greatly from the distribution of farmers' off-farm or nonfarm income. Off-farm income now enters into most discussions of farm
financial conditions, because such income for
the sector as a whole has been steadily rising.
Since 1967 off-farm income of farm operator
families has exceeded total net farm income
(including landlords' net rent) except during
the farm boom years 1972-75.
The overall level and trend of off-farm income
have drawn considerable attention and analytical comment. One analyst recently concluded
that the consistent increase in off-farm earnings was a major factor permitting farmers to
bid up land values steadily since the mid1950's. Other analysts have included off-farm
income in the denominator of the debt-to-income
ratio for the farming sector. At a recent
meeting in North Dakota, the Secretary of
Agriculture told farmers that their off-farm
income exceeds their farm income.
These uses of the data on off-farm income are
highly questionable because of the way in which
off-farm income is distributed among farmers.
Using data on the distribution of income, assets, and debt by value-of-sales classes, Published in the USDA's Farm Income Statistics
(July 1978) and Balance Sheet of the Farming
Sector, 1978, a string of comparisons can be
cited to support this point.
in
To begin with, 46 percent of off-farm income
under
1977 was on farms with annual sales
$2,500. These farms owed only 5 percent of
the total farm debt. Conversely, the farms
:
with sales of $40,000 or more in 1977 owed 71
percent of the debt but had only 12 percent
the off-farm income.
The 162,000 farms with sales of $100,000 or
more owed 48 percent of the total debt but had
only 5 percent of the off-farm income. opera':
tors' average net farm income on these farms in
1977 was $38,300, while the off-farm income
averaged $9,600. Debt on these farms (including landlords' debt) averaged $312,500. At
current interest rates, the off-farm income
covers perhaps two-fifths of the annual interest charge on the debt, and it would hardly be
a major factor in debt repayment. Assets of
these farms averaged $1,155,000, and so it
seems that the off-farm income would, on average, be a relatively minor consideration when_
additional land purchases are being contemPla
.
ted. Yet these and other large farms have
been major buyers of land for farm enlargement'
It appears that the role of off-farm income as,,
a base for debt service and as a factor in lanu
manY
price increases has been overemphasized by
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financial analysts and other commentators on
the farm scene. Very likely, these persons
have simply been unaware of the distribution
Of off-farm income relative to that of assets
and debt.

Chart 1
Assets compared with debt
700 A. FARM ASSETS AND DEBT

The USDA data cited in this paper have been
revised since the seminar to reflect updates
and revisions made by the USDA through
September 1978.
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.TABLE 711.1
CAPITAL FLOW AND ITS FINANCING
AMOUNTS IN MILLIONS OF DOLLARS
FINANCING OF CAPITAL FLOW

CAPITAL FLOW

ADDENDUM: YEAR

I REAL ESTATE I
CAPITAL FORMATION
I
PURCHASES
I
FROM
TOTAL I
BUILDINGS
'DISCONTINUING' TOTAL
AND LAND
MACHINERY LIVESTOCK
PROPRIETORS 1
....UPRQVEMEN/S

S=s) FINANCIAL
ASSETS

TOTAL

INCREASE
INTERNAL
IN
DEBT
FUNDS

FARM
CASH
FLOW

1950...
1951...
1952...
1953...
1954...

7762.
8915.
7842.
6366.
7188.

2304.
2451.
2401.
2171.
2296.

5458.
6464.
5441.
4195.
4892.

1522.
1599.
1614.
1527.
1425.

3152.
3321.
2966.
3201.
2739.

607.
1017.
579.
-81.
260.

205.
167.
.342.
-542.
231.

-28.
360.
-61.
90.
237.

7762.
8915.
7842.
6366.
7188.

6256.
7098.
6982.
6738.
6290.

1506.
1817.
860.
-372.
898.

17546.
20449.
19708.
17648.
17113.

1955...
1956...
1957...
195d...
1959...

7199.
5773.
7584.
8956.
6930.

2589.
2655.
2861.
3081.
3165.

4610.
3118.
4723.
5875.
3765.

1385.
1392.
1411.
1355.
1654.

2760.
2406.
2512.
3150.
3414.

18.
-345.
-211.
576.
418.

197.
-111.
829.
248.
-404.

250.
-224.
182.
545.
-1317.

7199.
5773.
7584.
8956.
6930.

5718.
4914.
6169.
6976.
4496.

1481.
859.
1415.
1980.
2434.

16062.
16086.
16027.
18340.
16041.

1960...
1961...
1962...
1963...
1964...

7468.
8144.
9309.
9539.
9064.

3067.
3264.
3354.
3635.
3862.

4401.
4880.
5955.
5904.
5202.

1686.
1748.
1832.
1886.
1918.

2802.
2866.
3190.
3525.
3770.

89.
372.
585.
396.
-38.

308.
-38.
35.
233.
-779.

-484.
-70.
313.
-136.
331.

7468.
8144.
9309.
9539.
9064.

6289.
6333.
6577.
6410.
6264.

1179.
1810.
2732.
3128.
2800.

16979.
17691.
18061.
18089.
17050.

1965...
1966...
1967...
1966...
1969...

11723.
11442.
12998.
11677.
11685.

4311.
4646.
4449.
4308.
4326.

7412.
6796.
8549.
7369.
7359.

1926.
2077.
2314.
2146.
• 2340.

4179.
4611.
5132.
4550.
4525.

-175.
221.
82.218.
222.

1217.
-304.
575.
-94.
-123.

265.
191.
446.
549.
395.

11723.
11442.
12998.
11677.
11685.

7734.
7821.
9893.
9868.
9120.

3989.
3621.
3106.
1808.
2566.

19896.
21367.
20002.
20521.
22928.

1970...
1971...
1972...
1973...
1974...

11820.
15404.
18643.
26612.
20885.

4136.
5845.
8549.
11469.
9558.

7682.
9559.
10094.
15143.
11327.

2367.
2484.
2350.
3062.
4395.

4918.
4873.
5695.
7647.
6195.

665.
460.
445.
1818.
454.

-659.
937.
416.
1588.
-2065.

391.
805.
1188.
1028.
• 348.

11820.
15404.
18643.
26612.
20885.

9563.
11160.
11943.
16777.
12758.

2257.
4244.
6700.
9835.
8127.

23043.
24229.
30043.
47973.
41793.

1975...
1976...
1977...

27261.
24367.
28094.

9883.
12274.
11896.

17378.
12093.
16188.

4684.
4956.
5933.

8653.
9199.
9432.

-1044.
-682.
-1218.

4444.
-1683.
1631.

641.
303.
410.

27261.
24367.
28084.

18301.
n221.
15421.

8960.
11146.
12663.

41661.
36852.
39691.

"REAL ESTATE PURCHASES. Is AN ESTIMATED
PROPORTION OF REAL ESTATE TRANSFERS (TABLE 632.1). BEFORE 1965 TRANSFERS ARE ESTIMATED FROM
AL ESTATE ASSETS (TABLE 511.1)
AND TRANSFER RATES (TABLE 631.1). CAPITAL FORMATION CONSISTS OF BUILDING AND mACH1NtRY EXPENDITURES
(CABLE et0.1), NET ADDITIONS Ti)
LIVESTOCK AND STORED-CROP INVENTORIES (TABLE 921.11, AND NET CHANGES IN CURRENCY, BANK DEPOSITS, ANC
U.S. SAVINGS 8CNDS (TABLE
521.2). "INCREASE IN DEBT" EXCLUDES CCC LOANS (TABLE 111.21. FINANCING FROM "INTERNAL FUNDS. IS TOTAL
CAPITAL FLOW LESS THIS DEFT FINANCI46.
"FARM CASH FLOW," WHICH INCLUDES UNREALIZED AND NONMONEY INCOME, IS DEFINED IN TABLE 941.1.
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1975

Chart 2

Chart 3

Debt financing compared with capital formation

Debt financing compared with income flows
A. FARM CASH FLOW, NET INCOME, AND INCREASE IN DEBT

A. FARM CAPITAL FORMATION AND INCREASE IN FARM DEBT
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Note: Cash flow is net farm income plus capital consumption allowances at replacement cost.

Note: Capital formation consists of expenditures for machinery, buildings, and land improvements plus the net
change in financial assets and in livestock and crop inventories.
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Discussion
QUESTION: You noted that the average farm
debt/asset ratio is less than 20 percent--but
do you realize that the way USDA values assets
and the way they would be valued on a business
balance sheet are considerably different? USDA
uses current market values, whereas on business
balance sheets assets are valued at actual cost
at the time they were purchased. I think that
if you would put farm assets on a cost basis
also you'd probably find little difference in
farm and business debt/asset ratios. In fact,
the farm ratio might even be higher. My point
in bringing this up is that you don't want to
get a false sense of security from the USDA
debt-to-asset ratio.
MELICHAR: If you have to compare debt/asset
ratios for the farm and nonfarm business sectors, given the present data, the best procedure may actually be to use the current value
Of farm assets, but the book value of the nonfarm assets. Before I explain this, note that
for farm assets both book value and current
market value have been estimated by the USDA,
but that for the business sector only the book
value is available. Now, should you take the
book value that you have for business assets
and compare it with book value rather than
Current market value of the farm assets? Well,
if you look at the composition of manufacturing
assets, about one-fourth of the total is accounts receivable. Another one-fourth or so is
inventories and other current assets. In addition, a comparison of capital expenditures with
the book value of the remaining assets indicates that much of the manufacturing plant has
been purchased within the last few years. Machinery is apparently a big part of these assets. In contrast, a major part of farming assets consists of farm land that was bought long
ago. The book value of this land is way below
market, whereas in manufacturing most of the
assets are either current assets or have been
Purchased fairly recently. Thus I have concluded that comparing farm book value with manm anufacturing book value may actually be misleading, and that it may be analytically better
to compare book values for manufacturing with
current values for farming.
COMMENT: Business use of fast depreciation
chedules has been increasing. I know specific
instances-where businesses have been sold--in
Which plant values were 3 or 4 times their book
values, if one had to replace them at current
Prices. The difference between current and
book values has also been widened by the recent
high rates of inflation.
M ELICHAR: You have a valid point insofar as
b usiness plant and equipment is concerned. But
the fact remains that the proportion of assets
in accounts receivable, inventories, and cash
is much higher in manufacturing than in farm-

ing, while the proportion consisting of real
estate is much lower than the 75 percent share
found in agriculture.
QUESTION: Yesterday you presented data showing
that the percentage of farms with debt had increased, and that the percentage of debt had
increased on these farms. I'm having trouble
relating the high percentages you presented
yesterday to the much lower debt/asset ratio
in agriculture that you cited today.
MELICHAR: You are undoubtedly referring to the
first two columns of Table 641.1 used yesterday,
which showed the percentage of farms on which
debt was incurred at the time they were transferred and also the amount of such debt as a
percentage of the purchase price. Thus those
data referred only to the 4 to 5 percent of all
farms that are transferred in any given year.
In contrast, the debt/asset ratio cited today
is the average for all farms. This gets us into an important point, however, which is that
debt/asset ratios differ greatly among farms.
Those farmers who have recently purchased land
undoubtedly have the higher debt/asset ratios
and the higher interest payments to cope with
now.
QUESTION: You commented earlier on the reduction in the liquidity of banks, particularly
country banks. I'm wondering if there has been
some work done that might demonstrate that
there is a deliberate attempt on the part of
the country bank to maintain earnings in the
face of a changing deposit mix that raises the
interest cost of obtaining funds to lend, as
opposed to the thesis that says farmers have
needed more debt and that the banks have responded to their requests. My own view is that
many banks have made a deliberate effort to
capture more of the agricultural debt market
in response to a need for more earnings.
Would you want to comment on that at all?
MELICHAR: I don't think that this explains the
recent sharp rise in loan/deposit ratios, although it may have been a factor in the longerterm uptrend. At the smaller banks in rural
areas that are heavily involved in farm lending--specifically, the 5,000 or so banks at
which more than One-fourth of loans are farm
loans--the average loan/deposit ratio rose from
the early 1950's until 1967. For the next seven years it stayed on a plateau around 55 percent. But then between the end of 1975 and
September 1977 it made a phenomenally rapid
rise to to 64 percent. This was a period of
lower farm income during which growth in total
deposits at these banks was cut back to an annual rate of 10 percent, or maybe even a little
less than that, with demand deposits rising
very little and time deposits growing at a
rate of perhaps 15 percent. Farm loans in-
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creased faster than deposits, in part because
loan repayments slowed and demand for renewals
increased. Thus the farm income situation was
responsible for the large and rapid reduction
in the liquidity of rural banks.
In contrast, the change you bring up--the increasing proportion of time deposits in banks'
total deposits--has been a more gradual and
long-term development. That trend and any resulting pressure on earnings was present during
that period from 1967 to 1975 when the average
loan/deposit ratio at rural banks stayed at around 55 percent--a level well below that at
which large city banks were then operating. At
the time, I felt that the rural bankers operating at a lower level were recognizing that
there was greater risk in lending to the small,
undiversified areas they serve, and that they
were behaving prudently in maintaining a greater liquidity cushion.
Now it appears that the cushion of liquidity
that was being maintained by rural banks has
been used up. Of course, if you're never going to use a cushion, you may as well not keep
it. So the purpose in keeping a liquidity
cushion was for it to be there to use when the
time came, which it apparently did. Where will
these banks go from here? Since last fall,
several factors--more CCC loans, the wheat deficiency payments, Federal disaster loans, and
the improvement in crop and livestock prices-have helped to improve deposit growth and bank
loan repayments. The average loan/deposit ratio at rural banks has dropped by about 2 to 3
percentage points since last September.
QUESTION: But if you study the earnings of
these banks over that period of years when the
loan/deposit ratio did not go beyond 55 percent, do you find that earnings were coming
down? Or were they flat? Or what?
MELICHAR:

I have not studied the earnings.

COMMENT: Well, my contention remains that
these banks finally realized that the need for
more earnings was forcing them to look into
whether or not they need that large a liquidity
buffer from here forward.
MELICHAR: That seems unrealistic. The pressure for earnings would have existed over the
whole period. For seven years they didn't respond to it, and then suddenly in the spring of
1976 they realized the pressure on their earnings and so zoomed up their loan/deposit ratios
to the new high level? It seems more realistic
to explain the recent rise in terms of what we
know happened to farm income, deposit growth,
and loan repayment rates. I agree, _however,
that the changing deposit mix is one of the
factors underlying the longer-term upward movement of loan/deposit ratios.

at 5 to 8-year credit to finance some of these
Steiger tractors. I don't think we anticipate
the kind of deposit growth in banking that we
had during this period from 1950 to 1970, for
example, or that we had in 1973. This concerns
us, because we see the need for additional debt
financing in agriculture through our system of
banks and PCA's. Malcolm Harding (then Governor of the Farm Credit Administration) gave us
some projections that were rather astounding as
to the future need for financing farm capital
formation.
MELICHAR: Well, I share your concern, but I
don't necessarily agree that financing agriculture will be a great problem. For one thing,
have published a criticism of Malcolm Harding's
projections. He took the trend of capital formation during the recent boom and drew it out
for another 10 years. If you do that, you are
saying that we will continue to have a boom in
capital expenditures--machinery buying--equal
to the one we have had since 1972, and that it
will keep going for 10 more years. That's completely unrealistic. But given that assumption, you can't quarrel with his projection
that a large amount of financing would be
needed.

But would the financing of a continued boom be
a problem? Farmers would be doing that kind
of buying only if times were very good. If
that came to pass, there would be no financing
problem. With farming a profitable, growing
industry, people would be happy to lend to
farmers. Rural bank deposits would be growing
apace. In other words, if you project a capital formation boom, to be consistent you must
also project the great income that is responsible for such booms, and that means that the financing will be available.
The current situation is different. Capital
formation is essentially flat, but debt is
rising rapidly. The added debt is not being
used to increase capital spending. It is being used for something else--perhaps to make
up for the drop in farm income. Well, that
gets you into trouble, because you are not
adding to income, but you have higher interest
charges. So I am more worried about handling
the current debt than about where more, debt is
going to come from.
QUESTION: You are not particularly concerned
then about the deposit growth in banks, for example, or the lack of deposit growth as compared to increases in farm debt?
That continues to be a concern, but
my point is that the problem it poses for farmers is not as great as sometimes painted. The
current problem for farmers is that of servicing the debt already taken on.

QUESTION: One of the concerns that we have
is financing the highly leveraged position of
agriculture. Many of the banks today do not
have the liquidity they had, say, 15 or 20
years ago. We have more intermediate-term
credit today than we had 20. or 25 years ago,
and it is not 3-year credit. We are looking
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MELICHAR:

Repayment Capacity of Farmers by Farm Type,
Management Level, and Years of Farming

One's assessment of the current financial strength of
midwestern farmers depends on whether one is an optimist or
a pessimist and on whether one looks at individual farmers by
type, age and management ability rather than at general statistics
such as "total farm income".
A commercial farm has three primary financial objectives:
profitability, liquidity, and solvency. Cash flow analysis is
superior to debt-equity ratio analysis for measuring a firm's
repayment capacity. Better managers have excess cash flows, some
of which will be capitalized into higher land values.
A study was done to determine the maximum debt load which
could be borne by a hypothetical farm of each type, assuming
average returns and the worst income year. Allowance was made
for a two-year deferral on intermediate-term loans. No non-farm
earnings were taken into consideration.
The study showed that small hog or dairy farms could handle
a relatively high debt load. Hog finishing and cash crop operations
had very low debt carrying capacity. When the types of farming
were combined into hypothetical two enterprise farms, the maximum
debt/asset ratios were higher than the average of the ratios for two
single enterprise farms. Cash grain/cattle feeding farms, in
particular, had higher ratios.
It was found that extending real estate repayments to a
longer payoff period was relatively more beneficial to cash crop
farmers than to livestock farms.
Farm record summaries consistently show that farms under
top management obtain significantly better returns than those
with average management.
Low equity farmers and farmers with below average management ability were hardest hit by the recent drought and by
declining farm prices.

Paul R. Hasbargen
I.

One's assessment of the current financial
strength (or weakness) of midwest farmers
depends in part on:
A.

with
most
cial
been
look

Whether one looks at individual farmers
by type, age, and management ability,
or at "all farmers", "total farm income"
and "farm debt".
1.

Those who are intimately acquainted
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many individual farmers know that
of them are in a stronger financondition than they have ever
before. By contrast, those who
only at total farm income and

debt figures--with emphasis on the
changes since the peak income year
of 1973--and/or listen to the constant media coverage of the farm
strikes think that farmers may be
again approaching their destitute
position of the thirties.
2.

B.

2.

3.

Solvency = ability to pay all debts
if business is sold today, (will my
assets more than cover my debts in
case of a business liquidation?)

Some useful measures for each (see
figure 1).
1.

Measures of profitability.
a.

Profit & Loss Statement (returns
to equity, labor and management)

b.

Returns to operator's labor and
management (P & L - return to
equity)

c.

Percent return per dollar invested
average in(return to capital
vestment)

d. Percent return per dollar of
equity (return to net worth
owner's net worth)
2.

The optimist notes the tremendous
increase of over $100,000 (in undeflated dollars) both in the average
per farm value of farm assets and in
the net worth of the average U.S.
farmer between 1970 and 1977. The
pessimist keeps talking about the
"record debt" and the fact that this
debt has increased some $19,000 per
farm since 1970.
The optimist notes that the per capita .income of farm families from all
sources is currently higher relative
to that of non-farm families than at
any time prior to 1972. The pessimist
keeps harping on the sharp decline in
farm income since 1973.

Selecting appropriate measures of profitability, liquidity, and solvency.
A.

B.

Liquidity = ability to pay debts on
time (can I keep my creditors happy?)

Measures of liquidity and cash flow.
a.

Net cash operating income (gross
farm receipts - total farm operting expenses)

b.

Ratio of cash operating expense
to cash operating income (cash
adjusted
operating expense
farm sales)

c.

Current ratio (current liabilities
current assets)

d.

Years to repay current and intermediate debt (total short-term
and chattel debt ÷ net cash flow
available after family living and
long-term debt payments)

Whether one tends to be an optimist or a
pessimist.
1.

II.

Those who know current farm costs
and who understand that land prices
are established by the better managers, who realize that land has value
as a "growth stock" as well as for
its ability to earn annual dividends,
expect land values to continue to increase faster than the general inflation rate. By contrast, those who
look only at "average" return to
asset figures keep saying--year
after year--"land prices will have to
go down unless crop prices go up".
(Despite the relatively poor prices
of the past year, U.S. farm land
prices increased more than the consumer price index. And, given the
current economic and policital
climate--including the weakening
dollar and high inflation rates--the
increase in farm prices will likely
be even greater in the year ahead.)

2.

3.

Measures of solvency.
a.

Total ratio (total liabilities
total assets)

b.

Current and intermediate ratio .
liabill(current and intermediate
intermediate
ties 4 current and
assets)

c.

Net worth

d.

Net worth change track record

A commercial farm business has three
primary financial objectives:
1.

Profitability = competitive net returns to resources (how much money
did I make last year?)
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C.

Cash flow analysis is superior to debtequity ratio analysis for measuring a
firm's repayment capacity or risk bearing
ability because:
1. "Safe" ratios are quite different for
different types of farms.
2. "Safe" ratios are quite different for
different management levels. (I
note that Gordon Foss in his paper
on Debt-Equity Ratios states that
borrowers and lenders need to be
cautious even when equities are
"quite strong" and suggests use of
cash flow and earnings projections.)
3.

Most farmers have a wide leeway in
the amount and timing of new capital
purchases that can be used to adjust
to changing economic conditions. The
size of this cushion can be better
evaluated by looking at a firm's
ability to generate cash for payment
of non-real estate debt and new
capital purchases than by looking at
debt-equity ratios. (See measures
in Worksheet IB, Farm Profit and Loss
Statement, under the section entitled
Debt Servicing and Capital Replacement
Capacity.)

c.

B.

Better managers have excess cash flow.
The top 20 percent compared to the
average of the Southwest group in 1977.
showed the following (see table 2).
1.

They got higher production per acre-8 percent higher yields and an
average gross value produced of $193
versus $179 per tillable acre (using .
harvest time prices).

2.

They will also market their grain at
higher average prices (returns shown
in table I are based on low harvest
time price).

3.

They farm 67 percent more tillable
acres (666 versus 398) and have 51
percent more livestock.

4.

Their tractor and machine costs per
acre were 12 percent less ($28.58
versus $32.38).

5.

Their net cash operating income was
56 percent higher ($47,552 versus
$30,577).

6.

Their adjusted (for crop and market
livestock inventory change) net cash
operating income was $55,710 higher.

7.

Their returns to capital and family
labor were $44,488 higher.

Understanding a farmer's cash flow.
A.

In 1977, farmers in our Southwest Farm
Management Association showed returns
over direct cash costs in corn production
of $109 and $161 in bean production (see
table 1).
1.

2.

These returns, plus returns over cash
costs from livestock, are used by
them to:
a.

Pay family living costs (including taxes).

b.

Make principal and interest
payments on land (or cash rent).

c.

Make payments on machinery.

d.

Make down payments on new investments (farm and non-farm).

Crop yields obtained by the
farmer.

b.

Selling price obtained by the
farmer.

a.

Some of those excess returns will
be capitalized into higher land
values.
(1) Some better managers have
already locked in a $200 per acre
return over cash costs on soybeans
for 1978. Thus, if 1977-78 pricecost relationships could be counted
on to continue, these returns
could be capitalized into a land
value for these better managers-using a 5 percent capitalization
rate--that is considerably above
current land prices.
(2) Some of the poorer managers,
however, have difficulty paying
half this much for land--so land
will probably continue to shift
from the hands of the poorer
managers to those of the better
managers (or, the poor manager
may want to rent out land that he
owns and work for someone else or
retire early.)

There is a wide variation in crop
returns depending upon:
a.

Cost control achieved by the
farmer.
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b.

IV.

annual income and the remainder
was used to determine the amount
of debt that could be serviced
that year.

Most of these land purchases by
the better managers will show up
in our department's annual land
study (Raup, et al.) as "expansion" purchases. This is, unfortunately, a misleading term
since most such purchases are to
help the next generation get
started in farming. (My father
was an "expansion buyer" for 20
years as he helped eight sons
get started in farming. However,
when the land was divided after
Dad's retirement, each farm was
about the same size as the
original one. Likewise, Minnesota
farm numbers and average farm
size remained essentially unchanged from 1972 to 1977 despite
the classification each year of a
large majority of the farm
purchases as "expansion".)

b.

A debt structure in proportion to
asset structure was used. (For
example, if 50 percent of assets
are real estate, 50 percent of
debts were assumed to be real
estate debts.)

c.

Real estate values were based on
1and prices that were current for
the year in question--but no extra credit was given to borrowers
because of land appreciation.

d.

No down payment was assumed on
land and no deferral was allowed
on 20 year land payments.

e.

Allowance was made for a 2-year
maximum deferral on 5-year intermediate term and current debt
principal payments. (All such
deferrals must be fully paid
with interest by the end of the
second year after the low income
year.)

Rates of return and estimated "maximum" debt
burdens by farm type and size.
A.

Returns on investment by type of farm.
1.

2.

B.

Historically, hog farms have consistently given higher returns per
dollar invested than any other major
farm type in the cornbelt (see table
3).

3.

Estimated "maximum" debt/asset ratios
by farm type and farm size (in terms
of capital assets) are shown in table

5.

A just-completed study by Greg
Hanson and Jerry Thompson, in the
Department of Agricultural and
Applied Economics, of rates of return and maximum debt burdens for
different farm enterprises in southern Minnesota during the. 1966-75
decade gave similar results (see
figure 2).

a.

(1) Catch up in 2 years after
worst year.
(2) Current market values of
land.

Annual cash incomes and maximum debt load
by farm type and size, 1966-1975.
1.

2.

(3) A rapid payoff of 20 years
on land (with no down payment).

Annual cash incomes were estimated
for a hypothetical farm of each type,
which was assumed to earn the average
returns earned by that farm type in
our farm management association
(which could be slightly better than
average of all farms) for each year,
1966-1975. (See table 4A and 4B).

(4) A 5-year payoff of non-real
estate debt.
(5) No refinancing to take advantage of land appreciation and
to offset declining value of the
dollar.

Since the study is concerned with
farm survival, its aim was to find
the maximum debt load in the worst
income year given:

(6) No non-farm earnings taken
into consideration.
b.

a.

Some of these "maximum" ratios
appear very low. Keep in mind
that they are based on:

Family living cost, including
estimated income taxes, was
subtracted from each year's
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Note that even small complete hog
or dairy farms can handle a relatively high debt load. (Creditors
have historically been willing to

"go farther" with beginning
farmers if they are in dairy or
hogs.)

crop farms than to the livestock
farms.
b.

c.

d.

Note that hog finishing and cash
crop operations have very low debt
carrying capacity under the
assumptions of this study. These
results again verify the soundness of the old farm management
advice that beginning farmers
should not expect to get financing to buy land for a highly
leveraged crop operation. (It
also exposes the weak conceptual
base for the Minnesota Farm
Security Act which is aimed at
helping low equity farmers
finance land--the last asset
that they should buy. Further,
lowering the interest rate--as is
done in the Farm Security Act-does not materially affect results.
A sensitivity test in the above
quoted study showed that a decrease of 2 percentage points in
all interest rates increased the
maximum debt/asset ratio on the
average crop farm only 3 percentage points--from .28 to .31--when
life of the real estate loan was
20 years.)
Note that the maximum debt/asset
ratios estimated for two enterprise farms was usually somewhat
larger than would be indicated
by a simple averaging of the
maximum ratios estimated for the
appropriate two single enterprise
farms.
(1) This is especially true for
the cash grain/cattle feeding
farms since these two enterprises
tend to be -counter-cyclical in
profitability.
(2)

were put together, since cattle
feeding and hog feeding were both
very unprofitable in 1974--so the
maximum debt/asset ratio is no
more than the average of that
shown for the two single enterprise feeding farms.
The effects of longer loan repayment
terms can be seen in table 6.
a.

The effects of better or poorer
management on debt carrying capacity.
a.

Our farm record summaries consistently show that farms under
top management (upper 20 to 33
percent) obtain significantly
greater returns than those with
average management.
(1) In 1977 the top 20 percent
(in our Southwest Farm Management Association) earned 14
percent returns versus 7 percent
returns for all farmers.
(2) The bottom 20 percent obtained returns of -1.4 percent
(after taking $15,000 for labor).

b.

A relatively small change of 2
percentage points above or below
average in rate of return results
in a large change in debt carrying ability--especially for low
earning farms that have relatively low debt carrying capacity.
(1) See figure 1 in the previous
paper by Gordon C. Foss, which
shows that even a small increase
may be enough to keep the higher
equity farmers making some financial progress--but it isn't
enough to help the highly leveraged farmer who is earning a rate
of return significantly below
the interest rate he is paying.

However, it did not help

when two feeding enterprises

4.

5.

Note that extending chattel terms
from 5 to 7 years has a larger
beneficial effect on the debt
carrying capacity of dairy farms
than doubling the life of the
real estate mortgage.

Note that extending real estate
payments to 40 years is relatively more beneficial to the cash
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(2) See results of Hanson-Thompson study in table 7.
(a) Note that poor management is not compatible with
successful specialized livestock finishing or cash crop
farms.
(b) Note that well managed
hog and dairy operations-especially if given longer
term credit (and perhaps
even lower FmHA interest
rates) approached the 100

percent level of debt carrying capacity during the
past decade--without considering any land appreciation:
V.

1.

A closer look at some current problem types
and locations.
A.

The current farm protest movement had its
birth and strongest growth in areas of
the country hit by drought and heavily
dependent upon cash crops and beef for
farm income. Southwestern Minnesota had
severe drought problems in the 1974-76
period. Beef--especially cattle feeding--is also quite important in that area.
1.

Net cash operating income, labor
earnings, and new capital purchases
for cash crop farmers in southern
Minnesota are shown in table 8 for
recent years.
a.

Note that net cash operating
income does not fluctuate nearly
as widely as labor earnings,
which is computed on an accrual
basis.

b.

Note that annual capital purchases doubled between 1972 and
1974. Record summaries show that
they stayed high in 1975. They
climbed even higher in the south
central part of the state in
1976, but dropped back sharply
in the southwest when drought
sharply cut back all crop yields.
They dropped further in 1977.

2.

2.

a.

Note that the hog farmer made
excellent progress during the
past three years--despite being
hit hard by the drought in both
1975 and 1976--partly because his
wife's earnings about covered
their family living costs.

b.

The cash crop-hog farmer got off
to a slow start in 1975, but has
made some net worth progress with
a little help from off-farm income in 1976.

c.

The cash crop farmer has shown
a sharp drop in earnings since
his first year when he got considerable help from Dad. Note
his excessive crop costs--he
applied $50 of fertilizer per
acre of corn in 1977.

A final case to consider is that of
the most severe problem case found
in over 300 records.
a.

b.

Labor earnings dropped from an
all-time peak of $57,296 in 1973
to $2,094 in 1974. After recovering in 1975, earnings
dropped to a negative $7,500 in
1976.

His situation during the past 4
to 5 years:
(1) He has been a hard worker
but has obtained below average
crop and livestock performance.
(2) His farm was hit hard by
drought in 1974 and 1976.

Net cash operating income and new
capital purchases for farmers who
have both cattle feeding and cash
crops in southwestern Minnesota
differs somewhat from the specialized
crop farmers.
a.

B.

Table 9 shows the earnings and net
worth progress (excluding asset
appreciation) of three young southwestern Minnesota farmers who started
farming in 1974-75.

(3) He was a cattle feeder with
below average performance records.
(4) He was expanding his cattle
feeding enterprise.
b.

What might be done to help his
situation and outlook?
(1) More credit? (perhaps he
was already given too much when
he was allowed to expand his
cattle feeding operation, including an investment in two big blue
silos, despite below average performance records).

However, 1977 earnings came back
to over $30,000--second only to
the high in 1973. And, current
livestock price levels suggest
higher incomes again for 1978.

Low equity farmers (usually -younger) and
farmers with below average management
ability were hit the hardest by the recent drought and declining farm prices.
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(2)

Higher prices?

(3)

More Management Education?

(4)

Change in farm enterprises?
(hogs instead of cattle)

(5)

Rent out farm and work in
town?

VI

VI.

Conclusions
A.

Most financial and farm management
measures suggest that the agricultural
sector is in excellent financial health.
However, the pessimist can--if he looks
hard enough--find areas to worry about.

B.

Repayment capacity is a much more useful
concept than debt-equity ratios--for
creditors as well as for farmers. (As
Howard Richards, President of the
Federal Intermediate Credit Bank of
St. Paul, said recently, "Production
lenders, if they are good, weigh repayment ability the most and if they
aren't good, they probably emphasize
collateral and financial position."*

C.

To the extent that debt-equity ratios
are used, it is important that different
standards be used for different farm
types--and these must be further adjusted
for management level and size of business.

D.

Current problem farm cases are likely
to be low equity cash crop or beef
farmers who lost heavily because of the
recent drought and/or the liquidation
stage of the cattle cycle.

E.

The most important single factor in
severe credit problems has been, is
now, and will continue to be, poor
management.

*From a paper entitled, "Meeting the Future
Financial Needs of Minnesota Farmers," presented
at the 50th Annual Meeting of the Minnesota
Farm Managers and Appraisers, Inc., held at
the Curtis Hotel, Minneapolis, February 9, 1978.
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Table 1.

Crop Data For Corn And Soybeans - 1977*
Corn

Soybeans

Avg. of
172
Farms

86 Farms
Highest
In Yield

Avg. of
165
Farms

82 Farms
Highest
In Yield

184.4
105.5

198.3
118.1

157.4
39.1

167.3
44.3

1.69
178.37
4.57
182.94

$ 1.71
201.98
5.52
207.50

Direct Costs Per Acre
Fertilizer
Chemicals
Seed and Other
Special Hired Labor
Custom Work Hired
Farm Power& Machinery Operation
Total Direct Costs Per Acre

27.18
11.63
16.13
.12
3.00
_15.68
73.74

32.00
12.07
16.95
.18
2.79
15.70
79.69

1.42
9.66
10.99
1.25
2.14
122_76
38.22

Return Over Direct Costs Per Acre

109.20

127.81

161.49

187.31

Allocation Cost Per Acre
Farm Power& Machinery Ownership
Land Costs (cash rent equivalent)
Miscellaneous Costs
Interest On Mach. & Equip. Inv.
Total Allocation Costs Per Acre

21.66
66.89
.24
4.74
93.53

22.33
70.12
.45
4.67
97.57

17.66
68.33
.06
3.76
- 89.81

19.12
71.95
• ....i?.
4.05
95.24

Return Over All Listed Costs/Acre*

15.67

30.24

71.68

92.07

1.58

1.50

3.28

3.05

Items
Acres
Yield Per Acre, Bushels
Value Per Bushel
Crop Product Return Per Acre
Other Crop Income Per Acre
Total Crop Return Per Acre

Total Listed Cost Per Bushel*

$

$ 5.09
198.88
.83 .
199.71

$ 5.11
226.18
.78
226.96
1.85
9.56
11.77
1.46,
1.32
13,69
39.65

Listed costs do not include labor, interest on operating expenses or some
general farm overhead expenses such as utilities and farm organization dues.
Source: Southwestern Minnesota Farm Managzement Association - 1977 Annual Report.
Delane Welsch, et. al., Economic Report 78-1, Department of Agricultural
and Applied Economics, University of Minnesota, pg. 22 & 24.

*

Table 2.

Some Characteristics Of Top Earning Farms Versus Aveage Farms In
Southwest Minnesota Farm Mana.ement Association

Crop Yield Index
Price Received Index
Enterprise Selection
Sale of hogs
Sale of soybeans
Volume of Business
Crop acres
,
Animal units
Work units per worker
Cost Control
Tractor and machine costs/acre
Auto and truck expense/work unit
Other overhead expense/work unit
(power, machinery, equipment and buildings)
Net Cash Operating Income
Increase in Inventory Value of Crops
and Market Livestock

Average
Farms

High 20%
In Earnings

100
100

108
?

$27,358
21,809

$45,351
37,136

398
160
291

666
241
370

$32.38
6.98
52.17

$28.58
5.82
46.24

$30,577

$47,552

5,245

43,980

Total Adjusted Cash Earnings

$35,822

$91,532

Return to Capital and Family Labor

$33,Q63

$77,551

Source:

Southwestern Minnesota Farm Management Association— 1977 Annual Report.
Delane Welsch, et. al., Economic Report 78-1, Department of Agricultural
and Applied Economics, University of Minnesota.

Table 3.

Earnings, Resources Utilized, Size Of Business And Expenses By Type '
Of Farm In Southern Minnesota, 1968-74*

35-44
Dairy
Cows

Complete
Hogs

Hogs &
Feeder
Cattle

Feeder
Cattle,
Cash
Crops

Cash
Crops

Earnings
9,095
Net cash income
11,093
Labor & management earnings
Rate earned on investment (%) 9.4%

13,753
17,802
16%

17,774
19,330
12%

11,412
17,445
10.5%

16,347
19,828
11.4%

Land
Acres per farm
Acres tillable
Percent tillable land in corn

267
192
37.9%

233
199
58.2%

366
320
58.7%

489
437
47%

522
474
40.8%

1.6
288

1.5
248

1.6
282

1.5
248

1.4
203

133,259 . 214,768
87,654
131,390

256,020
168,174

213,805
152,718

Labor
Number of workers
Work units per worker
Capital
Total capital managed
Capital managed/worker

101,485
64,189

Size Of Business
Total work units
Total farm sales
Total value added

456
37,555
33,046

376
66,272
47,045

460
122,082
52,680

376
107,059
53,544

285
59,415
49,313

87
26

95
30

88
29

100
31

100
31

Yields
Corn, bushels per acre
Soybeans, bushels per acre
Source Of Gross Income
Percent From Livestock
Percent From Crops

51.3%
46.6%

55.6%
42.6%

34.4%
63.9%

9.9%
87.4%

1.1%
95.7%

50.16
75.40

61.14
79.04

76.12
87.36

67.72
83.84

45.54
72.45

Expenses
Expenses per $100 sales
Purchases per $100 sales

* Source: Summary Of Farm Business Records 1968-1973 By Type Of Farming For
Southern Minnesota and 1974 Farm Business Summary By Type Of Farming
For Southern Minnesota, Truman Nodland, et. al.

Table 4A.

Annual Cash Incomes By Farm Type, 1966-75, Mean Incomes, Coefficients
Of Variabilit
Medium Sized Farms Sin le Enter rise.*

Year

Cash
Grain

Dairy

Beef
Feeding

Hogs
Complete

1966
1967
1968
1969
1970
1971
1972
1973
1974
1975

16,071
10,711
12,784
14,711
21,602
16,647
29,497
64,936
59,324
34,435

20,820
21,214
24,808
26,724
30,236
31,273
36,180
56,924
51,712
43,508

14,707
15,919
21,640
22,372
20,360
30,030
38,588
38,993
5,220
50,749

26,719
16,327
24,311
37,809
24,166
24,956
56,164
110,753
56,604
77,159

23,537
10,154
13,081
31,620
13,208
5,515
39,946
74,214
-6,924
43,278

Mean
Coefficient

28,071

34,340

25,858

45,497

24,763

.478

.181

.475

.463

.956

Hog
Fattening

of

Variability

Note: Coefficient of variability = standard error around the linear trend
divided by the mean adjusted for the linear trend.

Table 4B.

Annual Cash Incomes By Farm Type, 1966-75, Mean Incomes, Coefficients
Of Variabilit , Medium Sized Farms Two Enter rises.*
Beef
Feeding
Hog
Fattening

Dairy
Hogs
Complete

Beef
Feeding
Hogs .
Complete

21,395
13,519
i 18,548
26,260
22,884
20,802
42,831
87,844
57,964
55,797

23,770
18,771
24,559
32,266
27,201
28,115
46,172
83,839
54,158
60,333

20,713
16,123
22,975
30,090
22,263
27,493
47,376
74,873
30,912
63,954

19,122
13,037
17,360
26,996
16,784
17,772
39,267
56,604
-852
47,014

26,965

36,784

39,918

35,677

25,310

.259

.430

.325

.391

.664

Year

Cash
Grain
Beef
Feeding

Cash
Grain
Hogs
Complete

1966
1967
1968
1969
1970
1971
1972
1973
1974
1975

15,389
13,315
17,212
18,542
20,981
23,338
34,043
51,965
32,272
42,592

Mean
Coefficient
Of

Variability
Note:

Assets of two enterprise farms are evenly divided between both
enterprises.

* Source: Gred Hanson and Jerry Thompson, Unpublished Plan B Paper, Department
of Agricultural and Applied Economics, University of Minnesota.
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Table 5.

Estimated Maximum Debt/Asset Ratios By Farm Type And Size*
1975 Asset Values At 1975 Land Prices

.Farm Type

$681,000

$478,000

$325,000
D/A Ratio

Year

D/A Ratio

Year

D/A Ratio

Year.

Hogs Complete
Dairy
Beef Feeding
Cash Grain
Hog Finishing

.65
.48
.28
.15
.15

1967
1967
1974
1967
1974

.77
.55
.36
.28
.22

1967
1974
1974
1967
1974

.80
.57
.40
.38
.26

1974
1974
1974
1967
1974

Dairy-Hogs
Beef Feeding-Hogs
Cash Grain-Hogs
Cash Grain-Beef
Feeding
Beef FeedingHog Feeding

.56
.56
.41

1967
1967
1967

.65
.67
.54

1967
1974
1967

.72
.71
.62

1967
1974
1967

.30

1967

.43

1967

.53

1967

.21

1974

.29

1974

.33

1974

,

Note: Nonreal estate principal and interest payments may be initially delayed
for up to two years.

Table 6.

Effects Of Longer Term Repayment Periods On The Maximum Debt/Asset
Ratios Of Medium Sized Farms.*
Repayment Periods
20 Year R.E.
5 Year Ch.

40 Year R.E.
5 Year Ch.

20 Year R.E.
7 Year Ch.

D/A Ratio

Year

D/A Ratio

Year

D/A Ratio

Year

Hogs Complete
Dairy
Beef Feeding
Cash Grain
Hog Finishing

.77
.55
.36
.28
.22

1967
1974
1974
1967
1974

.83
.61
.41
.35
.25

1974
1974
1974
1967
1974

.82
.64
.39
.31
.25

1974
1975
1974
1967
1974

Dairy-Hogs
Beef Feeding-Hogs
Cash Grain-Hogs
Cash Grain-Beef
Feeding
Beef FeedingHog Feeding

.65 •
.67
.54

1967
1974
1967

.74
.74
.64

1967
1974
1967

.77
.73
.60

1967
1974
1967

.43

1967

.52

1967

.48

1967

.29

1974

.32

1974

.32

1974

Farm Type

Department
* Source: Greg Hanson and Jerry Thompson, Unpublished Plan B Paper,
of Agricultural and Applied Economics, University of Minnesota.

Table 7.

Effect Of Management Variation On Maximum Debt/Asset Ratio Of Medium
Sized Farms By Type Of Farm
Management Level
Below Average
By Two
Percentage Points

Average
Rates
Of Return

Above Average
By Two
Percentage Points

Hogs Complete
Dairy
Beef Feeding
Cash Grain
Hog Finishing

.65
.47
.22
.13
.10

.77
.55
.36
.28
.22

.83
.64
.50
.42
.34

Dairy-Hogs
Beef Feeding-Hogs
Cash Grain-Hogs
Cash Grain-Beef Feeding
Beef Feeding-Hog Feeding

.55
.53
.41
.29
.16

.65
.67
.54
.43
.29

.77
.77
.68
.58
.42

Farm Type

Source: Greg Hanson and Jerry Thompson, Unpublished Plan B Paper, Department
of Agricultural and Applied Economics, University of Minnesota.

Table 8.

Net Cash Operating Income, Labor Earnings, Capital Purchases And
Changes In Capital Managed By Years For Specialized Cash Crop
Farmers In Southern Minnesota.
Net Cash
Operating
Income

Labor
Earnings

New
Capital
Purchases

Change In
Capital
1/1 -12/31

Year

Acres
In
Farm

1970
1971
1972
1973
1974

565
528
548
477
509

25,145
25,784
,32,679
40,908
57,833

13,407
7,855
14,034
51,779
35,276

13,429
17,287
14,182
21,437
30,396

13,728
11,681
8,829
46,088
27,445

1976 SE*
1976 SW*
1977 SW*

500
457
513

35,187
37,504
44,037

21,946
1,570
25,680

39,146
20,635
12,925

37,583
15,522
13,089

The 1976 SE results are based on farm records processed through the Mankato
and Austin Vocational Agricultural Record Processing Centers. The 1976 SW
results are from records processed through the Willmar and Jackson Vocational
Agricultural Centers. The 1977 SW records are from the Southwest Farm
Management Association, processed by the Agricultural and Applied Economics
Department, under the supervision of Professor Delane Welsch. All earlier
year data are from annual type of farm business summaries published by the
same department under the supervision of Truman Nodland. No type of farm
summary was made for 1975.

Table 9.

Earnings And Net Worth Progress Of Three Young (23-25 Years Of Age)
Southwestern Minnesota Farmers Who Started Farming In 1974-75.

Hog Farmer

_?arm Type
% of sales from hogs
% of sales from crops
Farm Size
Acres rented
Acres owned
Total tillable acres
Capital managed
(thousands)
Operator's sales
(3 year average)
Drought Effects
Corn yields
(1975, 1976, 1977)
(normal yield = 90
to 95 bushels)

.

Cash Crop
Farmer

1975

1977

1975

1977

1975

1977

65%
27%

85%
12%

25%
67%

45%
48%

0%
87%

37%
61%

360
0
312

194
120
289

250
0
206

300
80
369

420
0
345

420
0
413

218

316

153

281

169

224

77,035

55,541

38,735

60, 30, 116

71, 79, 103

95, 96, 104

Corn

Beans

Corn

Beans

$ 67

$ 45

$106

$ 53

Beans
_Corn
Management Indicator
Direct crop costs/acre;
$ 33
$ 64
corn & beans
Overhead machine costs
$ 18
per acre; corn& beans $ 19
$150
Return per $100 feed fed
Earnin8,s
Return to operators
capital & labor (thousands)
28, 5, 27
(1975, 1976, 1977)
$20,000
3 year average
Nonfarm Income
Off farm work

Cash CropHog, Farmer

$ 4
$ 4
$130 (sold pigs)

,$ 16
$ 20
$142

4, 16, 13
$11,000

26, 15, 0
$13,700

some

none

Net Worth Change (Excluding Asset Appreciation)
$-2,000
$ 3,900
Beginning ,1/75
$13,300
$60,000
1/78
Current

$ 1,400
$ 2,000

wife working

Figure 1. Farm Business And Financial Analysis (Actual And/Or Projected)
Objectives

Source
Documents

Key
Measures
Or Vital
Signs

Profitability

Farm Earnings Statement

Liquidity

Net Farm Earnings
(P& L)

% Return Per $100
Farm Investment

Return To Unpaid
Labor & Management

% Return Per $100
Farm Net Worth

Net Profit Margin

Asset Turnover

Productivity — yields, milk per cow,etc.

Prices Received
Causes
And
Effects

Enterprise Selection

Size Of Business

Cash Flow
Report

Net Worth Statement

Ratio Of
Operating
Income To
Operating
Expense
Without
Interest

Family
Living
Expense,
Savings,
Or Labor Cost

1

Non-Farm
Income
Debt
Repayment

—I Tax Strategies
Cost Control

Solvency

Net Worth Statement

Net Cash Operating
Income

Total Liability
Asset Ratio

Current Liability
Asset Ratio

Current & Inter.
Liability
Asset Ratio

Years To Repay
Current & Inter.
Debt

Change In
Net Worth

Debt Structure

Profitability

Profitability

Tax Strategies

1J

Form Of Farm
Business
Organization
Level Of Family
Spending

Form Of Farm
Bus.Organization
Sales Policy Of
Farm Products, Inv.
Items & Capital
Items

Adapted from:
Professor Robert Luening
University of Wisconsin
Extension — Madison — 1977

Figure 2. Average Rates of Return on Different Enterprises
in Southern Minnesota by Year, 1966-1975
30
28
26
24
••••

22
20
18

o lete
CoMogs

r411111
4111

AW

16
14
12

Feeder
11
1

10
8

Hogs Fat
1111,
1
1

AddliW14111111111111MIKA

Dairy

6

Cash
Crop

4
2
0
-2
Beef
Breeding

-4
1966

1967

1968

1969

1970

1971

1972

1973

Source: Greg Hanson and Jerry Thompson, Unpublished Plan B Paper, Department of Agriculture & Applied Economics.
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1974

1975

Debt-Equity Profiles

Agriculture is a healthy segment of the U.S. economy in
spite of stresses. Annual gain in the appreciation of farm
land has been excellent. Coupled with net farm income, it
makes a substantial return to the farmer. Total agricultural
debt rose to $120 billion this year, the highest gross amount
ever.
One thing agriculture needs is a clearer, simpler way of
presenting its position and its problems to people who are not
closely involved in agriculture but who influence it. There is
a need for analysis that shows exactly who is in trouble--the
type of farm, the age of the farmer, the size of the farm.
Legislators need facts as specific as these, and the facts need
to be current, not based on the last census.
There is adequate capital for agriculture. There is inadequate, clear-cut current information available on which to
base policy decisions. There is no way to develop programs for
all of agriculture because the various sectors have different
needs. We must consider whether agricultural policy should
include socio-economic goals. Credit should be extended as a
tool to improve earnings, but farmers should not consider
credit to be the way out of their problems.

Carroll K. Cardwell
I will comment on some charts that show what
is happening to the balance sheet of agriculture,
and then I will make some general comments.
Equity has been resting between 83 and 84
Percent for a long period of time with no wild
fluctuations. Although equity position becomes
more complex when expressed as a
ratio, it's still pretty simple. Anybody who sees
the balance sheet of agriculture, and knows anything about finance, knows that agriculture is a
healthy segment of the U.S. economy. In spite
of the talk about stress on January 1, 1978, the
ratio indicates improving circumstances. It is
better than it was last year.
In the annual gain in the appreciation of
farm land, the improvement is excellent. The
9-year average position improvement indicates
that 40 billion dollars a year went to agriculture. That is a total of $351 billion in that 9Year period. That alone is a rather good income,
Particularly in view of the fact that it all is
treated as capital gains for tax purposes.

The net farm income rose dramatically in 1973
over anything that we have ever seen in the history
of agriculture, then dropped back by about onethird by 1977. When you couple that up with the
appreciation in land values, you come out with
numbers in 1973 of almost 100 billion dollars.
Even in 1977, when things were so bad with a drought,
•cheaper prices, etc., it comes out as $74 billion.
When you look at the two in combination, it is a
fairly significant addition to the balance sheet.
The critical area for analysis in agriculture
is the group of full time farmers who rely almost
totally on their agricultural returns. That is
where the masses of the commercial operators are
located.
The total debt in agriculture rose to $120
billion as of the first of this year, with an increase this past year of $17.4 billion, the highest gross dollar amount added perhaps in the entire
history of agriculture. The land appreciation involved during that same period was still three times
that amount. That still makes the total balance
sheet look pretty good.
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that in its absence, the bases for the decisions
themselves may not be appropriate nor in the best
interests of agriculture. We will have all of the
last three years' stresses analyzed by about 1980
or so. We may have to improve on that rate of
analysis.

All the comments I've made do not reflect
opinions or judgments. They are simply the picture of what is representative of agriculture.
And I wanted to make this point strongly: there
are many people who are not involved in agriculture intimately, and who don't understand the
underlying details that have been talked about
in these three seminars. We had better come to
realize that many of those people, and there are
95 of them for every five in agriculture, have a
substantial influence on what the resulting
policy positions and programs in agriculture are
going to be. I suggest that perhaps a clearer
and simpler presentation of what is going on in
agriculture would be highly beneficial for agriculture because it would help the other people
to get a better understanding. We need the detail within the industry. But the world at large
with a major influence on agriculture does not
need all of the details.

Is there a position for agriculture that
makes sense? My answer to you is NO. No way.
Other people in the seminar have said so, and I
just want to emphasize that. You can't take cash
feed grain producers and livestock feeders, put
them in a room together, and get them to agree that
the price of feed grains ought to be cheap or that
they ought to be high. That is just a simple example, but it is true throughout agriculture. Our
analysis and information basis has to be better
than a gross aggregate on a U.S. basis. To get
effective decisions made, not only does the information have to be better, you have to get it conveyed to the people making the decisions so that
they understand it.

I was very pleased with the presentations
here, but I believe that in all of our statistics
in agriculture, we have enough, but we don't have
the right kind. I see more paper on my desk
every day than any man ought to have to look at,
but the worth of it is questionable sometimes.
I believe that we really have to analyze it in
terms of what happens by the type of farm and the
type of farmer, as you were doing, and perhaps
even more thoroughly than you have done here.
The analysis of how much debt structure
people could carry, or debt-asset ratio, was
excellent. The question I would have asked is:
what do they now have? If I'm trying as a Congressman to make a decision on a farm bill that
is going to affect all of agriculture, wouldn't
I like to know how many farmers are reaching
that stress point today? I've asked that question. I could not find the answer. I've had it
asked of me by those making the decisions for you,
and I could not answer it. It seems to me somebody has to provide it in some way and on a very
current basis. We've got to get something related
to where we are going, rather than where we have
been.
Also, averages of debt load do not help very
•
much. Which ones are we worried about? Which
ones are having the problem? In which sizes?
Which ages? Which farm types? There are some
other breakdowns that would also be appropriate
to really understand what's going on in agriculture.

Is it wise to distinguish true agricultural
policy and programs from socio-economic problems?
I don't have an answer to that one. I would be
afraid to advise you, but you ought to think about
it. We've already said that about 500 thousand
product.
farmers produce 80 percent or better of the
when
about
talking
Is that the group you're really
you deal with farm programs, or are you talking
about the 2.8 million? Politically, I can tell You
right quick which ones you talk about--the 2.8
million. But that is not necessarily a farm program consideration. I simply raise the question,
should it be considered?
Is credit the answer? If used as a tool to
improve overall earning position--YES. If used as
a temporary bridge over income shortfalls, there
are stresses in the immediate turn to credit to
solve the problem. We must be careful about
turning to that direction. In addition to that,
it may or may not be the constructive answer.
Of course, if those dealing with the policy
area continue to turn to us in credit, we will
simply do as we have done in the past--look into
our crystal ball and find the answer and solve
the problem.

I think several questions are important to
consider. Is there adequate capital in agriculture? I would simply say that I know of no idle
productive land in the United States.
. Is there adequate, clear-cut, current information available on which to base important
policy and program decisions? I don't believe so.
I don't know if it can be obtained, but I do know
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Debt-Equity Profiles

What happened in the past seven years to generate the turbulence
we are feeling in 1978? Both farmers and lenders have felt a false
sense of prosperity due to appreciation in real estate values. At the
same time, net earnings have been poor, making many farmers unable to
pay off their debts. The result has been much refinancing of short and
intermediate debt to long-term real estate loans.
Trends in current equity for three enterprises (dairy, general
livestock, cash crop) show differing results. Owner equity in all three
has improved since 1971. However, if owner equity is adjusted for the
appreciation of land, it is below the 1971 figure for the dairy and
especially the livestock enterprises. For those two industries, more
than half the increase in net worth over the last seven years is from
appreciation rather than from profit.
Because of the opportunity to convert short-term debt to long-term
debt, the appreciation in land values has enabled many farmers to
continue farming during the period of low profitability.

Gordon Foss
Strikes, picket lines, caravans of tractors
moving down Pennsylvania Avenue. Stories of Sam
giving up the farm that has been in the family
for generations. Yes, we are indeed caught up in
the emotion, and often desperation, of today's
farmer.
The 1970's have been years of great instability and uncertainty in the farming enterprise.
Not unlike the coal miner, the farmer is beginning to demand his fair share. A fair return for
the fruits of his labors.
The momentum and unrest are there. With
this potential, will it ignite into proportions
Yet more volatile?
The variables which could defuse or further
ignite this situation are many; therefore, I will
refrain from speculating on the future. ' Instead,
would like to review with you some financial
trends of the 1970's. What has happened in the
Past seven years to generate the turbulence we
are feeling in 1978?
For the past few years, we have, both farmer
and lender, been caught up in a general false
sense of prosperity attributable to the substantial appreciation in farm real estates- values,

contrasted by poor net earnings for many farm
enterprises. During this time, frustrations have
been increasing for both the lender and the farmer.
Many farmers have been confronted with an
impaired ability to generate sufficient cash to
service their indebtedness. This has resulted in
weaker repayment performance and in refinancing of
short and intermediate debt to long-term real
estate loans.
To a large extent, lenders have been able to
continue financing because appreciation of land
values has minimized the lender's risk. A classic
illustration of this can be related by the following example: In 1971, Farmer Jones had total
debts of $150,000 and a net worth of $85,000. In
1977, his balance sheet revealed total debts of
$225,000 and a net worth of $350,000. During this
time period, debts increased $75,000, but his net
worth increased $265,000. The total net earnings
of this unit during these 6-7 years 'was less than
$5,000; the balance of net worth increase, $260,000
was due to real estate appreciation. Because of
poor net earnings, this unit is having increased
difficulty in meeting its debt repayment obligations.
The financial gain from appreciation cannot be
realized unless the farm is sold.
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(2) general livestock, and (3) cash crops.
(Note Table 1).1

We are all quite aware of the turn in events
which occurred in the late spring and summer of
1973. Livestock prices soared; massive grain
exporting escalated grain prices; and experts
proclaimed that agriculture was off to a decade
of tremendous prosperity.

I am defining current equity as equity in nonreal estate assets or personal property such as
livestock, machinery, crops on hand, etc. It is
important for at least a couple of reasons. First,
it suggests the percentage value of these assets,
which are not indebted on a short-term basis;
second, it suggests the amount of collateral margin
available to support additional credit needs provided by chattel (personal property) lenders.

Unfortunately, the projection of prosperity
was short-lived, due to assumptions which failed
to materialize. For example, the world energy
crisis diverted purchasing power away from agricultural products to some extent, and world food
production recovered substantially from the
shortage which occurred in 1972.

The most significant aspect of owner equity
(total equity in all assets) is that it reveals
the financial risk-bearing ability of a farm unit
in the event of economic adversity.

Demand for crop commodities remained quite
strong following 1973, but over a 4-year period,
prices declined, due to expanded production
throughout the world.
Livestock demand (primarily beef) was also
misread. In 1973, we were at the peak of a
cattle production cycle and typically due for a
liquidation phase. It was highly speculated,
however, that cattle cycles wouldn't recur as we
had previously experienced them. This optimism
was based upon a revitalized awareness of world
hunger, trade, affluency, etc. Surplus production
was, in fact, realized and a liquidation phase
began, with reduced market prices occurring. This
liquidation phase might have been delayed for a
year or two, had it not been for the substantial
increase in feed grain prices.
The beef producer has had more than four
years of financial depression. We are only now
starting to see positive returns in this enterprise and optimism for the future. In addition
to the reduction in the nation's beef cattle
inventory, the reduced prices of feed grains are
bringing the return of profitability to the beef
feeder.
What impact did this short-lived prosperity
have on farming? The greater the profit incentives, the greater the competition for the resources to produce the product. Thus, we saw a
decline in the exit of farmers from the industry
and more sons and daughters attracted to farming.
Others saw this as an opportunity to expand their
present operations, based upon these optimum
financial returns. Competition for agricultural
resources therefore increased, being capitalized
into land, machinery, crop inputs, etc. The 197374 prosperity allowed down payments on substantial
farm assets.
Subsequent to this capitalization process,
how has this affected the farmer's balance sheet
and profitability during the past seven years?
I would like to illustrate by discussing the
trends from 1971 through 1977 for current equity
and owner equity in three enterprises: (1) dairy

The current equity trend for the dairy enterprise revealed some improvement from 46 percent 15
1971 up to 53 percent in 1973 and has been relatively stable at 50-52 percent during the past
four years.
The cash crop enterprise showed sharp improvement through 1974, when it reached 61 percent.
Since then, it has trended lower, with some improvement during the past year, and now registers
51 percent. Improvement occurred last year in
explained
spite of unprofitability. This might be
long-term
by farmers shifting short-term debt to
by refinancing their real estate.
livestock
Current equity trends in the general
enterprise are not unlike those displayed for cash
crop. Good improvement was realized through 1973,
when it reached 51 percent. It has since been
deteriorating, and at the end of 1977, was 37
percent. One will note that the deterioration
continued last year even though it was a profitable year. This would suggest that the percent
increase in current assets was less than the percent increase in current debt. There was, however,
an improvement in the net dollar difference between the value of these assets and the off-setting
debt.
Owner equity has generally been showing a
steady improvement. Dairy has shown an increase
from 50 to 56 percent, cash crop from 45 to 60
percent, and general livestock from 46 to 56
percent.
It is important, however, not to stop one's
investigation at this point. Rather, it is
Information for this study was obtained from farm
'
records in the Seventh Farm Credit District
(North Dakota, Minnesota, Wisconsin, and Michigan)'
The number of farm units included in the study
varied from approximately 200 in the general livestock enterprise to approximately 2,000 in the
dairy enterprise.
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1

important to determine why owner equity, especially during the past three to four years, has either
shown improvement or at least remained stable.
I feel it is significant to review the impact of real estate appreciation as it is reflected in owner equity. Table 2 contains information regarding asset appreciation (primarily
real estate), by enterprise, from 1971 through
1977.
It is important to note (owner equity (2)
in table 2) where owner equity would be without
crediting a unit for the asset value resulting
from appreciation. In turn, one should compare
this adjusted owner equity to the owner equity
Which existed in 1971 and note the change. This
would suggest where owner equity would be if the
farm unit were totally dependent upon net earnings
for establishing owner equity.
In an over-all review of both current and
owner equity, one might find no particular reason
to express financial concern for these enterprises. Let us review, however, the profits
realized during the past three years and the
evident cash flow problem resulting from the unProfitability, or profit deficiency (reference
table 1).
Dairy showed a profit of $1,156 in 1975,
$5,072 in 1976, and $6,995 in 1977.
Cash crop operations lost $827 in 1975, lost
$7,860 in 1976, and lost an additional $4,314 in
1977.
General livestock operations in the sample
had a profit of $297 in 1975, lost $6,466 in
1976, and returned to a profit of $11,759 in
1977
It is important to realize that the figures
Presented are an average. Accordingly, many
farm units were more profitable, and others were
less profitable.
The percent of net worth increase, resulting
from profitability and appreciation during the
Past seven years is as follows:
Profits

Appreciation

Dairy

48%

52%

Cash Crop

62%

38%

General Livestock

22%

78%

2
John Ambrosius and G. A. Peterson , in their
.,,tucly, "Implications of Low Equity for Dairy
arms," found that over the 7-year period of
969-76, 70 percent of the gain in net worth was
'Elie to appreciation in real estate values. They
went on to state that "higher real estate values

may have been justified when compared to current
real estate prices. The real problem is relative
to cash flow and debt repayment. Increasing the
operating loan to meet past cash deficits year
after year compounded the cash flow and debt
repayment problems unless the farmer could restructure the debt load. It appears that many of
the low equity farmers were in this continual
cycle of having cash deficits, rising equity
through real estate appreciation and increasing
debt loads."
I suppose, based upon the actual equity information, one could, to a general degree, suggest
that most of today's farm wealth results from
appreciation of farm real estate and not as a
result of farm production profits. This situation
hasn't been revealed only during the past four to
five years; it has just been exaggerated in
recent years.
I am suggesting with this illustration of
comparing profit and equity that, although equity
is positively effected by appreciation, appreciation cannot compliment a farmer's cash flow, unless of course, the appreciated asset is liquidated.
In order not to have a false sense of prosperity, both borrowers and lenders need to be
cautious about the use of credit without investigating the profitability of the unit, even when
the balance sheet equities are quite strong. By
taking on too much debt, a farmer could inadvertently overlook his unit's inability to repay
the loans. Accordingly, cash flow projections,
earnings work sheets, and other forms of financial
analysis are becoming common tools for both the
farmer and lender.
As illustrated in the tables, we are finding
good equity positions on the average. Foreclosure rates have been very low, primarily due to
the lender's ability to secure the loans and to
substantial refinancing of short and intermediate
debt to long-term debt. Accordingly, real estate
appreciation during this sustained period of low
profit or unprofitability has enabled farmers to
continue farming.
It remains fundamental, however, that adequate
profitability exist, even though lenders are
secure, and longer repayment terms are, or can be,
available.
I would suggest that five or six years ago,
perhaps 70-80 percent of the market value of real
estate was attributable to the net income obtained

2
John Ambrosius is an associate professor, Department of Agricultural Industries, University of
Wisconsin-Platteville. G. A. Peterson is professor, Department of Agricultural Economics,
University of Wisconsin-Madison.
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from farming the land. Now, I would suspect '
probably 30-40 percent. Can one assume that
during the past few years, speculation has played
a larger role in establishing real estate market
values than has net farm income potential?
It is somewhat difficult to illustrate the
future financial impact if real estate appreciation rates were to decline or if values were to
become static.

Table 1

In recent years, many farmers remained in
business as real estate appreciation off-set
poor unit earnings. Now that we are beginning to
see a softening in the appreciation rate of real
estate, will we not encounter an acute financial
crisis in agriculture if many farmers continue to
have poor earnings and cash flow deficiencies?
Strikes, picket lines, caravans of tractors--the
wheels are already in motion.

Trends in profit, current equity, and owner equity from 1971 through 1977

Dairy

Profit
Current Equity
Owner Equity
Capital Asset
Appreciation

1971

1972

1973

1974

1975

$4,143
46%
50%

$5,602
46%
50%

$15,572
53%
54%

$5,091
52%
54%

$1,156
51%
52%

1977

Total

$6,995
52%
56%

$43,631

1976 •
$5,072
50%
55%

$45,773

Cash Crop

Profit
Current Equity
Owner Equity
Capital Asset
Appreciation

1971

1972

$5,374
30%
45%

$14,677
39%
48%

1973
$63,631
58%
59%

1974
- $41,809
61%
62%

1975
($827)
55%
60%

1976

1977

($7,860
48%
60%

($4,314)
51%
60%

Total
. $112,44

$67,854

General Livestock
1971
Profit
Current Equity
Owner Equity
Capital Asset
Appreciation
Table 2

$2,994
37%
46%

1972
$10,137
39%
47%

1973

1974

1975

1976

$28,100
51%
54%

($4,221)
47%
53%

$297
47%
56%

($6,466)
43%
56%

1977
$11,759
37%
56%

Total
$42,600

$150,078
Profit, appreciation, present owner equity, and owner equity adjusted for
appreciation, by enterprise, from 1971 through 1977.
Dairy

Cumulative Profit
Appreciation
Owner Equity(9
2
Owner Equity'
Ovner Equity in 1971

$43,631
45,773
56%
45%
50%

Cash Crop
$112,440
67,854
60%
53%
45%

General Livestock
$42,600
150,078
56%
29%
46%

(1)
Present owner equity percent.
(2)Present owner equity percent
if appreciation is subtracted from the asset value (primarily regarding
real estate).
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The Insurance Company's Role

In the next ten years, the suppliers of long-term
loans to agriculture will be much the same as they are
now. However, if we look beyond ten years and if we
consider equity capital as well, the list of suppliers
will lengthen. It may then include land trusts, domestic
and foreign corporations, and other investment vehicles
not now in use. At present, laws in many states, including Minnesota, prohibit the ownership of land by
corporations. However, federal legislation in the not
to distant future may free the flow of capital to
agriculture. Such legislation would allow groups who
wished to invest in agriculture to do so and would
pernit purchase-lease arrangements to help young farmers
get started.

Myron Sigaty
In order to discuss the topic "Who Will
Provide Future Capital to Agriculture" in any
depth, it is necessary to define both the future
and capital more specifically. For instance, if
We define
the future as the next ten years and
capital as loans secured by long-term mortgages
On real estate, the suppliers will be much the
same as they are today, namely:
the FLB,
insurance
companies, commercial banks, Farmers
Rome Administration, individual
s, etc. However,
When we
lengthen the future beyond ten years
and broaden the definition of capital to include
equity or entrepreneur portions, we broaden
,
che list of suppliers to include
land trusts,
'muestic corporations, foreign individuals and
)
ic°r porations, and other
vehicles formed for the
..enefit of groups who wish to invest in agriculLure.

Home Administration will assuredly continue to
provide more funds; sellers of property can be
expected to continue their role; and the insurance
industry will increase its participation from
present levels.
Private and public pension funds are the '
largest organized pool of money seeking investment
in the country. It is estimated that pension
assets total more than $450 billion and are growing at a 10 percent annual rate. Money managers,
including banks and insurance companies, compete
for $350 billion. As a result, substantial amounts
will eventually be invested in agriculture in both
debt and equity form.
Getting enough capital to satisfy its needs
will not be as serious a problem to agriculture
as the repayment of much that it already uses.
In the near term at least, there may be considerable
re-capitalization through forced sales, foreclosure and bankruptcies-the result of over-optimism, poor management, and the cost-price squeeze.

For the past 27 years, I have been working
for a large insurance company. My major respon!ibilities have been to participate, in one way
or
another, in making long-term loans secured by
,ri°us types of agricultural real estate owned
Y an equally
varied group of entities.

:

Long-term capital has been at least adequate
and most of
the time plentiful during the thirty
Years
of my business life. I cannot see this
Situation changing for the next ten or more
Years.
The Federal Land Banks and the Farmers

High capital requirements, the need for
diversification in investment portfolios, and unstable political conditions in other countries
are examples of factors that will change the
ownership pattern of American agriculture in the
future.
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Getting young farmers started has been a
concern of agriculturists forever. A simple
financing vehicle that could be of help in many
cases is a purchase-lease arrangement, whereby
an insurance company would buy a farm and lease
it to a young farmer with an option to buy at-a
future time. This method of financing is not
possible in Minnesota and many other states because of laws preventing the ownership of agricultural land by insurance companies.
The decline in the stock market since 1973
and the concurrent boom in farm land prices have
made managers of pools of money more aware of
the desirability of agricultural land equities
as a hedge against inflation, and they are seeking
ways to add them to portfolios. But a number of
states have passed and others are considering
laws that prevent ownership of land by corporations
unless they meet specific criteria. Why should
individuals be denied the opportunity to own an
interest in farm land because they haven't enough
money to buy a whole tract or because the method
they choose to overcome this deficiency doesn't
meet with some state law that was designed to
protect the self-interest of a small group at its
inception? I predict federal legislation to
overcome these problems and free the flow of
capital at some not too distant date. Judge
Olson's recent opinion declaring California's
usury statute unconstitutional, on the theory
that money is a commodity in interstate commerce
and not subject to regulation by the states, could
be a first step.
Citizens of other countries are creating a
stir in the society by investing in American real
estate, including farm land. The only thing new
about this activity is that some of them are from
Arab nations and seemingly have enough money to
buy all of our real estate. The English and Scots
were quite active in ranching in the late 1800's.
My grandfather and my mother were foreigners; unfortunately, they didn't own any oil wells.

Editor's Note:
Due to a combination of time constraints and
recording/transcribing problems, the presentations
of "Who Will Provide Future Capital to Agriculture?"
are severely condensed from the originals. Sheldon
Stahl's presentation is reduced to a summary and
presentations by Myron Sigaty, Terry Francl, Leslie
Peterson, and Warren Iverson are also affected.
WHO WILL PROVIDE FUTURE CAPITAL
TO AGRICULTURE?
Summary of Sheldon Stahl's Presentation
A third to 40 percent of all agricultural
credit is extended by the Farm Credit System. The
system has grown tremendously, and will continue
to grow. That growth is a function of the credit
worthiness of the borrowers and owners of the Farm
Credit system. So it is to our advantage to see
that the economic well-being of agriculture is
assured.
Agriculture is an aggregate of groups, some
of whom are doing well and some poorly. But two
general trends are obvious: there is growing debt
in agriculture relative to other forms of capital,
and repayment capabilities are questionable for
some parts of it.
Credit will be available in 1978 as always,
and its price will be somewhat higher. Without
knowing the inflation rate, it's cost is hard to
predict.
An important question we should consider is
whether we lenders are being responsible in our
willingness to extend debt where repayment capacity
is not well assured. There will be hard decisions
to make in 1978, as in previous years.

Providing capital to agriculture is a fascinating business. It is made so by the abilities
and the risk-taking courage of the people that
own and operate agricultural enterprises. We,
the lenders, are reactors who respond to the stimulus of the entrepreneurs. Therefore, if the
society doesn't place too many "straws" at the
feet of the "doers", agriculture will remain
strong and well financed.
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The Role of Money Center Banks
In Providing Capital to Agriculture

A money center bank is one which is among the 10-20 largest
in the country. It is typically owned by a holding company, and
it relies heavily on money market sources of funds.
Continental Illinois National Bank is the 7th largest in the
nation. It serves as a correspondent bank for many agriculture
banks and also provides funds to major suppliers of agricultural
inputs, to marketers, and to processors. Continental has formalized
its agricultural credit activity by setting up an Agribusiness Division.
It also has a Leasing Division, which helps agribusiness clients such
as farm machinery producers to lease equipment to farm customers.
Another division, the Agricultural Trust Property Management Division,
helps manage farm properties for retired farmers and their heirs.
A problem for those involved in agricultural financing is the
interest rate limitation on agricultural loans imposed by state usury
laws or industry practices. During the two periods of tight credit
in the 1970's, the rate used by the money center banks was higher than
that of the farm banks. Therefore, the flow of money from the money
center banks was curtailed and the customers of rural banks were told
that credit was not available. Unless rural banks are willing and
able to more accurately reflect current interest rates, the flow of
money from the money center banks to the ag-sector will be cut off
and some of the money that is already in the ag-sector will be
diverted to the more general money market.

Terry- Francl
Trends in the Agricultural Sector
In banking circles, the term money center
bank is usually applied to the top 10 or 20
i-argest banks. For example, Continental is the
i
.argest bank between the two coasts and ranks 7th
in the nation with more than $25 billion in
resources. Most money center banks are owned
by
bank holding companies, thereby allowing them
more flexibility in domestic banking activities.
Each of the money center banks has a broad,
well established access to sources of
funds.
These,
include traditional demand and savings
'
le posits, but of
growing importance have' been
e gotiable certificates of deposits, Eurodollars,
co mmercial paper, notes, and debentures from the
Private, institutional, and public markets. It
Should
be emphasized that all major banks now
rely
heavily on purchased money or money market
so urces of
funds.

There are a number of ongoing trends in the
agricultural sector that will undoubtedly continue.
The process of industrialization of agricultural
production will predominate in the future, as it
has in the past. This process will lead to larger
firms, more functional specialization, vertical
integration, and larger and more highly skilled
management teams. As a result, we will see highly
leveraged operations with growing debt loads. In
turn, the need for money center bank financing will
undoubtedly grow.
Continental's Role in Financing Agricultural
Production
Continental has played a major role as a
correspondent bank for many agriculture banks,
especially in the midwest. Agriculture production
is financed by direct loans, some utilizing credits
derived solely from Continental while other credits

-283-

may come from groups of banks, and indirectly
through participation with correspondents. Continental also finances agriculture production by
providing funds to many major suppliers of agriculture supply inputs, to marketers and
processors of agricultural commodities.
While Continental has always had a significant input in the agricultural sector, this was
put on a more formalized basis about three years
ago. At that time, the bank created the Agribusiness Division which has nationwide responsibility for agribusiness loans. This division,
together with the Financial Institution Division,
which is responsible for agricultural lending to
accommodate the credit needs of correspondent
banks, represents the significant agricultural
credit activity at Continental.
There are three broad classifications of
banks in the farm sector. Rural banks are
located in towns with smaller populations,
typically under fifteen thousand, serving .
farmers and business primarily related to farming activities in the local area. Regional banks
are located in towns with larger populations,
sometimes exceeding one million, but
still deal directly with farmers and rural agribusiness. Money center banks are located in
large metropolitan areas. They may have some
direct loans with farmers; however, these are
usually very large operations. A number of farm
loans are handled via the correspondent relationship with either regional banks or rural banks.
By the same token, regional banks also have
correspondent relationships with rural banks. It
is not unusual for a rural bank to have two or
three correspondent relationships.
We have seen an interesting change in the
type of business that we carry on with our
correspondent banks. Until a few years ago,
nearly all the correspondent loans represented
overlines. Overlines are that portion of a loan
that exceeds the correspondent's legal lending
limit. However, in the last few years we have
seen an increasing trend towards correspondent
loans that are not overlines. This suggests to
me that some rural banks may be having difficulty
in sustaining a growth rate that enables them to
serve all their customers, particularly the large
farm operators. This, in turn, is a reflection
of the somewhat inflation-plagued economy that we
have had in the past and, unfortunately, a situation that will most likely continue to prevail in
the future.
According to the American Banker's Association, Continental ranks 14th in the nation in the
amount of agricultural loans outstanding as of
mid-year 1976. However, that figure substantially
understates Continental's role in agricultural
financing. The definition of agricultural loans
refers only to those credits directly involved
with farming operations.

Moreover, it is sometimes difficult to distinguish a large farming operation that is vertically integrated from a commercial business.
If .you add the amount of credit that is extended
to the agribusiness firms that deal directly in
agriculture, you would come up with a total of
somewhere between one-half billion and one billion
dollars of credit outstanding. And that still
excludes some firms such as the major farm equipment manufacturers. This is true also for other
money center banks. If all the related .agribusiness loans were included; their totals would
be much higher too.
I would like to mention anew area that is
just developing at Continental Bank. Our Leasing
Division has been helping agribusiness clients
develop financial programs for their customers.
These are typically joint-venture agreements
where Continental and the customer go together
and set up a joint trust to lease capital items.
Additional leverage can be obtained by utilizing
another money source such as an insurance company.
Currently, we have set up such agreements with
some medium-sized farm equipment manufacturers.
They, in turn can provide long-term leases to
their farm customers. Again, this is a source of
capital that Continental will provide to agricul.ture that never shows up on any of the reporting
systems. Moreover, even the final consumer, the
farmer, may not know that Continental is involved
because, in fact, our name may not even be mentioned in the lease.
As a major money center bank, we offer a
number of other services to our correspondents.
This includes advice on cash management, portfolio management, and numerous other services
related to the lending function. But let me
emphasize that this is a two-way relationship.
At the same time, we probably learned as much
about agriculture financing from our correspondents as we are able to pass on to them.
We have one other division at Continental
that is involved in the agriculture sector. The
group includes 11 professional farm managers who
handle properties from both retired farmland
owners and their heirs as well as farms owned by
others.
Rate Limitations and Their Effects on A ricultural
Lending
I would like to examine what I consider one
of the most difficult problems facing those involved in agriculture financing, which is the
interest rate limitation on agricultural loans.
This limitation may come from either state usuary
laws and/or defacto limitations as a result of
industry practices. We had a credit crunch in .
1969-70 and again in the 1973-74 period. The prime
rate and even the fed funds rate (the market rate
that money center banks pay for their funds) exceeded the rate that rural banks were charging
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their farm customers during the past two periods
of tight credit. As a result, the flow of funds
from the money center banks to the ag-sector was
sharply curtailed, if not totally cut off during
these periods. In fact, if the farm sector had
not generated substantial internal liquidity due
to the record high farm income levels in 1973 and
1974, there would have been a severe credit
Squeeze.
There are some inequities in the system in
that some of the institutions are subject to
usuary laws while others are excluded. The Farm
Credit System is not subject to the state laws,
and consequently, the rate PCA's charged during
these periods exceeded the rate charged by rural
banks. My personal bias is to solve this problem
by eliminating the application of usuary laws.
Let me quote a Federal Reserve publication.
Although the intent of underlying low usuary
ceilings may be commendable in practice, such
ceilings most often hurt the people or sectors
they are designed to help. Frequently, because
of such ceilings, loan funds become unavailable
to the borrowers." That quote came from a
December 6, 1974 Agriculture Letter published by
the Federal Reserve Bank of Chicago. The reason
completely agree with it is that I am the one
who authored that publication. But, I should
add that this also reflects the underlying feeling
of most of the people associated with that institution.
. Even if the usuary laws were repealed, we may
still have a problem with rural banks' responsiveness to the current money market conditions as
reflected in the interest rate they charge on
their loans. I knOw that this is a difficult
Problem for the banks because they must face
their competitors, both other rural banks and the
government-backed lending institutions such as
the PCA's and FLB's'. Nevertheless, unless rural
banks are willing to. more accurately reflect
current interest rates, they simply will not be
able to obtain funds from the money center banks.
BY the same token,
rural banks are profit-oriented
-lust like any other business. So when the fed
funds rate exceeds the rate that they charge on
their short-term farm loans, they may have some
Pressure from their stockholders to obtain the
highest return for their money. The rural lenders
usually tell their customers that money is in
SthOrt Supply. But what they don't tell them is
,hat the supply shortage is at least partly due
Lo the fact that the money is being diverted to
alternative use. Fed funds sales from rural
110\lanks
increased markedly in the 1973774 period.
tow let me emphasize that I am not saying that
,
his is what will happen at all rural banks; many
bankers are more than willing to forego
inor t-term
profits for long standing customers.
f°14ever, you can bet that they are not pushing
13(
03r
. new loan customers during these periods. My
;
l lt is that this condition has a dual-pronged
ef"ect in that it
both cuts off the money that

i7
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will flow from the money center banks to the agsector, and simultaneously may divert some of the
money that is in the ag-sector to the more general
money market.
The real question that ag-financers must face
is: Are rural banks doing their farm customers a
favor by holding interest rates at unreasonably
low levels when we have an extremely tight credit
situation? I don't believe they are, but I will
be most interested in hearing some of the comments
from the participants. Please remember that money
center banks obtain most of their funds from the
money market. And our stockholders hold management accountable for profits. We are effectively
excluded from the agricultural sector if the
interest rate on agricultural loans falls below
the rate we can get from alternate lending
functions, or in extreme situations, the rate we
pay.

Who Will Provide Future Capital to Agriculture?

The banking industry provided nearly 30 percent of
total agricultural credit in 1977. Most of this credit
came from banks with under 50 million dollars in deposits.
Credit extension is an extremely segmented, highly personalized business. Only a few really large banks are
involved, and they do not deal directly with production
agriculture. In order to hold its share of the market,
the banking industry will probably have to find ways to
tap the resources of these large banks.
The banking business has changed as agriculture has
changed in the last 15 years. It has faced some of the
same problems and growing pains. Loan-to-deposit ratios
have increased until their limit has been reached; future
loan growth depends on the generation of new deposits in
the community.
Removal of usury laws has permitted higher interest
rates, which has allowed banks to compete in the market
for time deposits. The size of loans has increased, making
loan handling more efficient. Small banks have gained access
to the money markets through the correspondence system. A
problem at the present time is the interest rate - differential
favoring the housing industry over agriculture.

Leslie Peterson
There is no real shortage of credit to
agriculture. The problems we face are those
of cash flow, of generating the kind of income
that we need in this industry to service the
debts that we are piling up. When we look at
this problem, I think maybe we are foolish if
we close our minds to the idea that there is some
merit to equity capital in the future.

•

I really have three things I would like to
discuss briefly with you here today. I am a
representative of the banking industry and, as a
profit-motivated industry in this country, we are
interested, first, in market shares. Another
thing that is of interest to us is the size and
the nature of bank that is actually involved in
agricultural credit. Then, third, I'd like to
talk about the ability of the banking industry,
as I see it, to continue to service the needs
of agriculture in the future.

We look first at bank-market shares. What's
happened to the farm real estate market share?
In 1967, banks held 43 percent of the market. In
1972, they had 50.7 percent of the market, in 1976,
52 percent. That's a relatively stable volume
of credit being extended by banks to the agricultural sector. Banking, in total, real estate and
non-real estate, held 26.3 percent of the total
agricultural credit market in 1967 versus 18.86
percent for the Farm Credit Administration; in
1977, banking had increased it slightly to 29.8
percent and the Farm Credit Administration to
30.81 percent. The substantial part of that
growth, of course, came in the real estate part
of it from the Federal Land Bank during the years
in which the life insurance companies weren't
very active in the farm real estate business.
I think the significant thing is where this
credit comes from in the banking sector. When
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You look at these figures, you see that banks
with under 50 million dollars in total deposits
constitute 88 percent of the banks in this
country who are extending 67 percent of the
agricultural credit, and they hold approximately
27 percent of the total bank deposits in this
country.
So what we glean from this is the fact that
credic extension, particularly operating credit
extension to agriculture, is an extremely segmented business. It's done by thousands of
small banks doing business with thousands of
small farmers. Most of these farms and most of
these banks are individually owned and operated.
It's a characteristic that I think is significant.
It's a highly personalized and highly specialized
b usiness. If these
lenders in the small banks
weren't experts in farm credit extension, they
would have no loan volume in their banks at all,
because many of those banks are totally oriented
towards agriculture. There is no other source
Of loans in the communities they serve.
Only a few large banks are involved in
agricultural credit, a lot of it credit that is
classified as agricultural but probably doesn't
flow directly into production agriculture. Now
when we look at the future opportunities for th
banking industry to continue to hold this marketShare in the 50-51 percent
area, we see that
we're probably going to have to tap the resources
Of the banks with above 50 million dollars in
deposits. If we don't find or devise the
inechanisms to accomplish that, we're probably
,going to
see the percentage share that the
°anking industry holds decline.
We have seen some substantial changes in
the last few years in banking and in agriculture.
I think it's really significant that as agriculture has changed in the last 15 years, the
!mall bank has adapted and continued to supply
chat credit. I think that's
significant because
171!'ve faced the same problems in small banks
at agriculture has faced. We have faced the
sanle growing pains--capital requirements that
1c3c)me with growth and the profit squeeze that has
een experienced in agriculture also.
There have been some changes that have made
possible for these banks to meet this kind of
etredit demand. One of those is inflation and
ihe generation of deposits that have come from
t' In the past, one of the major sources of
.owth in deposits of the small country bank has
een the liquidation of farm assets from one
generation to the other, with funds being deP
As
. in those local banks and remaining there.
ha,4-11111 emphasized this morning, we historically
c
a very low loan-to-deposit ratio in the
juntrY bank business, and we had a lot of room
7 increase the amount of loans
extended in these
C
OuntrY banks. We have reached a point now where
it

r
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this loan growth can no longer come from increasing
loan-to-deposit ratios; it's going to have to
come from generation of deposits in the communities
from which these banks derive their business.
That leads us to the last and probably the
biggest problem that we face. What is our ability
as a country bank to generate these deposits? We
have seen some changes in the last few years
which have given us a bit of competitive advantage
that we didn't have before. The usury laws have
been removed, which has permitted us to charge a
rate that has given us a satisfactory interest
rate margin. The cost of money moving into
agriculture increased, and the money market rates
went up during the late. 1960's and early 1970's.
The Farm Credit Administration, our major competitor, realized a net increase in the cost of
funds that they were supplying. Asa consequence,
we were able to follow this trend, to go out into
the market and compete on an equal basis for time
deposits and, in turn, lend these to farmers at a
profit. We also saw during this period of time,
some profitability return to the agricultural
sector.
We also saw the breakdown of resistance on
the part of farm borrowers to the higher rates
of interest that they were subjected to. Historically, agriculture has had a subsidized or
lower interest cost than any other segment of
the economy, but farmers have had to learn that
if we are going to have capital, they are going
to have to pay the cost of that credit in the
marketplace. This, of course, has given the
small country bank an opportunity to broaden
that interest rate margin between its cost of
money and the total money that has been put out.
During this transition in agriculture, the size
of the loan has increased. This has enabled
us to handle credit in a more efficient manner,
to maybe specialize a little more and do it
profitably, and to hang on to our share of this
particular credit market. Agriculture is the
only source of loans for the small country bank
unless it wants to sell its funds elsewhere.
We have also gained access to the money
markets indirectly through the correspondence
system, even as state bankers. Ten years ago,
I couldn't buy or sell fed funds in my bank.
I had to maintain my reserves solely through
the use of the government bond as a liquidity
tool. Today, in a 12 million dollar bank like
mine, I have a borrowing line of 3/4 of a million
dollars and a sales privilege granted. me by the
Board of Directors of 3/4 of a million dollars.
This gives me a million and a half dollar leeway
with which I can manage my funds and keep them
totally invested. It gives me a new avenue for
profits and for better fund utilization within
this country bank. I think this is significant
because if the small banks are going to continue
to provide that market-share, we are going to have
to do this.

We are also going to have to see a breakdown somewhere in some of the regulations. The
biggest regulation problem we face now is
regulation Q, which determines the rates we
can pay for time deposits. There is a mandatory,
statuatory 1/4 of a percent interest differential
granted in favor of the savings and loan industry,
done by Congress to provide money for the housing
industry in this country. I've maintained for
a long time that we are redlining agriculture
out here in the country through this process.
But the motive of Congress seems to be to fund
housing and to prevent the redlining of the
housing industry within metropolitan areas. I
think it works to our detriment out here in the
country. When we look at where 50 percent of
the operating credit for agriculture is coming
from, I think we have a case to be made before
Congress to break down some of these regulations
that are inflicted on us, to better enable the
country bank to continue to service agriculture
in the future.
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Who Will Provide Future Capital to Agriculture?

We have a reasonably well developed and diverse mechanism
to distribute credit. Current sources are flexible, dependable,
and offer all phases of credit.
We need to assure the continuation of several sources of
credit, serviced by lenders who understand the needs of farmers
due to the high variance of agricultural enterprises. We also
need to insist on profits for agriculture as a national priority.
In the past couple decades, maintaining an optimism factor
has been-a problem. Lenders tend to project forward on the
basis of their most recent experience, which keeps financing a
little out of step with what is actually happening. This situation
could be helped by more consistency in government credit programs
and by more emphasis on guarantee programs with traditional lenders.

Warren Iverson
In order to take a look at this question,
1
.-t is necessary to review what has been happening
in the past. We have been fortunate in this
country to have a reasonably well developed and
diverse mechanism to distribute credit. We have
T1 efficient banking system and a traditional
.
1-nterest in agricultural credit by them and by
insurance companies. The Farm Credit System,
with banks for coop's, Federal Land Banks, and
eroduction Credit Associations, has
really done
a good job of filling in the gaps in availability
and dependability of
loan funds. The Farmers
Home Administration has also provided opportunity
t° a lot of people who might not otherwise have
been able to enter or stay in agriculture, and
the people they have helped show a good success
ratio.
The continuance of having two or more sources
of credit available to agriculture is important
tO all of
us. These sources need to be flexible
in terms, consistent in dependability, and
available in all phases of credit--short, intermediate, or long-term money. Any time we see
domination of a field of credit by one source,
we see a lessening of flexibility and a danger
of decreased dependability.
We need not only more than one source of
money for farmers, but also lenders who under-
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stand the needs of their farmer customers. They
need to be able to ride out the peaks and valleys
of production and price with farmers. Agriculture
is a high variance business, and many have confused this with high risk. Financing farmers
has been less risky than financing other forms of
businesses. Another aspect of availability and
dependability of credit is an essential ingredient
called profit. It has never ceased to amaze me
that in what we call a capitalistic country, we
see government policy aimed at restricting profits
for the only real entrepreneured segment left.
Can you imagine the Japanese government setting
up a national policy to drive down the price of
Toyotas so as to restrict their profits and make
them more competitive in the world market? In
this country everyone seems to consider profits
for General Motors healthy and profits for agriculture a burden on the consumer. Let's get
realistic with our most precious national asset,
our agricultural productivity, and insist on profits for agriculture as a national priority.
A problem the past couple decades has been
to maintain an optimism factor. Lenders have a
tendency to over react to circumstances, whether
they be good or bad. We have a tendency to project
forward on the basis of our most immediate couple
years of experience. This causes us typically
to not only be a little out of step with what is

currently happening in agriculture, but also to
be the last to believe it because we think we
can prove our position.
A good step toward maintaining a long-term
optimism factor would be to develop more consistency in government credit programs such as FmHA
and now SBA. We have really seen activity by
FmHA this past year or so; they came along with
loans and amounts unheard of in the past, such
as 3 percent 20-year loans for losses in 1976 and
practically unlimited money at 8 percent for 40
years. I don't mean to downgrade these programs,
as they can be beneficial to the recipient, but
they could do more good if more consistently
available. I believe that more emphasis on guarantee programs with traditional lenders would tend
to make these programs more readily and consistently available. The SBA program for business
is an example of using the guarantee program
effectively and not having it there only in major
emergencies.
The financing needs of farmers bring up a
number of questions that have to be faced. The
problems of planning estates, managing income
for tax purposes, and cash flow availability for
debt servicing all need to be addressed. To
some degree, these three sometimes conflicting
questions affect the same unit. This keeps the
business of ag-finance from getting dull.
It has long been my belief that dealing with
farmers' credit needs is a high calling which
can and will demand the full use of one's talents.
The personal satisfaction of working with these
fine people is a reward all by itself, and having
some part in watching them grow and prosper is
exciting. The question of who will provide future
capital to agriculture is speculative at best and
probably academic. The legitimate credit needs
of agriculture will be met; and who does it is
probably more important to some of us career
credit people than to farmers, as long as it is
provided competitively. Our most basic industry
in this country is agriculture, and we are all
becoming more aware of its significance to our
economy and the world. If traditional credit
sources show foresight, desire, and adaptability
to changing needs, they will grow and prosper
with agriculture.
What we need, then, is a variety of sources
of credit to insure flexibility, dependability,
and competitiveness. We need a profit in the
agricultural economy, as well as a service and
people-oriented delivery system.
Administration is going to be in business this
year, as are the Small Business Administration and
the CCC.
So credit is going to be available in 1978.
The question is: At what cost? Having posed the
question, I will simply leave you with it. I
don't know at what cost. If I knew at what cost,

I wouldn't be wasting my time addressing this
group. I'd be in the market making a fortune a
month. But I expect it is going to cost a little
bit more this year--maybe 50 to 75 basis points.
more for short-term money and maybe 50 basis
points or perhaps a little more for long-term
money. If you could tell me what the rate of
inflation is going to be in 1978, I'd give you
a closer point estimate of that long term capital
cost.
I would like to ask a question which for me
is very meaningful. It tends to be a'philosophical
question. One of the things which has come out
of this conference is a considerable concern for
agriculture. Everybody who has stood before this
podium and spoken to this group has indicated that
they are concerned about agriculture. I'm concerned about it too. And working for the Farm
Credit Administration, that concern manifests
itself in asking the question: Do we, as a dominant lender, have certain responsibilities for
looking at trends in agriculture--trends in terms
of growth of debt outstanding of repayment capabilities--and ask ourselves some very, very
hard questions about our willingness to extend
debt. Perhaps we should be looking somewhat
farther down the road to ask ourselves: What are
some of the consequences of our willingness to
extend debt at a time when repayment capability
is not all that assured?
STAHL:
What is it going to take to improve agriculture's position? We've had several views. One
is a rather dramatic decline in land values in
order to.get. the return to equity up. Another is
a rather significant increase in crop prices.
There will be hard decisions that will have to be
made in 1978. Who will provide future capital for
agriculture? The answer is--the same institutions
which have been providing capital for agriculture
in varying degrees. Will it be provided at prices
that farmers can afford to pay? The answer is, as
it always has been, for some farmers, yes, for
others, no. The hard decisions will continue to
be made in 1978 as they have previous years.
COMMENT:
We need to consider what ccnstitutes policy.
Policy is important when there are conflicts to
be resolved among groups. Society has competing
goals: a clean environment, production of food,
a free enterprise system, a fair tax system, cheap
food, reasonable prices to farmers, energy that
we can afford. All of these run into conflict
with each other, and this is what creates the
need for policy.
There is the need for profits in a business
institution. And there is the social concern of
a nation which may bump into conflict with the
profit institution. It may have competing goals
the
and bring about regulations which will limit
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capability of that institution to earn profits.
But big business may be responsive to the economic needs and not to the social needs of a
country.
SIGATY:
I don't think we dominate our customers in
the agricultural finance in the field. We only
make loans to them or enter into equity arrangements with them if they want to.
AUDIENCE:

I was not suggesting that big organizations
controlled everything or forced something on
somebody. But the country in its policies has
established regulations to look after the needs
of individuals as they come in contact with
organizations which have much more economic power
than they. Organizations are regulated; individuals are regulated. All of these result in
conflicts which demand some policy alternatives,
some judgment by the policymaker. The purpose
of this conference, I think, is to bring out
the kinds of conflicts and the
differing points
of view so that more rational decisions
get
made in establishing policies.
PETERSON:
If you're talking about allocation of total
funds within this country towards social objectives, I think the government does an excellent
Job of that right now. They
have the significant
impact on Gross National Product and the total
flow of money
within this country through the
tax system. They also set the rules by which
we
have to live, whether we're big or small. The '
,
c_os,t of complying with rules
and regulations is
pecomlng a cost
burden that is eating up the
Profits.
IVERSON:
. You have to be careful when you are evaluating these regulations, whatever they may be.
Y°u have to be very careful
about who is going
to benefit or
to derive a loss from those things,
and look at
their motivation a little bit. When
this country
was settled, we had a lot of people
1410 came over from
various countries. Now that
they are here, they're making rules
and laws that
saY a foreigner
cannot come in and buy land. A
ertain type of business organization cannot come
In and compete
with them. I just would ask that
Y°u think about
it and take a long term view of
what the
impact will be.
STAHL:

it doesn't in itself always assure that the best
results will be forthcoming to promote the general
welfare. Quite frequently, people in the private
sector are loathe to recognize this. The market
can take us just so far, and then we have to
recognize that there are still problems that
have to be resolved.
When those problems arise, we are confronted
with a choice. The choice is (a) to recognize
that they exist and to try to turn the market
institutions towards a resolution of those
problems; or (b) to accept the fact that public
bodies (in this instance, government) will move
into the vacuum and will address those problems,
frequently in a way which is not necessarily conducive to their most efficient resolution.
One of the problems that I have noticed as
an economist is that while we frequently address
the subject of costs and returns, I'm not really
sure that we impute into all our cost functions
those costs which are not readily quantifiable
or not purely private costs. So we wake up one
day and find out that there is an Environmental
Protection Agency, an OCIA, a series of alphabetical agencies which are now regulating for us
those things that we chose to ignore. I would
hope that if I can make any contribution in the
private sector it will be to try to impress upon
people that if they don't accept these responsibilities that are in a sense extra-market and
which are not going to go away, somebody else is
going to pick them up. It is going to cost them
in the final analysis more than might otherwise
be the case.
SIGATY:
When you try to impress upon people in private enterprise who are charged with the responsibility of making a profit and who you hope will
anticipate some of these things like OCIA and
EPA, you'll probably be disappointed. Private
business makes its greatest contribution to the
society by making a profit, which is then distributed to individuals, who can then go out and
do things that might obviate the necessity for
an OCIA or an Environmental Protection Agency.
To expect the institution to do it is not valid.
FRANCL:
I would agree. To abdicate the personal
responsibility and have the government devote as
much effort as they are towards delegating this
responsibility to the corporate sector is a
mistake.
STAHL:

While I'm convinced that in many instances
. 11e market
can go a long way to assure a satis7
lactory set of outcomes by a variety of criteria,
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One of the examples that continually comes
to mind is to hear people berate the city of New
York because the streets are in such dreadful shape.

And if you ask, would you be willing to pay something more in taxes--hell, no, they won't, but
they'll take that car into a front end alignment
shop three or four times a year. The private
costs are significantly greater than any public
costs they might incur.
A corporation doesn't simply avoid costs
by turning away from the existence of a problem.
Rather, those costs are going to be imposed in
some other form. Frequently, they may be more
excessive when they are imposed from the outside
than when the talents and energies of the private
sector are turned to a resolution of that problem.
COMMENT:
One of the avenues many corporate people
choose for their good works is United Way, which
helps people with a wide variety of disadvantages.
If the private and public institutions were set
up so that these people were not disadvantaged,
we could do away with United Way and their
clientele would be much better off.
I'd like to have the panel project what
they think the long term interest rates are going
to be five years from now for real estate loans.

Pc,

PETERSON:

me
ho

Out in the country we are concerned with the
continuous supply of credit at a reasonably
predictable rate for at least one growing season.
We find it difficult to get that from correspondence. But people in the correspondent business
have some other avenues they can take. One of.
them I did mention was leasing. There is the
opportunity for you to participate in whole blocks
of loan portfolios with country banks that have
liquidity problems. That needs to be explored.
You could discount ag paper from country banks
and probably market this through bankers acceptances and other instruments within the money
market, if you had a steady volume of it and
could project what the needs might be. There are
tools that we need to be looking at. We need to
look at some innovations. I think that country
banks are going to remain out there and are going
.to continue to supply a substantial part of the
agricultural credit as long as the structure of
agriculture stays the way it is, in small units
of production, not corporate agriculture. But we
are going to have to make some changes in the
banking system if we are going to hold our market
share.
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FRANCL:
FRANCL:
I would be hard put to peg a particular
rate level, but there is some cyclical nature
in this. It would appear that we bottomed out
in 1976 and are going up, will probably reach a
peak sometime in the next two or three years,
and then probably head down. About five years
from now you could be pretty close to where you
are now or somewhere within that range. The
general outlook is that there will be some upward pressures. There are some other reasons if
you look at world situations. Our country is
growing at a much more rapid rate than the other
major developed countries in the world. Typically, when you go into a period where you slow
down, you start to see this upward cycle prevail.
I think that is what is going to happen. It may
not be quite as high as it was last time, but
that depends on what the policies are.
COMMENT:
My understanding on interest rates is that
there is a real time value for money which is
probably something in the 2-3 percent rate area.
Then you add to that whatever the anticipated
rate of inflation is plus 1-2 percent to service
and handle it. If you are dealing with a 5 percent rate of inflation five years from now, you'd
probably see money in the 8-9 percent range.
If you are dealing with a higher or lower rate
of inflation than that, you'll see higher or
lower rates. So peg the inflation rate and you
can pick your interest rate on a long term money.

I think this is true. There are some avenues
that we need to explore right now. We do some
business with our direct customers in this area
of banker acceptance that you alluded to. It has
to be set up and defined quite specifically.

1

Maybe another alternative is something like
variable interest rates. Some of the people in
the Farm Credit area have tried this, I don't know
to what degree of success. Typically people say
they want to get locked into a variable rate when
interest rates are high. When interest rates go
down, they say, "No, thank you, we'd just as soon
have that fixed rate." If there are things we
can do, we have to work on them. The thing I
want to emphasize is that we want to stay as
flexible as possible to keep all avenues open,
and we need to realize what some of the consequences are with respect to these rates. It is
something we work on all the time. I'm sure we'll
do a better job in the future.
QUESTION:
I'd like to raise a question about the involvement of the Farm Credit System and the
commercial banking. Some of the numbers we have
seen have talked about the growth in what were
,categorized as FICB loans. Those are loans to
agricultural credit companies, which are privately
owned companies, in business for a profit,
essentially marketing their ability to lend money
to farmers and ranchers at a spread over the cost
of money that they are provided by the FICB system.
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I'm curious as to whythe FICB money goes to the .
PCA and then the commercial banks, which seems to
me an unnecessary intermediate step. Would anybody here in the commercial banking system like
to talk about why the commercial banking industry
sends money through an agricultural credit company
instead of directly to the FICB, which we've been
told can sell its debentures at .1 final to the
treasury? Our goal might to be to provide money
efficiently to agriculture. The more hands you
Pass that money through to give it to the farmer,
the more cost you have.
PETERSON:
When the Farm Credit Administration Law was
redrawn in 1971, the authority was placed in that
to discount, with rediscount through the PCA. The
authority has always been there indirectly for
banks to go direct, but the FICB is basically
owned by PCA. They covet that relationship, and
they are not going to delegate that to anyone
else if they can help it. It is a competitive
advantage that they have, and I guess if I were
°Ile of them, that's exactly the way I'd look at
lt, even though it may be inefficient.
COMMENT:
We have the Credit Bank here in this district. We have added charters for commercial
banks, about two a year for the last 5 or 6
Years. Interestingly, that is the number that
have applied. We have had cancellations that
almost have offset that. It is true that we
14ould want them to talk to the PCA before we
would approve it. I'm not sure that we see the
inefficiency there one way or the other. Both
avenues are open. It depends on what the local
institution is trying to do, what their priorities
are, and how they want to work it out.
COMMENT:
My thrust was that any time you have to pass
T11°Iley from the purchaser of the FICB debenture'
itphrough the FICB, through the PCA, through the
ank, through the farmer, at some point there has
got to be some cost involved.
P
ETERSON:
One of our troubles is that the banking
industry wants this as a relief valve. But they
are not going to use it consistently, and keeping
itpllat system intact gets to be expensive. The
;
anks will always utilize their own generated
lunds first, and that has always been one of the
criticisms.
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Discussion

a
COMMENT:
We have been talking about some rather
sophisticated agricultural and economic terms,
and these things affect each one of the people
here directly. There needs to be more input
from that level so that the people in the political arena listen. The American Agricultural
Movement has a lot of influence today. I don't
feel they are representative of the broad base
of agriculture, but they are in Washington and
we're here. I am told that these people are
going door to door and they are being influential.
If you don't believe it, look at the last bill
that came out of the Senate committee with Talmadge, McGovern and Dole. These are three people
that are very influential. That bill has been a
result primarily of the efforts of the American
Agricultural Movement. So, all the things that
we have discussed need the input of the farmer
and the rancher because they are the guys who
are affected in the end.
QUESTION:

(Audience)

In addition to the role of the American
Agriculture Movement, I, as a non-farmer, would
be interested in what the comparative views of
the traditional farm organizations are on farm
policy. I have never really been able to sort
them out.

believe that's as critical as prices. Prices are
going to correct themselves within a year or two,
but that cost factor that I have on my farm due
to inflation is not going to correct itself. It
is going to eat me up probably as quick, and as
sure, as a poor price situation. I sometimes
think we should be striking on that issue.
COMMENT:

(Cy Carpenter)

Ongoing knowledge and understanding of some
of the basics of agriculture are equally or perhaps more important than political action. For
example, the American Agriculture Movement recognized the problem and tried to get some attention
on it, but they were not a part of developing
that farm program as short a time ago as when it
was written in the last session of Congress. They
are in for improvements on it now, and that's
good. But one of the very serious problems that
affects agriculture is that there is not enough
understanding or planning; there's reaction-reaction under crisis conditions. It would be a
mistake to assume that this kind of a protest
reaction is enough by itself to give the kind of
direction and understanding that agriculture
certainly deserves.
COMMENT:

ANSWER:
I am President of the Minnesota Farm Bureau
and we like to think we are very traditional.
Your comment back there about the Senate bill may
be true. The thing I'm going to be interested
in is what finally comes out. Everybody in
Washington knows that Carter isn't up for election, and maybe they are waiting for him to
finally put a damper on all the promises that
are made. I would be very surprised if the bill
stays intact and if the goodies are there when
they finally get done hashing it over.
The Minnesota Farm Bureau and the American
Farm Bureau, of course, have been in Washington
a long time. I believe they are very influential
in many areas. Our concern has been not only
with price but with many other areas of government involvement, especially the regulations,
which have a vital effect on farming operations.
I am concerned about over-regulations. We have
also been concerned about inflation. Some people
say that should not be a farmer's worry, but I

I have attended a couple of the public
gatherings of the American Agriculture Movement
in northwestern Minnesota and I have to agree
that the people we hear talking, the ones quoted
in the press at the local level, are not the rank
and file farmers. Why is it, then, that we are
hearing from the spokesmen we do, representing
agriculture and the rank and file farmer? The
solid commercial farmer is not represented. Is
it because he doesn't know how to get at it, or
would he just as soon have someone else do that
messy work, or what is it? I suggest that the
same blunders and mistakes we make in Thief River
Falls will be made in Washington when they get
there.
STAHL:
The people who are here at the conference
are the kind of farmers who have their management
skills organized and have handled themselves in
the 1970's to the point where they are not burdened with land debt. Their machinery and farm
debts are at a manageable level and their management
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Skills can see them through the troubled times'
they are having right now. The farmer is not
saying very much. If he does say something,
he'd like to see prices go up, but he really
doesn't want 100 percent of parity. He doesn't
want $5 for wheat, for example. I'd say in
Pennington County where we've got 800 registered
farmers, roughly 300 of them are doing the job
and getting the farming done and producing the
grain that comes out of that county. They are
not the ones that we hear talking.
COMMENT:
You are going beyond one necessary fact that
needs to be recognized at the beginning. What
is the American Agricultural Movement: There is
no membership, no constituency, no organization.
If I wanted to discuss agricultural policy with
someone representing the organization I don't
even know who I would officially talk to. There
is no spokesman for the American Agricultural
Movement. There is no policy; there is no
Participation on the part of a group of average
or operating farmers to develop policy. An expression from the American Agriculture Movement
In Texas is entirely different than it is in
Minnesota or in Kansas. It would be a serious
mistake to lose sight of the importance of continuing involvement, planning, and direction by
those that have been in agriculture a long time
and continue to be, whether they are in the
field of education, or farm organizations, or
agri-business or whatever.

don't think there ever was a protest movement or
an activist movement that was representative of
all groups. For example, in the protest we had
on campus several years ago, the students involved
were not the typical rank and file student. The
current involvements to unionize the faculty of
the University are activities that are not being
led by the typical faculty member. Very seldom
is an activist group representative of a larger'
group of people whether it be a disciplinary
group or an economic group. The question is:
Can that activist group pull along enough other
kinds of support so that it really accomplishes
what it sets out to accomplish, at least in some
degree? A very small minority of people can still
be quite effective.
REINSEL:
This is what's been alluded to right here
today, that these people are there and we are
here. I am not saying there is anything wrong
with that, but again this is why they are getting
some things done that perhaps the traditional
farm organizations are not. They have not taken
the same approach that this group has taken. Let
me give you an example. There's a fellow from
South Dakota who went door to -door until he got
John Melcher, Senator from Montana, to introduce
a meat import bill: This has been a difficult
thing to get done. The reason that people think
the protestors represent agriculture is that there
is no farmer or farm group standing up there
disagreeing with them.

COMMENT:

CARPENTER:

I was in Washington a couple of weeks ago,
and I saw the American Agriculture Movement
everywhere in town. A person is making a serious
mistake if he thinks that this is a collection of
ne'er-do-wells that are in Washington raising
hell. My unscientific sample from just talking
t° people whenever I got a chance to was that
these are some very well informed people for the
m°st part. This is a different ball game. They
are going up and down talking to everybody they
get a chance to. Not only the Congressmen but
t° people on the street and in the offices and
.
111 over town. They have made their presence
L n°wn in the town.
'

They are recognized there as farmers at the
current time. But the Farm Bureau has done that
same thing for close to 10 years now. I wonder
why the community out here didn't know this. We
had bonafide farmers and rural businessmen going
from Congressman to Congressman being at hearings,
presenting testimony as farmers and trying to
get understanding and support. Now they are
provided an additional dramatization. We welcome
this. Perhaps the conditions under which they are
now expressing themselves are entirely different.
But it would be a serious mistake to think they
are doing something that hasn't been tried before.

SUNDQUIST:
At any one point in time, it seems to me
that there are
sub-groups of farmers who have had
m°re to protest, more at stake than others. I've
lIfientioned that Minnesota dairy farmers, or dairy
aarmers in general, are not particularly dis!Pointed with their current economic status of
al3I4 grain prices and high milk prices. There is
big diversity within agriculture, not only by
'tates but even within the state by commodity
gr°uPs. With respect to protest movements, I

It isn't just our situation. You can reflect
back a couple of years when the dairy people were
in trouble. They were protesting very forcefully,
dumping milk, killing calves and so on. The reaction was different, perhaps because the mood of
the Congress was different, but I don't want to
take anything away from success. But this condition that is taking place now really is not unique.
One other point—they are saying we want 100 percent
of parity. To my knowledge they haven't offered
a plan or a means of accomplishing that. Some of
the people who have carried on this same kind of
discussion on behalf of farmers in the past have
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had as much or more in the way of carefully
thought through plans. I don't know why this is
so much more successful.
QUESTION:
I would like to have the media people here
respond to an interesting question. If we have
had this same activism before, why do we suddenly have all this attention from the media now
that this particular process is going on? If
we give lots of attention to a protesting group
then isn't some of the reaction by politicians
simply in response to media representation of
all of this? Why would the media have paid so
much attention to what is going on now, as opposed
to paying attention 10 years ago or at any time
when another group of farmers went to Washington
and pounded on doors?
ANSWER:
I have been in media for 30 years. I guess
media is basically liberal, in other words, change
makes news. What has been changed in the past
eventually becomes status quo. When new things
happen, it seems to make the news better. It
doesn't always have to be good.

economist, but if that philosophy brought us out
of the depression in the 1930's why wouldn't it
keep us out of a depression in the 1970's. If
that theory can be used, then we don't need
government subsidizing our product; we need a
price from the marketplace. As long as I have
good milk, good meat, or good grain, it should be
worth the price that it costs me to produce it.
plus a reasonable living cost out of it.
You heard the man from International Harvester the other day tell you that he didn't have to
give his tractors away in Russia; he could sell
them and make a profit on them. Well, why do I
have to give away my product that I send over to
these people? They need food worse than they
need tractors. Why do I have to give it away to
them at less than it costs me to produce it?
If these questions can be answered then
young men can go into farming and stay there.
If we don't get it so a young man can go into
farming and stay there, it won't be long before
we go to the landlord system of farming in this
country. That's what they've got in the rest of
the world, and that is why our forefathers left
the rest of the world to get to this country.
COMMENT:

COMMENT:
I think we have a whole new ball game with
television. Our newspapers and many magazines
routinely cover testimony before agricultural
committees in Washington. It draws a great big
yawn from most readers. But when you get the
Agricultural Movement going on strike and
picketing, blockading and marching on Washington,
this is great for television. They have a voracious appetite for events. Any time you've got
farmers letting goats lose on a Capitol Hill
lawn you know you are going to get all kinds of
television coverage.
COMMENT:
I would like to respond to a few things
that have been said. One person said they aren't
the typical farmers there, but I think they are.
I picked up a production credit sheet from the
Fargo Association, and they have 286 loans, and
147 of them last year came in minus. Now 147
can't be just a few screwballs that over-bought
machinery and stuff. They have to be typical
farmers.
The other question is why do we have to go
to government when the farmer produces a product
that everybody in this country needs. Why isn't
it worth the price of producing it in the market
place? I ask economists this question and they
go back to the raw material philosophy that was
set up to bring us out of the depression of the
1930's. Why won't that work today? I am not an

I'm a farmer in Lyon County. I am not any
part of the protest but I am sure that you'll
find that these farmers are fighting for their
lives. They want to keep farming. I wonder how
many here know what a new tractor costs today,
or what a new combine costs. You have to pay for
it out of the commodities you sell, and it is
next to impossible.
COMMENT:
I'm a farmer from Wisconsin. The figures
show that in the early part of the 1970's farmers
of an age group of 35 and under increased by onethird. I recall that as I was farming during the
1950's and the 1960's, many of the questions that
were asked were, "Who is going to come in to take
over the farms?" It seemed like good solid young
people were leaving our communities in droves
and going out to other communities and to the
cities and other occupations. In the early part
of the 1970's, we found in farming that there
is one thing we know how to do: We know haw to
count money. We found that we could make a profit
in farming, a rather substantial profit for a few
years. Young people in droves with pretty good
educations came back onto the farm. They had to
have a minimum of $200,000 available to them somehow. They caught some vibrations that they thought
were telling them that things have gone back on
them, they fell, through no fault of their own.
They are asking why and wondering how they are
going to be able to get out of this.
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What I have heard this morning is a lot of
people saying a lot of the right things. I agree
with those who say that even though the indivi
duals
who are in Washington may not be entirely representative, they do represent a lot of us back
here. I'm one who will pretty well agree with
a lot of the things that they are saying
.

compromise between what various factions wanted,
and we came out with something that was almost
workable except it was in the wrong political
atmosphere. Let's chart the direction of where
we want to go. Do we want more government involvement, or do we want more responsbility for this
ourselves?

MATTS:

QUESTION:

I think this time we have a different type
of a farmer who is active. He,apparently has
more knowledge of what he is doing and he is
Probably better educated. He knows where the
Pressure points are. He has gotten into farming
in more recent years. He probab
ly is a fellow
Who has got a little leverage. I've talked
to
a few of them, and they have
the idea that we
are extremely efficient producers of
food. If
we can be efficient producers,
we are entitled
to a profit, plus
an adequate standard of living.
If you are going out to Washington to lobby for
60 days without ever going home, you need
a darned
good standard of living, and I think
some of them
have that. But we are looking at an
entirely
different type of person who is active in this
group than we have seen active before.
CO1ZIENT:
I am a farmer. What our meeting is about
today is land prices. I think if everyb
ody went
back to the land prices we had in 1973,
we could
make some money. I don't care
what prices we
set these commodities
at, we are all going to
bid against each other
for land till we can't
Pay any more.
I feed cattle in southeastern Minnes
ota
and I probably should
be in Washington, although
have been there a number of times before
. There
is something very fundamental
in this whole
thing. We heard about the new political coalit
.1"s; now we are seeing some of these things
in action, and I don't know whethe
r we're able
to equate them into something we want.
There
are two fundamental points
that we should think
about. Underl
ying much of this government-fed
inflation, which is causin
g our problem. Agriculture is affected by this faster
than perhaps
any other group. This fiscal misman
agement that
theY are trying to talk to the President about
,
,t°daY, we've tried to talk about for the last
'
0 years. Let's get some respon
sible government.
The second thing, if we are going to do
anything about this,
let's study the lessons of
Yesterday and not
go down the road of letting
government manage
our business. A bumper sticker
I saw said, "If you
like the postal service,
You'll love
national health." Agriculture had
-4 years of government
experience, and it wasn't
until we started to modify
the role of government
that we got
some rewards. The 1977 Act is a
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Let me ask one question: Why are we going
to Congress now, if it is best to have government
out of it?
ANSWER:
First of all, the American Agriculture Movement is effective because they have one plan and
it happens to be the word "parity," which we really
haven't heard for a long time. If you have one
goal, that makes the group hang together. If you
don't work toward the solution, you can stick
together on the goal. When you start solving
it, you are going to have a splintering off.
That is why they go to Congress; because that is
the one place that you can hang together and let
the government take care of it.
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