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Preface
This "Special Report" is a compilation of papers

presented and discussions held at seminars on Agri-
cultural and Transportation Policy Issues at Moor-
head, Minnesota, and Rochester, Minnesota, during
January and February, 1979.

The Moorhead seminars were sponsored by the
University of Minnesota through its Agricultural Ex-
tension Service; by North Dakota State University,
represented by Norbert A. Dorow, Public Affairs
Economist with the Cooperative Extension Service;
and by the University of Manitoba, represented by
Edward W. Tyrchniewicz, Chairman of the Depart-
ment of Agricultural Economics and Farm Manage-
ment. The University of Minnesota was the sponsor at
Rochester, but grateful acknowledgement is made for
the participation of and assistance by Iowa State Uni-
versity and the University of Wisconsin.

Because this report combines presentations and
discussions of three broad topic areas from two simi-
lar but distinct seminars held at two locations with
different audiences, several problems were faced.
Some speakers presented the same papers at each lo-
cation, and in some instances different people pre-
sented papers under the same topic heading. This
caused some integration problems in compiling this
book. To help the reader, we developed a system of
coding. For papers presented only at Moorhead, the
word "Moorhead" appears on the border of each
page; for papers presented at Rochester, the word
"Rochester" appears on the border of each page.
Where the same paper was presented at each place,
the words "Moorhead Rochester" appear on the bor-
der of each page. If this explanation confuses you,
briefly scan the inside pages.

We developed abstracts for most of the papers
presented. The abstracts precede the articles and ap-
pear in dark boxes.

Some of the authors were out of the country or
otherwise unavailable to meet printing deadlines.
Where that was the case, we have so noted and the
editor assumes responsibility for errors of commis-
sion and ommission.

Grateful acknowledgement is made to the num-
ber of co-sponsors who helped in numerous ways to
make these programs possible. Our special gratitude
is expressed to those who provided financial assis-
tance for the programs and this report. They are:

Burlington Northern
Farm Credit Banks of St. Paul
First Bank System, Inc.
Geo. A. Hormel and Company
Minnesota Farm Bureau Federation
Minnesota Farmers Union
Northwest Bancorporation
Piper, Jaffray & Hopwood
Red River Valley Sugarbeet Growers Associa-
tion
Soo Line Railroad Company
Seaway Port Authority of Duluth
Twin City Barge & Towing Company

The seminars were held at the request of a num-
ber of people representing agriculture, industry
banking, transportation, trade, and education.

Certain concerns and felt needs played major
roles in determining the purpose, format, and topics
selected for the seminars. A general sense of "un-
ease," concern, and restiveness had been evident
throughout the agricultural community for some
time. Its symptoms were reflected in the aftermath of
the "great grain steal" of 1973. These included high
land prices, low commodity prices, "tractor
marches" in Washington, and more. The root causes
clearly went much deeper, few people agreed about
what they were or what could, or should, be done.

Inflation, the energy crisis, rail abandonment,
"boxcar shortages," and other "outside forces" were a
part of the general background of restiveness ob-,
served throughout agriculture and the rural society
generally. Another realization, present for a lone
time, was becoming more visible: The changing struc-
ture of agriculture (farm size, the number of farms, the
number of farmers, fewer votes, the role of forei gr
markets, purchased inputs, and much more). Ever et
Hove, Vice President for Marketing and Developme0
Services, and the representative of the Farm Credit
Banks of St. Paul in the planning group, said he an
others increasingly were concerned about the "famil!
farm as we and others have traditionally thought of it
There is a feeling," he said, "that something big an
significant is happening that we can't quite get a han
dle on." What Mr. Hove and others were concerr ec
about may have been summed up by Secretary oi
Agriculture Robert Bergland in a speech in Kansa;
City shortly after the conclusion of these two semi
nars. Bergland said:

. . . I did not come here today to argue the
issue of parity levels. My purpose is to say
that issue is part of, but only part of, a much
broader issue — the make-up of today's farm
sector, the direction it is taking, who controls
it, and its ultimate fate.

My concern is that when we have prob-
lems we too quickly reach for traditional so-
lutions — like increasing support prices. We
tend not to look for new ways or even con-
sider whether the traditional approaches are
appropriate for solving today's problems.

I am not here to present my judgments. I
am here to open what I hope will become a
full-scale national dialogue on the future of
American agriculture. I am here to ask you to
begin thinking and thinking hard about what
kind of agriculture you believe would be in
the ultimate best interests of farmers and the
nation. And I am seeking your advice on what
we should do to get that kind of agriculture.

I ask you straight out if the farm policy
decisions both government and the private
sector have made in modern times — and the
programs that implemented those policies —
are still in our long-term best interests.
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We know those policies and programs
helped create a food and fiber production sys-
tem that is the envy of the world. We know
this system has fed us and the world at rea-
sonable costs. We know this system has been
a stabilizing influence in global politics and
the world economy. And we know that by and
large the system has yielded a fair return to
those who produced the harvest bounty.

In that sense the system is still working
and working well. Indeed, if you consider
those specific ends, I believe present farm
policy is remarkably well-geared to the reali-
ties of this era.

But even with these successes, we must
ask ourselves this: could it be that the empha-
sis on price and income support programs has
worked to the disadvantage of small and me-
dium-sized farmers?

The time has come to consider where
we are and where we seem to be going and to
ask ourselves some critically important
questions:

Are those policies and programs at the
same time creating, or helping to create,
something we don't want in American
agriculture?

Are they in whole or in part responsiblefor an unending trend toward larger and
larger and fewer and fewer farms that will
increasingly dominate and control
production?

Do they tend to help most those farmers
who need help the least? And help least those
farmers who need help the most?

I am deeply concerned about what I see
happening to the structure of agriculture. I am
deeply concerned also about why it is hap-
pening. And I am concerned most of all withthe desperate need to ask ourselves if what is
happening is what we want . . . or what the
Nation truly needs. . .

• . . And something else has happened. A
distortion has taken place in the traditional
rural social order. Something has been lost.
Something of lasting worth. And the loss isfelt not only where it occurs, but also in urban
America as well.
There has been growing evidence that Mr. Hoveand Mr. Bergland, each in his own way, are but reflect-ing a deep concern about what is happening to agri-culture and the appropriateness of our present andpast policies to take us where we want to go.
The planners of these seminars were led by simi-lar concerns to construct a format and select topics to

address some of these concerns. The same general
format was used; three 2-day sessions at each location
addressed three general topic issues: (1) domestic ag-
ricultural policy, including energy and inflation, (2)
international trade, and (3) transportation. The issues
clearly are interrelated and important! Developments
since then have served to underscore the appropriate-ness of these choices. The programs were structured

to provide about equal time for background informa-
tion and discussion.

Participants represented a broad spectrum of
farmers, bankers, businessmen, agri-business leaders,
government officials, homemakers, the transporta-
tion industry, and others. They came from Minnesota,
North Dakota, Canada, Iowa, and Wisconsin. Their
interest, energy, and intellect were the major forces in
the success of the program. The "faculty" was drawn
from a variety of educational institutions, businesses,
and government agencies. Their cooperation, ideas
and, in many instances, extraordinary personal ef-
forts could have been rewarded adequately only by
the appreciation of the audience. This was clear to
them, and I add my sincere gratitude for their splen-
did work.

As one reads this report, it can be said with the
advantage of hindsight that the topics indeed were
well chosen. The problems are before us now and will
be for some time to come.

The views expressed by the speakers and discus-
sants are their own views and do not necessarily re-
flect those of the University of Minnesota, its Agricul-
tural Extension Service, other sponsors or co-
sponsors, or the editor.

Acknowledgements
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gratitude to him for his invaluable counsel and
support.

The amount of work involved in transcribing,
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possible. They have my gratitude and respect:
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They, and those who co-sponsored the seminars,

join me in the hope that the finished work will be
useful as a reference and that from these two pro-
grams additional efforts will emerge to improve the
"level of the dialogue" on issues so important to us
all.

Luther J. Pickrel
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Introduction
Luther J. Pickrel

The papers presented and discussed in this report

deal with topics increasingly on the minds these days

of farmers, consumers, government officials, and

those in business related to agriculture, transporta-

tion, finance, and international trade. Related topics

discussed here are inflation and energy.
Domestic policy, international trade, and trans-

portation are interrelated. The seminar participants,
who played a major role in the discussions, repre-

sented a broad, diverse, and rich background of expe-
rience and philosophy. The speakers were drawn

from eight universities, a number of private busi-

nesses, government agencies and professional asso-

ciations. It was inevitable that differences of opinion

would appear. In fact, different points of view and

ideas were encouraged.
Different perspectives are revealed in the three

papers on inflation. One of these was presented by

Dawson Ahalt of the USDA who has been serving as

his agency's representative to the White House task

force on inflation. Another paper was presented by

John Rosine, staff economist of the Federal Reserve

Board. The third paper was developed by Professor

Dennis Starleaf, Iowa State University. Each at some

point addressed the question of the impact of infla-

tion on the farmer. The reader should find the differ-

ences on approach both interesting and enlightening.

Domestic Policy

General domestic policy for agriculture may be

due for a major review and overhaul during the next

few years. Several of the speakers involved in these

programs suggest that major changes will be difficult,

citing the long-standing practice of applying "band-

aids" to the basic legislation which has its roots in the

1930's.
Michael Boelhje, Phil Raup, and Lynn Daft each

address some part of the question of policy impacts

on farm size, access to ownership, and the discrep-
ancy between potential production capacity and land
prices. Each in his own way raises questions about the
adequacy of current policies in view of these and
other trends. Another question, perhaps a critical

one, is raised in this context: "How much time is left

before it could become too late to make the necessary

adjustments if these trends are to be slowed down or

reversed?" Recently, James Reston, in discussing en-

ergy, suggested that societies do face "critical pe-

riods" and the adequacy of the social system is tested

by their ability or their lack of ability to recognize and

deal appropriately and in time with those issues.

Boelhje, Raup, and Daft do not go into all aspects of

the relevant questions, but careful reading will help

you gain a better understanding of what may be
involved.

A wise man once said if one wanted to discuss
domestic policy or international trade principles
with Minnesota farmers, one should use cotton, pea-

nuts, and tobacco as the commodities to illustrate
these principles. Minnesota farmers, he said, could be
very objective about these three commodities. Given
current views of tobacco, and in some cases peanuts,
this may or may not be true today. It was felt, however,
that there were enough areas of common interest to
prompt us to examine with our Canadian friends
these questions of common interest. Each, through
the eyes and experiences of the other, could benefit
from such an exchange of ideas.

Professor Gilson, in discussing the role of the
marketing boards in Canada, describes one of the sig-
nificant differences in policies in the two countries.
Freight rate structures are also significant.

The papers by Douglas McRorie of the Royal Bank
of Canada, Leslie Peterson of the Minnesota Bankers

Association, Michael Boelhje of Iowa, and Leland
Reinsel of the USDA provide a mixed view of credit.
In various ways they emphasize the importance of
credit and finance policies but suggest that since
these policies have developed somewhat apart from
general food and agricultural policy, the result has
been that credit policies have at times conflicted with
stated agricultural policies. McRorie feels that Cana-
dian banks will have to find new funding sources for
intermediate and long-term loans. Their problems he
says are amplified by "areas of uncertainty" includ-
ing energy and inflation.

James Shaffer developed what he called a "plau-
sible scenario" for energy. At that time, February
1979, many viewed some of his assumptions as dras-
tic. Six months later they may have changed their

views. In any event, as Shaffer points out, our food
system is highly dependent upon energy, and trans-
portation and changes in energy costs will cause
adjustments in both the production and distribution
system. As we have seen, these prices have increased
drastically in the first half of 1979 with proposed ad-
ditional increases and uncertainties about adequate
supplies posing additional problems for producers

and consumers alike.

International Trade

The Tokyo Round has been the center stage of

trade interests for several years. For a time there

seemed real doubt that agriculture would be included
in any significant way in the negotiations and a ques-
tion if any agreement would be reached. Export subsi-
dies, protection of domestic producers, and protec-
tion of the common agricultural policies (CAP) of the
European Community were critical issues. Even if the
negotiators were able to reach agreements, it was ar-

gued the U.S. Senate would balk. An agreement was
reached, and it did get through the Senate in late JulY
1979. That much is now history and is a tribute to

those who worked so long and hard to make it possi'
ble. The political skill of the U.S. Special Trade Rep-
resentative, Ambassador Robert Strauss, apparentlY
played a major role in this achievement. The full
meaning and benefits can be determined only after

careful analysis. This is only one step along a difficult

path, and it is important to those in agriculture to
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understand this step as well as the next ones if the
potential benefits are to be realized. -

As Oyloe points out, trade is important to U.S.
agriculture in several ways. First, we now export the
product of about one acre in three of our agricultural
production. Second, our domestic policies and pro-
grams are now predicated in a major way on this mar-
ket. If we were to lose any significant part of it, our
domestic policy will suffer an enormous and very
costly adjustment problem. We should recognize, too,
that the potential for market expansion is almost en-
tirely in overseas markets. The U.S. objectives in-
cluded less restricted trade in agricultural products
including the nontariff barriers such as quotas, varia-
ble levies, and health and sanitary regulations.

The European Community representatives, Her-
man de Lange and Hans Stinshoff, present their case
with tact, humor at times, but with the very firm posi-
tion that agriculture is "different". Both contend that
the Eufopean consumer is willing to pay higher prices
for food to retain "a better distribution of population
on the land" and to maintain a "basic agricultural
capacity" in case of emergencies. Some knowledge of
European political history and its various versions of
the "green movements" must recognize the role that
farm groups have played traditionally in policy deter-
mination. There may be some logic in their position,
but it is more practical politics than practical eco-
nomics. In brief, as Ray and Chaves point out, the U.S.
insisted that agricultural trade be included as an
essential element of any final agreement, that tariffs
on industrial goods be reduced, that nontariff barriers
be reduced, and that new "codes" to govern the use of
direct government intervention be constructed. Two
other concerns were addressed but their meaning will
await further developments: New and better methods
to resolve disputes and the issues faced with the de-
veloping nations were two other concerns addressed.

From World War II until 1973, through the Bret-
ton Woods agreement, the industrialized countries o 
the world generally adhered to a policy of fixed ex-
change rates. As Schuh points out, the rate of ex-
change is the price of one currency in terms of an-
other. Schuh and Williams develop the concept of the
relationship of freer exchange rates to trade oppor-
tunities and trade policy. In brief, the decline of the
dollar has, they say, helped our exports for some
products in some markets. In other words, if (when)the dollar is cheap, then other countries can buy our
products at a relatively low price. But we must re-
member, it takes more of our (cheaper) dollars to buy agiven quantity of foreign goods. An over-valued ex-
change rate, they point out, is a tax on exports and a
subsidy to imports. The authors conclude that if westay with our current system of floating exchangerates, the basic competitive potential of U.S. agricul-ture should remain strong.

Transportation and Energy
Among the many examples one can cite of the

interrelated nature of the major problems confronting
agriculture are transportation and energy. In the re-

cent period of short-fall, the Administration gave
"top priority" to farmers for diesel fuel. Soon it be-
came evident that it made little sense to give farmers
100 percent of their requirements to produce food and
fiber if transportation would be left with 70 percent of
its requirements to move the commodities produced
or to transport to the farmer items necessary to pro-
duction such as fertilizer or other chemicals. As
Doering points out, energy policy and agricultural
policy are strongly interrelated. On another occasion,
he said that if solar energy can be utilized by a large
farmer, with a good credit rating, who is an excellent
manager, and who is in a high income tax bracket and
in a position to take advantage of quick depreciation
write-offs, it will pay and the farmer will benefit from
this new energy technology. But he says if any one
ingredient is missing, it won't pay. What will happen,
then, to the competitive position of the many others
who must continue to rely on fossil fuels? This seems
to speak volumes about the energy question and the
need to examine policy in a broader context than we
have done in the past.

William Smith points out that we do not have a
.national transportation policy and then reviews the
major attempts since the 1920's to establish one. The
latest attempt was by the National Transportation
Study Commission set up by the U.S. Congress. Smith
believes that a national transportation policy could:
• benefit the allocation of government resources,
• improve equality of government treatment of

different modes of transportation, and
• help set priorities for action.
Thus far the goal of a national transportation pol-

icy has eluded us. Will the combination of an energy
crisis and the deterioration of our rail and highway
.systems finally force us into the necessary
compromises?

The financial condition of the transportation in-
dustry is one of many points of contention. There are
those who contend that the fundamental problem is
not a lack of capital but the inability of many compa-
nies to attract it. John Murray and William Dempsey
suggest that for the railroads a 1 percent return on
investment is not likely to attract capital and that,
according to Murray, is the return the industry had
last year. According to Dempsey the short fall be-
tween retained earnings and capital expenditure in
the last 3 years has produced record deficits exceed-
ing $1 billion per year. The railroads, according to
Dempsey, Wolfe, Mu,rray, and Ray Smith are fighting
unfair competition. And this, Murray says, results,
among other things, in under-utilization. He cites a
Russian team of rail experts as sharing that view.

One participant asked, "What about all of the
land owned by the railroads and the related busi-
nesses such as timber and coal?" William Smith
'answered that only 11 percent of the 200,000 miles of
railroads now in existence received land grants. The
Burlington Northern is one of the major "land
owners" and, according to other sources, may be sec-
ond only to the federal government in terms of the
size of its holdings. Farmers voiced the concern that
the Burlington Northern is more interested in hauling



its own coal than in providing services to agriculture.
Are these problems unique to the U.S. or to this

area of the U.S.? Not according to Lorne Parker, a
Canadian farmer and sometime government official.
Canada, he said, not only neglected its railroads, but
this in turn resulted in a rundown elevator system. He
cited Canadian problems with committees, commis-
sions, and bureaucratic bungling which caused sig-
nificant losses of exports last year because the grain
could not be moved due to the inability of Canada's
total transport system.

One of the major problems on the minds of
farmers and shippers as they discussed these issues
was whether the U.S. system would be unable to pro-
vide essential service, especially to rural
communities.

The discussion moved back and forth as to what
transportation policy and service agriculture needs
and how to provide it.
• What should be the role of government and of

private industry?
• What is different about agriculture?
• What can and should be done to improve inter-

modal transportation?
• If the ICC control over freight cars disappears,

what happens then? Will the railroads take
over this role? How will agriculture be
affected?

• Should "agricultural states" such as Minne-
sota, North Dakota, and Iowa use tax funds to
buy hopper cars for use by farmers?

• What tax laws would encourage purchasing
and using more cars for agriculture?

• How will government funds be allocated to
transportation in the future? Dollars are fre-
quently allocated on "people counts." Rural
areas could suffer if this is done. What can the
rural community do to maintain its economic
importance in the face of its declining political
strength?

The trucking industry feels that deregulation is
only one of its problems. Other changes are threaten-
ing as well. In spite of these problems, Kriebel argues
that the industry has provided service, has not made
excess profits, is generally economically sound, and
has been stable in a period of general instability.

Barge operators, according to Lambert and
Franklin, have accepted the idea of user fees but are
concerned about the amount and, even more, about
factors contributing to the costs of maintaining the
inland waterways. They point out that dredging costs,
primarily as a result of changes in the environmental
standards, have increased more than ten-fold in the
last 7 or 8 years. Another factor they think is vital to
the Mississippi River, and consequently Upper
Midwest shippers, is the delay in moving ahead with
plans to enlarge and upgrade Lock and Dam #26 at
Alton, Illinois. Because of this "bottleneck," no in-
crease in river shipment is possible.

In summary, William Smith says that in the con-
text of 1978-85:

• Barge operations, having accepted the concept
of a level of user charges, probably will have no
shortage of federal funding for the waterways.

• Truck operations probably will suffer a short-
age of government funding for the highways.

• Railroad operations probably have a federal
government willing to offer higher levels of
financial assistance to meet capital deficits be-
tween private investment sources and railroad
needs. Changes in rates, productivity, and
plans will be needed.

Comment

Clearly these papers and discussions offer no
magic solutions to the complex problems examined.
No quick and easy answers are possible to such broad
and complicated issues. But if within these papers
and the related discussions can be found a clearer
definition of some of the problems and a better under-
standing of the interrelationships, we may be making
a start toward better policies, programs, and answers.
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We cannot talk about agricultural policy apart
from general economic policy because agriculture's
role in a country is determined by that country's stage
of economic development. Moreoever, today's U.S.
agricultural policies are simply the latest in a long
line of revisions of previous policies, most of which
are still in effect. This paper looks at:

• The role that agriculture plays in a developed
national economy
The evolution of the stages of polic
ment in the U.S., and

• Some current issues,

1

2.

3
context

set in

7 develop-

heir historical

The relative importance of agriculture to any na-
tional economy declines with economic develop-
ment. Agriculture's first role in this country was to
support the resource-exploitation industry carried on
by colonial powers in the new land. As this extraction
of natural resources diminished, agriculture formed
the base for domestic industry and was the major
source of employment and GNP. Policies of national
economic development at that time were, by defini-
tion, agricultural policies. However, as productivity
increased, people were released from farms to work in
industrial and service employment. Production agri-
culture as a source of employment and GNP became a
much smaller part of the economy. At the same time,
t became highly integrated into the economy.

The evolution of U.S. agricultural policy can be
divided into three periods. The first is the period up
to the 1860's. The dominant national policy objective
prior to 1860 was to expand and develop the country.
Therefore policy was concerned with land ownership
and distribution. A series of laws which made land
available at low prices culminated in the Homestead
Act of 1862, which set the price at zero.

8

The second period is from the 1860's to the end of
World War II. Agriculture was a large and distinct
sector of the national economy and policy emphasis
was on increasing its productivity and profitability.
Two propositions can help us to understand the over-
all trends in policy development. They are: 1. that all
policy since 1860 has explicitly or implicitly been for

the purpose of improving farmers income, and 2. that

old policy means never die; they are just added to.

Given these two propositions, we can see a num-
ber of stages in policy development. In each one, a
possible cause for farmers' low income was identi-
fied, and laws were passed to remedy it. When the
remedy failed to raise incomes, those laws were left in
pl,ace, and a new cause was discovered and attached.
In successive stages, the causes were seen to be:
1. low production, because of which the Morrill Act
and Hatch Act were passed and the USDA set up,
2. exploitation by transportation and industry, which
led to the creation of the ICC and the Sherman Anti
Trust Act, 3. the marketing system, leading to quality
regulation, 4. availability of inputs, from which agri-
cultural credit sources were set up, 5. low bargaining
power, leading to the establishment of market orders
and market boards, 6. imports, which led to high tar-
iffs. In 1933, when none of these measures had raised
farm income, the government became directly in-
volved in the marketplace with the passage of the
Agricultural Adjustment Act. It remained deeply in-
volved during and after the war through the creation
of price supports.

The third period of policy -- since World War II
-- found agriculture a small and efficient sector with
high government involvement and chronic oversup-
ply. Programs sought to encourage decreased produc-
tion and to distribute food domestically (e.g. the
school lunch program) and abroad (P .L. 480). Agricul-
tural policy was a complex of all the elements from
previous periods.

Current agricultural issues differ from earlier
ones in that the focus of policy has shifted from "agri-
culture" to "food and agriculture". This happened
because:

1. technology has made agriculture a small sec-
tor, highly integrated with the rest of the econ-
omy, and
there is a new set of actors concerned about
a'griculture.

It is made up of consumers, environmentalists, peo-
ple concerned about rural elf are and people con-
cerned about our balance of trade. Food policy has
become a national issue, and farmers no longer have
the political power to control the policy agenda.
Moreover, agriculture is increasingly affected by non-
agricultural policy actions, such as those regarding
energy. The result of these changes is that some of the
old policies are going to be questioned and that agri-
cultural policy makers are going to have to be con-
cerned more than in the past with general economic
issues.
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All too often, I think, we engage in heated discus-
sions of current policy issues in agricultural contexts
as if they had just happened, as if they were the only
issues of importance, and as if they had no relation-
ship to other policy issues past and present. Ob-
viously, in my judgment none of these "as ifs" are
true. Agricultural and food policy as we know it today
is only the most recent set of revisions in a long line of
revisions and amendments to previous policies
which have been around for long periods of time.
Furthermore, agricultural and food policy in any
country at any point in time exists in a specific rela-
tionship to other issues and policies and to the char-
acter of the national economy. Thus what I want to do
today is three things. First, I will set in brief historic
context the role that agriculture plays in a developed
national economy. Second, I will briefly trace the evo-
lution of the stages of policy development in the
United States and its role in national economic devel-
opment. And third, I want to set briefly in context the
current set of national policy issues, paying particular
attention to the issues of price and income policy,
credit policy, trade, and transportation.

First, let me set the context by looking briefly at
agriculture's role in national economic development.The historical experience of any developed country isthat the relative importance of production agricultureto the national economy declines with economic de-
velopment. It declines in terms of the contributionthat agriculture makes to national product, to em-
ployment and to international trade. This holds true,
obviously, for both Canada and the United States. Inearly colonial periods, the dominant objective of the
colonial power was to exploit the natural resources ofits colonies. In the case of North America, that in-
volved fish, timber, fur, and other natural resources.As the exploitation efforts moved inland, settlerswere allowed to come to contribute to that objectiveand, therefore, agriculture's first role in the national
economy was as a subsistence industry providingfood for an extractive resource-exploitation industry.

As resource exports diminished — because ofmany factors including over-exploitation — domestic
industry inevitably grew around an agricultural base.That's why the early economic growth of the UnitedStates and Canada was focused increasingly on com-
mercial small farms in the northern United States andon plantation agriculture in the South. The early U.S.focus was on industrial crops of cotton and tobacco.In the plains, grain became a major industry only inthe 1800's, following the development of inland rail
transportation and the iron steamship. Prior to 1850,
agriculture was a major source of employment, over80 percent, and the major source of gross national
product, over 60 percent. Thus in the early stages of
development, policies which influenced national ec-
onomic development were, by definition, agricul-
tural policies. As late as 1870 in the United States, 75
Percent of the U.S. population lived in rural areas and50 percent were employed in agriculture.

However, beginning in 1870, a rapid transition in
the U.S. economy occurred as increasing productivity
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in agriculture resulted from improved biological
technology in the late 1800's, from improved me-
chanical technology in the inter-war years, and from
post-war chemical technology. These changes re-
leased people from American farms to work in rap-
idly expanding industrial and service employment.
Thus by 1970, one hundred years later, 75 percent of
the U.S. population lived in urban areas. Production
agriculture employed less than 4 percent of the labor
force and contributed about 3 percent to GNP. As this
transition occurred, the efficiency of agriculture in

by 10 times. The number of farms first in-
creased but then declined, and the interrelationships
between the agricultural sector and the rest of the
economy, both on the marketing and the input side,
increased. In the process of economic development,

U.S. agriculture became relatively smaller and much
more highly integrated into the national economy.

The pattern with respect to international trade in
agriculture was somewhat different. In colonial
times, trade was primarily in resources. Agricultural
trade rose to a dominant position in the period 1850 to
1914. During the period 1920 to 1960, industrial
goods rose in relative importance, with agricultural
trade dropping to about 10 percent of total exports.
But in the last two decades, as we all know, agricul-
tural trade has increased in relative importance so
that it now makes up, depending on the year, some-
where between 15 and 20 percent of U.S. exports.

The point of this is to suggest that the role of agri-
culture in economic development changes with the
changing nature of an economy and that policies are
made in the context of a developing national eco-
nomic policy. Therefore, the nature of agricultural
policy and the perceptions that people have of agri-
cultural policy have also changed.

Let me now turn to my second objective, namely

to talk very briefly about the evolution of U.S. agricul-
tural policy.

I do this in three stages. I'll comment briefly on
the dominant nature of policy in the 1860's period,
then talk at some length of the evolution of policy in
the period from 1860 to post World War II, and con-
clude with some discussion of modern post war pol-
icy issues. The reasons for the segmentation are obvi-
ous. Prior to 1850, agricultural policy was national
development policy. In the period from 1860 to post
World War II, agriculture was a distinct and relatively
independent but declining sector in the national
economy. And in the modern or post World War II
period, agriculture is a smaller, but increasingly inte-
grated sector of the national economy.

The principal national policy objective prior to
1860 was to expand and develop the country. Since
agriculture was a dominant economic activity, it was
expected to contribute to increased GNP and exports.
Therefore, agricultural policY was a means to the goal
of national economic development. In both Canada
and the United States, that policy was concerned with
expanding agricultural output, primarily by expand-

ing the land base. Therefore, policy was concerned
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with land and land ownership policy. In the U.S., an
early conflict after the Declaration of Independence
was between those who wanted to use the disposal of
federal lands as a means to raise national revenue and
those who wanted them distributed free or at low
prices to expand family farming as the backbone of
American democracy. The latter view increasingly
prevailed. Legislation in the United States in 1796,
1804, and 1841 made more land available at declining
prices. The trend culminated in the Homestead Act of
1862, in which the price became zero. Thus, while
there were other limited activities in the policy
sphere in that period, the dominant concern prior to
1862 was with land ownership and distribution — to
expand agricultural production and therefore na-
tional development through the expansion of land
areas. By 1900, virtually all land except for Alaska
had been distributed, and that phase of agricultural
policy passed. However, it left a legacy of a structure
of agriculture which in some areas of the country has
led to problems of land fragmentation, small farms,
and rural poverty.

The next period I want to talk about is the 1860's
to post World War II. By 1860, agriculture was widely
disperkd and was continuing to spread west. It was
now becoming a distinct, though still large, sector
among other emerging sectors of the U.S. economy
such as industry, transportation, and the professions.
Thus in this period, concern turned rather away from
expanding production by expanding land to expand-
ing production by increasing the productivity and
profitability of agriculture. Agriculture was begin-
ning in the 1860's and 70's to flex its political muscles
as a sector. Thus, in this period began the evolution of
food and agricultural policy as we now know it.

In beginning this historical discussion, let me
make two propositions. The first is that in the United
States, virtually all policy since 1860 has had as its
dominant explicit or implicit objective the improve-
ment of the income position of American farmers.
Thus, over time, successive policy means have at-
tempted to influence the .income profitability of
American agriculture. They began with policies
which had only indirect impacts on agricultural mar-
kets. As each successive policy means was less than
fully successful in accomplishing income parity, new
means were attempted Which involved increasing de-
grees of government intervention in agricultural mar-
kets, culminating with the Agricultural Adjustment
Act in 1933, which brought the U.S. government di-
rectly into agricultural markets.

Proposition two is that old policy means never
die, they are just added to. Thus in each stage of pol-
icy evolution, previously implemented policies
stayed in place and the new ones were added. The
result is that food and agricultural policy over the last
century or more has become increasingly complex as
new means have been added to already existing ones.
Thus at any point in time, if one looks at a slice of
agricultural policy, it includes many elements which
have different historical origins and which were
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enacted for different reasons in different contexts of
economic development. Obviously with the increas-
ing complexity and overlays, the possibilities of con-
flict and inconsistencies rapidly increase.

Now let me talk briefly about the stages of devel-
opment of agricultural policy in the United States.
The year 1862 was a signal year as far as agriculture
was concerned. Not only was it the year of the Home-
stead Act, but it was a year in which an act was passed
establishing the U.S. Department of Agriculture,
whose primary responsibility was research and ser-
vice. It was also the year that the Morrill Act, estab-
lishing the land grant universities as teaching institu-
tions, was passed. The Morrill Act was the first of
three which established the now-famous triumvirate
of the land grant system: teaching, research, and ex-
tension. Research came in the Hatch Act of 1887,
which established experiment stations; the Smith-
Lever Act of 1914 established the extension service.
The explicit objective of these policies was to in-
crease the efficiency of agricultural production. The
implicit objective, I would argue, is that if farmers
were more efficient at lowered costs, it would im-
prove their income position. What those policy
makers did not count on was that when you increase
efficiency, you also increase production, and produc-
tion increases generally cause lower prices. So the
increase in efficiency had, to some extent, a self-
defeating effect.

The second stage consists of efforts by the agricul-
tural community to prevent what they perceived to be
exploitation .by the rapidly growing and increasingly
dominant industrial and transportation sectors. The
U.S. Granger movement of the 1880's, among other
issues, fought against what it considered to be the
exploitative power of railroad, oil, and grain trusts.
This was a farm movement to protect the farmers from
perceived industrial power and to prevent these
forces from influencing agricultural income. I think it
is Interesting that the Interstate Commerce Act of
1887 and the Sherman Anti-Trust Act of 1890 both
originate, though not exclusively, in agrarian unrest
in the United States. Here one has the origins of mod-
ern transportation regulation as far back as 1887.
Again, the notion was that agricultural income was
not on a parity with the rest of the society. It was
thought to be damaged by monopoly power in sectors
over which agriculture had no control.

In the third stage, farmers decided that if farms
were now efficient and weren't being exploited bY
some other sectors, but income still was low, the
problem might lie in the efficiency and effectiveness
of the marketing system. So a series of legislative acts
— beginning in 1880 with the Bureau of -Animal In-
dustry, but principally enacted in the period 1900 to
1920 with the Meat Inspection Act, Packers and
Stockyards Act, and Federal Grain Inspection Act ---
attempted to improve the efficiency and fairness with
which the marketing system dealt with agricultural
products. In this period, one finds the origins of the
now huge regulatory and quality grading activity of
the USDA. Recently I was told that there are more
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lawyers employed in the USDA than there are in the
Justice Department. It struck me as a little bit surpris-ing, but when one looks at the regulatory and grading
responsibilities of the USDA in virtually all agricul-tural products, one gets some sense of the immensityof this kind of activity as an element of agriculturalPolicy. I would argue again that in the early days, the
Principal concern of the backers of this legislationwas to improve the efficiency and fairness of agricul-tural markets in order to improve farmers' income. Inrecent years, obviously, consumers also have devel-oped a strong interest in the question of product qual-ity and grading.

The fourth stage, which I put in the general periodof 1900 to 1920, follows the same line of reasoning. If
production is efficient, transportation is okay, and
marketing is under control, where could the problemexist next? The next problem might be in the pricesand availability of inputs that agricultural producersuse. In the United States, the main concern on theinput side was with credit policy. Beginning with theFederal Land Bank in 1916 and the Federal Interme-diate Credit Act of 1923, there was established, usingthe mode of self-sufficient cooperatives, the notion ofspecial credit availabilities for agriculture. And as wewell know, the land banks and the PCA's have becomeincreasingly important sources of credit for U.S. agri-culture, particularly in recent years. The notion wasfor these institutions to provide credit and fair, com-petitive prices for agriculture, not to be dominant inthe credit business but to be a guide in the develop-ment of credit policies. Also in this period, othermechanisms of assistance developed with respect toinputs. The Bureau of Reclamation Act of 1902 pro-vided federal assistance for reclamation and irriga-tion. Rural electrification programs began. Thesewere efforts to make agricultural inputs, which werenow becoming more important, readily available atreasonable costs.

All of the activities in the first four stages havebeen what one might call indirect policy attempts.They have tried to make agricultural markets and in-puts more efficiently -and effectively available andhave regulated how these markets work, but theyhave not intruded directly into the marketplace. Theagricultural price depression of the early 1920's ledagain to increased pressure in the United States fordirect government help to improve prices and in-come. Now we come to an intermediate stage in the
development of policy, namely the lending of govern-ment power to farmer associations to improve themarket bargaining power of farm groups. Led byAaron Sapiro, a California lawyer who had been in-volved with the development of Sunkist and of Dia-mond Walnuts, there was a strong interest in develop-ing producer bargaining cooperatives in the UnitedStates and also in Canada in the early 1920's. This wasin part fostered by U.S. cooperative legislation in theCa

pper-Volstead Act of 1922, which gave certain pol-icy advantages to cooperatives.The farmer bargaining cooperatives had somesuccess in the 1920's but largely failed with the price
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drops of 1929. The reason was partly that co-ops, as a
bargaining element, are troubled by the so-called free
rider problem. The more successful a cooperative is,
the more it is advantageous to an individual member
not to belong. Many times cooperatives are successful
in the early stages of developing control over signifi-
cant portions of the market supply, only to have their
membership diminish when they are successful in
raising prices. If you can't get the market bargaining
power from a voluntary association, farmers rea-
soned, why not have compulsory cooperation? This is

a bit of a contradiction in terms. In essence, the devel-
opment of policies creating the authority for market
orders and market boards, which gave to a weighted
majority the power to mandate market control on all
producers of a commodity, is an evolution which pro-
vided government power to support farmer bargain-
ing. And so in the 1920's, there was a spate of legisla-
tion both at the federal and the state levels which
attempted to foster cooperatives and to establish the
authority for compulsory market orders and boards.

The 1920's also saw a brief flurry of attempting to
use the international market as a mechanism for
enhancing farm income. The four or five McNary-
Haugen bills were attempts in the 1920's to use a two-
price system in international markets — to charge
higher prices at home and dump the excess on
international markets. But the McNary-Haugen
schemes would never have really worked, principally
because the management of exports at periods of low
international prices really isn't very effective in rais-
ing domestic income. Management is, however, much
more effective with respect to imported goods, and in
this period one sees the development of major restric-
tive tariff policies on imported agricultural commodi-
ties — for example, dairy products and meat. These
policies culminated with the Smoot-Hawley Tariff of
1930, which almost established prohibitive tariff
levels against imported agricultural commodities.

All of these measures in the five or six stages I
have been through still didn't stem the tide of falling
prices and falling farm incomes in the 1930's. This
leads us to the most recent stage, namely the develop-
ment of direct intervention in the market, along with
government power to support agricultural prices and
income. The granddaddy of that is the Agricultural
Adjustment Act of 1933, followed by another agricul-
tural adjustment act of 1935, the Soil Conservation
and Domestic Allotment of 1936, and the Agricultural
Act of 1938. I mention those because if you try to read
the 1977 Food and Agricultural Act, you will find that
it is, in the main, a series of amendments to those sets
of acts.

By 1933, then, we had finally reached the point in
the evolution of policy where government was
directly involved in influencing the marketplac.
Where were we at the end of the 1930's? We had in-
creasing government involvement; all the other poli-

cies I've mentioned were still in place; agriculture

was a smaller but more complicated and technically
advanced sector; and this agriculture was exhibiting

strong tendencies to constant over-production.
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With World War II, things changed rapidly. Agri-
culture, considered to be an essential part of the war
effort, was called upon to provide expanded food sup-
plies. Farmers agreed to respond if they had some
guarantee that they would not expand production
and subsequently suffer falling income. So, early in
the war, price supports were raised, and with the
Steagall amendments of 1943, price supports were
maintained at 90 percent of parity for the three years
after the war ended. Debates on agricultural policy in
1948-49 eventually led to those high levels of price
supports being sustained through the end of the Ko-
rean War.

The impetus of high prices in the war years and
the continual availability of high technology led to
rapid increases in productivity and the rapid dis-
placement of labor from agriculture. So by 1950, the
agricultural sector was more efficient but smaller, and
it had returned to the position of chronic oversupply
that had characterized it in the 1930's.

During the 1950's and 1960's, U.S. policy became
increasingly committed to supporting farm income,
but the means advocated by the Republicans and the
Democrats differed significantly. Republicans in the
Eisenhower Administration advocated a return to a
more market-oriented policy, with lower and more
flexible price supports and no supply control. They
sought to expand demand principally by expanding
overseas sales through Public Law 480 which was
enacted in 1954. The Democrats, who controlled the

Congress after 1954, wanted high price supports and
supply control. As is true with most political compro-
mises, we got the worst of both worlds: high price
supports but no supply control. By 1960, these poli-
cies had resulted in huge and growing surpluses, par-
ticularly in wheat and corn in the United States. And
for the first time the cost of agricultural programs be-
came a major national issue. In the 1960's, with the
change of Administration, very complicated federal
programs sought to induce farmers to reduce acreage
in return for some income guarantees. To some extent,
the wheat and feed grain programs in the 1960's were
successful in arresting the rapid increase in agricul-
tural production, and stocks stabilized, and declined
slightly. Also in the 1960's, the U.S. greatly expanded
domestic demand programs through food stamps,
surplus food distributions, school lunch, and school
milk programs. We also continued to ship large quan-
tities of grain abroad under Public Law 480. All of
these policies have stayed in place also. So we have in
the post war period another set of policies which were
designed to expand demand for agricultural products
and therefore to increase farm prices. Thus by the end
of the 1960's and the first two years of the 1970's,
agricultural policy was a complex of policy measures
containing all of those elements that I have men-
tioned so far.

Looking now at the current situation, the 1970's
saw the most significant changes in the context
within which agricultural policy is formed and now
exists. The most significant of these changes was the
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subtle but rapid shift away from talking about "agri-
cultural" policy towards talking about "food" and
or "food and agricultural" policy. The reason this
change in rhetoric occurred can give us, I hope, some
clues as to the current set of issues revolving around
food and agricultural policy.

First, recall that throughout the 1950's and 1960's
the technological revolution in agriculture conti-
nued, with the most dominant changes coming from
chemical petroleum-based technology: fertilizer, pes-
ticides, etc. This constant change continued to in-
crease the productivity of agriculture but displaced
more and more people from the sector. By the 1970's,
as I mentioned before, production agriculture em-
ployed about 4 percent of the labor force. This decline
in employment was coupled with agriculture's in-
creased dependence on the non-agricultural sector
for inputs. Prior to the turn of the century, agriculture
depended on itself for about 80 percent of the inputs
into agricultural production. By 1970 it depended on
the non-agricultural sector for more than 80 percent
of its inputs. Similarly, increased processing of prod-
ucts lessened the farmers' share of the consumer dol-
lar. Thus agriculture became a small sector, highly
integrated into the rest of the economy. It no longer
could be considered a watertight compartment, pur-
suing farm-oriented production policy for agri-
culture's sake alone.

Second, beginning in the 1960's and strengthen-
ing in the early 1970's, there was a new set of actors
concerned about agriculture. But this new set of ac-
tors was largely concerned about the negative impacts
of a highly technological agriculture on the rest of
society — the so-called "externalities issues". These
critics included several groups. One was consumers,
who were awakening to the concern about food qual-
ity, food additives, and — after the price explosion of
1973 — food prices. A second group consisted of
environmentalists and conservationists concerned
about the impact of agriculture on water and air qual-
ity and about resource conservation in general. These
groups sought to impose constraints on production
agriculture but seemed unwilling to recognize that
any policy has a cost.

Third, there was a diverse set of people wh6 were
concerned about rural welfare — rural living condi-
tions, social welfare, poverty, and particularly labor.
This direct concern in the 1960's about "The People
Left Behind," which was the title of a report by a
presidential commission on rural poverty, finally led,

I think, to the separation of commercial agricultural

policy from the problem of rural poverty. Prior to the
1960's it was an article of faith that if you improved

farm prices through government programs of varying
sorts you improved all farmers' incomes, including
those of small farmers. Debates on payment limita,-
lions during the late 1960's clearly showed that to be
effective, supply control programs had to be attractive
to large producers. Thus, if payment was made in
relation to production, the large majority of payments
under farm programs would go to large, not small,
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farmers. Thus the questions of scale of agriculture,corporate ownership, and foreign ownershipemerged as major issues of public debate.
Fourth, the rising importance of agriculturaltrade to agriculture and to the balance of payments ingeneral, brought a much larger set of actors into thePicture, people concerned about the volume andprice competitiveness of U.S. products. This group ofactors included the Republican Administration andMr. Butz, who sought to get government out.of agri-culture. The 1973 Food and Agriculture Act reflecteda significant shift to lower loan rates and direct in-come payments equal to the difference between mar-ket prices and target prices.But by far the largest factor influencing the cur-rent state of food and agricultural policy in the United.States was the price explosion in international mar-kets in 1973-74. For reasons that we all know, therewas a slight supply short-fall and a demand increase,due mainly to but not limited to the USSR, whichtripled international grain prices in just over a two-year period. Stocks virtually disappeared; Public Law480 sales plummeted; and farm incomes rose. Sincestatistics have been kept by the USDA, 1973 is theonly year that per capita farm income exceeded percapita non-farm income. Mr. Butz and others extolledthe virtues of less federal intervention. Now, ofcourse, the prices were well above the target prices,rendering farm programs inoperative. Farmers weretold to plant all they could because agriculture hadShifted from a circumstance of chronic surplus to oneof chronic shortage, and therefore good times wereahead. Farmers responded, expanded, bought land inrecord quantities, escalating land prices to previouslyunrecorded levels, and the cost of production shot up.With high prices, profits remained good through mostof 1974.

But the rise in farm prices was paralleled by a risein price of other things, among them oil. Given theincreased dependence of agriculture on petroleum-based inputs, these costs permanently increased. TheImpact of all of this was that a broadened set of actorsraised a new set of issues regarding agriculture andfood. Policy. Food prices became a leading factor inthe debate about inflation, getting people in the Bu-reau of the Budget, in the Council of Economic Adv.i-sohrs, and consumers in general, very interested inWhat happened to food prices and in the impact ofagricultural programs on prices. The net trade bal-ance of agriculture — exports minus imports — grew,and 
agriculture became an important element in tradePolicy to offset the rising deficit in balance of pay-ments as a result of oil imports. Food distributionprograms became increasingly expensive with risingPrices, further heightening the concern of federal_authorities about the cost of the USDA. Don,P_aarlberg, a distinguished economic advisor to presi-dents 
Eisenhower, Nixon, and Ford began talkingabout the new policy agenda and the fact that thenewcomers, 

reflected in the urban domination of theMouse Agriculture Committee, had wrested the agri-cultural policy agenda away from farmers.
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When prices began to fall, after 1975, costs were
permanently higher. Stocks began to rise and farm
income dropped precipitously. Agriculture, particu-
larly but not limited to the American Agricultural
Movement, sought higher prices through higher
levels of government price support.

I want to emphasize that the set of people con-
cerned about food policy had changed by that time.
Consumers pressed vocally to keep food prices down
as inflation approached double-digit levels. Trade
people sought to keep agricultural exports price-
competitive on international markets. And fiscal ex-
perts wanted to keep food policy costs down. All of
this suggests that in 1979, the agriculture and food
policy debate will be different from what it has been
in the past. Food policy is now a national issue, not
just an agricultural sector issue. As a result, all agri-
cultural policies, including those that have been
around since 1862, will be subject to increasingly se-
vere questioning with respect to their impact on gen-
eral economic development in the United States. I
will give you only one example: the increasing ques-
tioning of the Hatch appropriations to the land grant
universities for agricultural research. All of the poli-
cies, as they come due, will be re-examined in the
context of this broader set of policy concerns.

So that's my message. The evolution of agricul-
ture from a dominant sector largely independent of
the rest of the economy to a relatively small sector
highly interrelated with the rest of the economy has
drastically changed the context in which policy re-
garding food and agriculture is made. Farmers no
longer have the political power to control the policy
agenda alone. Many other actors, many of whom
know little about agriculture, are getting their oars
into the policy process. So one crucial change is that a
variety of actors with , diverse concerns (consumers
and budget people concerned about inflation, budget
people and politicians concerned about budgetary
costs, environmentalists concerned about negative
impacts, trade people concerned about the mainte-
nance of foreign exchange earnings from agricultural
exports) are all going to be involved in the policy
process.

The second change results from the technical
evolution of agriculture and the increase in interde-
pendence of agriculture with the rest of the economy.
Agriculture will be increasingly susceptible to policy
impact from non-agricultural policy actions. I think
it's clear that agriculture has not been a significant
factor in determining the kinds of policy actions that
have been taken with respect to energy following
OPEC. Yet it's clear that the impact of energy policy,
particularly in raising costs, will have a significant
impact on agriculture, as will the current trade nego-
tiations, which have agriculture as a component. In-
flationary policy and credit policy with respect to
interest rates now have a significant effect on the agri-
cultural sector. So agricultural policy makers have to
be more concerned with general economic issues
than they were in the past.



I hope I have set a histhrical and contextual back-
ground for the rest of the session. My intent was to
take a broad-brush look at the evolution of policy so
that as you discuss transportation, trade, credit, and
marketing, you will have some better appreciation of
the contexts in which these policies developed and of
the contexts in which they currently find themselves.

Agricultural
Policy,

The Canadian
Perspective

J.C. Gilson
Professor, Department of Agricultural
Economics and Farm Management
The University of Manitoba, Winnipeg

In discussing Canadian agricultural policy, I use
the word "policy" to mean a conscious and purposive
pursuit of a course of action by government to realize
some goal, or set of goals, for a particular constituency
or interest group. Since policy will vary according to
the constituency to be serviced, and since many dif-
ferent groups have a stake in agriculture, there are
perennial debates in Canada over who should benefit
from agricultural policy. There has been no funda-
mental agreement on this central question: policy for
Nvhom?

Canada is a federal state, in which the provinces
and the central government each have exclusive juris-
diction in some areas and shared jurisdiction in
others. There is considerable uncertainty over which
has the primary jurisdiction over agriculture. In re-
cent years, disputes have been settled by political ne-
gotiations. Traditionally, the federal government has
had primary responsibility for research and the pro-
vincial governments for extension. But there are some
areas of duplication and conflict between these two
levels of government and between the several provi-
cial governments, the major dispute involving pro-
ducer marketing boards.

From 1900 until VVorld War II, agricultural policy
was basically concerned with efficient use of re-
sources. Its programs were designed to increase pro-
dutivity, in the belief that the free enterprise system
would reward farmers equitably. Critics pointed out,
however, that benefits of increased efficiency were
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passed on to the consumer in lower costs, not to the
farmer in higher profits and that farmers had little
political power. However, the government began to
play a more direct role in agriculture in 1935 when
the Canadian Wheat Board was established.

After World War II, farm policy split into 2
groups: the "modified market system," policies to in-
crease resource use efficiency; and the "managed
market system," policies calling for public interven-
tion in agriculture. The first set of policies still relied
on the competitive market system. A number of its
programs were attempts to stablize farm income, but
only at "nonincentive" levels. The second set of poli-
cies resulted in direct intervention in the marketplace
and significant restraints on farmers, particularly
through its creation of marketing boards.

Marketing boards in Canada are compulsory; all
farms producing a given product in a given region
must follow the regulations of the marketing plan for
that product. The boards generally are able to affect
the form, time, place, and price of sales. Their pur-
pose is to obtain higher market prices by supply man-
aoernent and administered pricing.

Several stabilization programs have resulted
from agricultural policy in recent years. A federal
provincial crop insurance program was started in
1960 and has been particularly successful. Price and
income stabilization programs have been in effect
since 1944. Farm incomes have been increased in 2
ways: by direct price support and by deficiency
prices. Direct price supports, if the prices are kept at
nonincentive levels, involve little public cost. Defi-
ciency price supports are borne by the federal govern-
ment and thus the taxpayer. Support prices are set at
90 percent of the average market price for the com-
modity for the last 5 years, plus the difference be-
tween current cash production costs and the cash pro-
duction costs in the past 5 years. Producers are paid
the difference between the support price and the mar-
ket price. Provinces can add onto the support price if
they wish; this has led to some difficulties because
some provinces have higher support prices than
others, possibly affecting supply unfavorably. Cur-
rently there are negotiations underway to eliminate
this competitive aspect of the program. Another area
of policy concerns the 105 marketing boards now
operating in Canada.

Current policy issues center around the question:
policy for whom? The Federal Minister of Agriculture
has promoted a supply management and adminis-
tered-pricing approach to policy, which is to the

benefit of farmers. Consumers objected to this ap-
proach. A Food Prices Review Board, formed in re-
sponse to consumer pressure, called in 1976 for re-
strictions on the power of marketing boards and a
policy that recognized the interdependence of pro-
ducers and consumers." A national Food Strategy
Conference in 1978 failed to agree on any specific
recommendations to resolve the issue. Recently, tax-
payers have joined the debate and have put pressure
on the government to cut expenditures, including
hose for agricultural programs.
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The federal government now supports a more
market oriented agricultural policy, which is

conflict with the Agriculture Minister's emphasis on
supply and price management. Thus, ambiguity is
obvious, and the debate will continue.

Canada is also ambivalent about international
trade in agriculture. Nearly 40 percent of Canada's
agricultural production is exported. However, it is
Concerned about the effect that reciprocal agreements
Would have in certain non-agricultural areas of its
economy.

In the past, policy has been based on the assump-
tion that the family farm should be the predominant
unit in agriculture. This objective may no longer be
feasible. The effects of inflation and agricultural poli-
cies on the family farm raise a number of important
issues for future consideration.

Whenever I drive from Winnipeg to Moorhead or
Minneapolis, I wonder about the similarities and dif-
ferences that characterize farms on the north and
south side of the international border. On the surface,at least, farms at Morris or Emerson appear much like
farms at Hallock or Grand Forks.

The fact that there are many similarities betweenthe agricultural policies of the two countries shouldnot be surprising; politicians and agricultural policy-
makers in both Ottawa and Washington appear to face
common problems and issues.

Beneath the surface, however, I am sure there are
substantial differences between farms in Manitobaand Minnesota, differences in productivity and cropPing practices, credit use, marketing procedures, and
?overnment regulations caused by domestic and
international policies unique to each of the two
countries.
. My job at this seminar, however, is not to under-tale a comparative analysis of farms in Manitoba ands mnesota but to provide you with the Canadian per-
pective on developments in agricultural policy in
Canada.

POLICY FOR WHOM
Before we turn to the discussion of Canadian agri-

cultural policy, we first should agree on what wemean by the word "policy." I will define policy as the

I°
onscious and purposive pursuit of a course of action
Y government to realize some goal, or set of goals, fora particular constitutency or interest group. In this

context, the course of action followed by government
aY involve more or less intervention in the affairs ofme agricultural industry.

„ 
t

The goals of policy, and the means of achieving

l 
riese goals, will vary depending on the political phi-
i°s0Phy of the government involved and the particu-r constituency or interest group to be served. In

St 
anadian agriculture a very large number of differents,a
keholders are involved in, or affected by, policy

ecisions of government. The stakeholders involve!a. rge and small farmers, various commodity organiza-
tl°ns, regional and provincial interest groups, food
c°nsurners, taxpayers, and industries which buy from

or sell to farmers. In Canada there are perennial de-

bates over who is to benefit from agricultural policy. I

will return to this question later, but I will note at this

point that it has been difficult to decide on the goals of

Canadian agricultural policy because there has been

no fundamental agreement on the question of who is

served by the policy. The central question in Cana-

dian agricultural policy is this: policy for whom?

CANADIAN AGRICULTURE IN A

FEDERAL STATE
Under the British North American (B.N.A.) Act of

1867, Canada was set up as a federal state. A federal

state is a form of political union in which the central

government and the provinces each exercise exclu-

sive jurisdiction in some major areas of policy and

shared jurisdictional responsibilities in others.

Section 95 of the B.N.A. Act provides that both

the provinces and the federal government may make

laws with respect to agriculture subject to the general

provisions of other sections, particularly sections 91

and 92, of the Act. The shared or concurrent jurisdic-

tion between the federal government and the prov-

inces for agriculture has created considerable uncer-

tainty as to which level of government has primary

jurisdiction over certain agricultural matters. Indeed,

much of Canadian agricultural policy reflects the con-

tinuing debate over the 'distribution of powers

between the two levels of government as provided

for in the constitution. In earlier times, and much

less frequently today, the courts were used to settle

jurisdictional disputes. More recently both levels

of government have tended to depend on political

negotiations to settle matters relating to jurisdictional

responsibility.
In some respects the responsibilities for agricul-

ture are clearly divided. Research generally has been

assumed to be the primary, although not exclusive,

responsibility of the federal government while agri-

cultural extension activities have been assumed by

the provinces. In other areas the jurisdictional divi-

sion of powers are ambiguous but the responsibilities

have been shared in a carefully coordinated way, such

as in the crop insurance program. Some of the uncer-

tainties over the divided jurisdiction for certain mat-

ters in Canadian agriculture have been reduced by a

cooperative form of legislation between the two levels

of government, such as the Farm Products Marketing

Agencies Act passed in 1971. In still other instances,

there appears to be considerable conflict and duplica-

tion of effort between the federal and provincial gov-

ernments in such areas as farm credit and various

forms of income stabilization programs.

Perhaps the most troublesome problems of a fed-

eral-provincial or interprovincial nature have related

to the whole area of producer marketing boards. 
At

one stage, in what came to be known as the -chick
en

and egg war," we had one province imposing trade

barriers against another province for the marketing 
of

broilers and eggs, notwithstanding the long sta
nding

agreement in principle that the Canadian constit
ution
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provides for internal free trade and duty-free provin-
cial boundaries.

The whole theme, Canadian agriculture in a fed-
eral state, is a very complex subject, and I do not
intend to elaborate on it in this discussion. I introduce
it only to point out that one cannot understand Cana-
dian agricultural policy unless one understands the
federal framework within which agricultural policy

has developed. For example, outsiders must be baf-
fled by the provincial production quotas for indus-
trial milk, turkeys, eggs and broilers in Canada. In
effect, Canada does not have internal free trade among
provinces or regions for several of its commodities.
Indeed, until 1974 when major policy changes were
made in feed grain marketing, it was illegal for a
farmer in Saskatchewan to sell his barley or oats in
Manitoba or Alberta. The whole constitutional issue
as it relates to Canadian agriculture has been compli-
cated by recent and persistent pressure by the Prov-
ince of Quebec for some form of sovereignty associa-
tion with Canada, the outcome of which will not be
known for some time.

HISTORICAL ASPECTS OF CANADIAN
AGRICULTURAL POLICY

We need to know something about the history of
agricultural policy in Canada not only because his-
torical events have an influence on current policy but
also because many of the agricultural programs in
operation today are based on legislation enacted 30
and 40 years ago.

From 1900 until World War II, the major, al-
though certainly not exclusive, objective of farm pol-
icy was the efficient allocation and use of resources in
agriculture. The view was widely held that agricul-
ture could best be assisted by measures which in-
creased agricultural productivity. Research, exten-
sion, marketing, and credit programs were designed
to increase agricultural productivity and resource use
efficiency. The general economic philosophy under-
lying farm policy was the free enterprise system.

As one writer expressed it, "Production and mar-
keting, it was taken for granted, ought normally to be
guided by the search for profits within the system of
free enterprise."1

Farmers generally took it for granted that they had
to be efficient and competitive, not only in the domes-
tic economy, but in the international market as well.
They believed that their efficiency would be suitably
rewarded through the competitive market system.

But even during the period before World War II,
there were critics of this type of farm policy. Accord-
ing to these critics, the pursuit of the resource use
efficiency goal within the competitive, free enterprise
system meant that "cost reductions in agriculture are
quickly passed on to consumers by way of price re-
ductions," not to farmers by way of enhanced profits.
They referred to this approach as the "cheap food
policy."

It was the view of some critics that the competi-
tive inferiority of agriculture within the price system

iFowke, V.C., National Policy and the Wheat Economy, Uni-
versity of Toronto Press, 1957, p. 289. 16

was disregarded persistently in farm policy and that
lack of farmer bargaining power was ignored by poli-
cymakers. The growth of cooperatives and the devel-
opment of anti-combined legislation in the 1920's
were manifestations of the general attempt to achieve
greater bargaining power in the marketplace.

Although the main objective of farm policy before
World War II appeared to be resource use efficiency
and the primary means of achieving this goal seemed
to be the competitive market system, there were signs
that government might play a more direct role in the
marketing and pricing of agricultural products. For
example, the thinking behind the passage of the Natu-
ral Products Marketing Act in 1934 (later to be de-
clared ultra vires of the constitution by the courts)
was that farm prices could be increased by legislated
monopoly control of producer sales.

The establishment of the Canadian Wheat Board
in 1935 was a further sign of the growing belief by
some farmers that greater intervention by the state in
the affairs of their industry was becoming necessary.

After World War II, farm policy began to take two
different, although often indistinct, shapes: (1) those
policies which revolved around resource use effi-
ciency and the competitive market system and (2)
another group of policies and programs that called
for greater public intervention in the agricultural
industry.

For this discussion, we will refer to the first group
of policies as the modified market system and the
second group of policies and programs as the man-
aged market system.

The modified market system was designed basi-
cally to preserve and strengthen the resource allocat-
ing and income distributing functions of the competi-
tive market system. When government did intervene
in the agricultural industry, it was to correct the ex-
cesses and limitations of the competitive market sys-
tem, not to replace it. The policies relating to the mo-
dified market system include the Agricultural Prices
Support Act of 1944, the Farm Improvements Loan
Act of 1945, the Agricultural Stabilization Act of
1958, the Feed Grains Marketing Policy of 1974, and
the Western Grain Stabilization Act and the Revised
Agricultural Stabilization Act of 1976.

It was clear from the set of policies relating to the
modified market system that the federal government
had a concern about the level and stability of farm
income and was prepared to place some minimum
guarantees under the agricultural industry. But it also
was clear that these minimum guarantees should be
established at "nonincentive" levels, that is, at levels
which would (1) cause minimum distortion in the
operation of the prevailing market system, (2) least
likely call for production restrictions or marketing
quotas, and (3) cause minimum interference with
Canada's export policies and activities.

Even while the federal government was devel-
oping what I have called the modified market sys-
tem policies, another set of policies was emerging,
policies related to the managed market system. The
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Agricultural Products Marketing Act passed by the
Federal Government in 1949 and later amend-
ments to this Act in 1957, together with the prolif-
eration of marketing board legislation in many of the
provinces, set the stage for direct and considerableintervention in the marketplace and led to significantconstraints on the individual farmer's freedom ofdecisionmaking.

The nature and scope of this intervention in the
marketplace are well described in the commonly ac-
cepted definition of a marketing board:

A marketing board is a compulsory hor-
izontal marketing organization for primary
and processed natural products operating un-
der government delegated authority. The
compulsory feature means that all farms pro-
ducing a given product in a specified region
are compelled by law to adhere to the regula-
tions of the marketing plan. The horizontal
aspects mean that marketing boards control
the output of all farms participating in the
particular marketing scheme and that they ag-
gregate the supply from all the farms up to a
chosen or permitted level. Government au-
thority through legislation is essential to
achieve the required compulsion. The power
of the boards utilizing this authority is gener-
ally wide enough to affect the form, time and
Place of sales. and directly or indirectly, the
price.2

, The general thrust of most marketing boards is toobtain higher prices in the marketplace by some form
supply management and administered pricing.maroorne farmers refer to this approach as "justice in the
ketplace."

_ , The policies based on supply management and
Vministered pricing have a number of ramifications.
Perhaps the most important ramification relates to these_tting of provincial production quotas which moreoften than not are based on historical accidents and
It).olitical criteria rather than on the basis of compara-
2 advantage among regions. To be successful most
a

ur,." 

dthese policies call for some form of import control
embargoes which raise some interesting ques-tions With respect to Canada's foreign trade policies.

A BRIEF SURVEY OF CURRENT POLICIES
AND PROGRAMS
, Some of the more coherent areas of agricultural
,POlicy in Canada have been the several stabilization
Pr°grams developed for the industry.
Pr Ylle of these programs has been the federal-

crop insurance program started in 1960.,,ne crop insurance program is sponsored jointly by`ne federal government and the provinces and, thisYear, includes more than 111,000 farmers with a totalcoverage of $1.5 billion. Before the enactment of the

COflQ hhivan J.M. A Statistical Summary of Marketing Boards in
1975/76, Agriculture Canada, Publication No. 77/12, Ot-tawa, August 1977.

crop insurance legislation, both the federal govern-
ment and the provinces were involved in costly, ad
hoc, emergency programs whenever a major crop loss
occurred. After nearly two decades of experience, the
crop insurance program has been one of the more
successful agricultural programs in Canada, particu-
larly in the Prairie Provinces where crop yield insta-
bility has been notoriously high. Crop insurance not
only permits the individual farmer to better plan his
operations, but it provides a safety net for whole re-
gions of the country when major and widespread crop
losses occur.

Price and income stabilization policies have long
had support in Canada among farmers and agricul-
tural policymakers. The first comprehensive legisla-
tion was the Agricultural Prices Support Act passed
in 1944. This Act was replaced with the Agricultural
Stabilization Act in 1958, an Act in force today. In
1976 a major step was taken in the establishment of
the Western Grain Stabilization Act, a policy de-
signed to stabilize the income of grain farmers in the
Prairie Provinces.

In general, two approaches have been used to sta-
bilize or increase farm incomes: direct price support
and deficiency prices. Under the direct price support
system, the designated level of price support is
achieved by government purchase of the commodity
in the marketplace. This purchase by the government
may be sold back later into the marketplace when the
market price rises above the designated support level
or disposed of through some form of subsidized sales
in foreign markets. If dip designated support level is
set low enough (at nonincentive levels), the effect
may be little more than greater stability of prices for
farmers (and consumers) with little public cost in-
volved. If the support level is set well above that mar-
ket price which would prevail in the longer run and
accumulated surpluses have to be disposed of at a
loss, income is transferred in part from taxpayers and
in part from food consumers to farmers. When the
cost to the taxpayer has become excessive, some form
of marketing price quota, payment limitation, or pro-
duction control has been used.

Under the deficiency price support system, the
product is allowed to clear the market and the differ-
ence between the resulting market price and the des-
ignated price is paid directly to the farmer by the
government when the market price is below the sup-
port price and directly to the food consumer when the
market price exceeds, the designated support price.
The cost of this program tends to be borne directly by
the general taxpayer. If the designated support level is
set too high with a corresponding increase in the size
of the government payments to farmers (or con-
sumers), then the government imposes some form of
limitation (either to the payment to the individual
farmer or consumer, or some form of production con-
trol or marketing quota).

Under the Agricultural Stabilization Act, support
prices are calculated as follows: a percentage (usually
90 percent) of the average market price for the com-
modity in the previous 5 years plus the difference

17



between current cash production costs and the cash
production costs in the previous 5 years.

Payments to producers are equal to the difference
between the support price and the market price in the
year when the product is being supported.

The Agricultural Stabilization legislation now
provides for "top loading" by the provinces if a higher

level of price stability is sought; that is provinces may

increase the support level above that set by the federal
government (presently at 90 percent).

A comprehensive income stabilization program

was introduced for the prairie grain industry in 1976.

The essence of this program may be summarized as
follows:

The Western Grain Stabilization Act sta-

bilizes net cash flow to producers of wheat,

oats, barley, rye, flaxseed, rapeseed and mus-

tardseed in the Canadian Wheat Board desig-

nated area of Western Canada. At the end of

each calendar year, officials calculate gross

receipts from the sales of these seven grains

and subtract an estimate of the total cash costs

needed to produce them. This gives a figure

for the net cash flow and it is compared to the

average net cash flow in the previous five

years. When the current net cash flow is be-

low the average, the difference between the

two amounts is paid out to producers partici-

pating in the program.
The Western Grain Stabilization Act is

voluntary. Producers pay levies amounting to

2 percent of their grain receipts each year, up

to a maximum of $500 per farmer. The federal
government contributes $2 to the grain stabi-

lization fund for every $1 paid in levies by the
participating farmers. The maximum pay-

ment to each farmer is $25,000 at the present

time.3
For the most part, the stabilization programs have

been operating quite well. However, one problem re-

lating to the Agricultural Stabilization Act is pres-

ently under discussion. Several of the provinces have

developed their own stabilization and income assur-

ance programs. Different support levels in different

provinces will give some farmers advantages over

others. This could lead to shifts in production from

one region to another. Provinces could end up in-

creasing support levels just to protect the position of

their own farmers. This could lead to considerable

friction among the provinces, especially since prov-

inces with a large tax base and a small agricultural

sector can afford higher support levels than other

provinces. High support levels in one province and

not in another can have undesirable supply effects

and may pose many problems for international trade.

Greater coordination of stabilization programs

appears necessary for commodities in which farmers

from the different provinces compete against each

other.
At the moment several recommendations are be-

ing considered for change in the Agricultural Stabili-

3Agriculture in Canada, First Ministers' Conference on the

Economy, Ottawa, November 27-29,1978.
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zation Act. The final outcome of the current federal-
provincial negotiations remains to be seen, but we
anticipate that the agreement will be reached to re-
duce or eliminate the competitive aspects of price and
income stabilization programs of the provinces. It
should be noted, however, that price and income pro-
grams are part of what I referred to earlier as the am-
biguous part of the federal-provincial jurisdictional
problem, and some provinces may not be satisfied to
relinquish control of these programs to the federal
government.

Another major area of agricultural policy relates
to commodity marketing boards. The following is a
brief summary of the present status of marketing
boards in Canada:

Marketing boards except for the Cana-
dian Wheat Board (C.W.B.) are producer-
controlled and all production within their
geographic jurisdiction must be marketed
through them. All Boards, except the C.W.B.,
are provincial in scope and operate under
provincial legislation with some delegated
federal powers. The C.W.B. is responsible to
the federal government rather than to pro-
ducers. At the national level, the Canadian
Egg Marketing Agency and Canadian Turkey
Marketing Agency coordinate the activities of
their respective provincial boards in order to
operate a national supply management pro-
gram. Also, the Canadian Dairy Commission
(C.D.C.) works closely with provincial milk
marketing boards and uses its subsidy pro-
gram to control industrial milk production.
The provincial boards have directors elected
by farmers whereas the directors of the na-
tional egg and turkey agencies are appointed
in part by the provincial boards and in part by
the federal government. The commissioners
of the C.W.B. are appointed by the federal
government with an advisory committee of
eleven members by producers. The commis-
sioners of the C.D.C. are appointed by the gov-
ernment. The egg and turkey agencies are su-
pervised by the Canadian Farm Products
Marketing Council under the Natural Farm
Products Marketing Agencies Act.

Provincial marketing boards administer
marketing plans and have wide powers to reg-
ulate production, distribution and marketing
practices, including, directly or indirectly,
prices and to make producer levies for spe-
cific purposes. Few, if any, boards employ all
of these powers but a wide variety of activi-
ties are conducted. These include supply
management, price negotiations with proces-
sors on behalf of producers, operation of mar-
keting facilities and domestic and export
market development.4
At the present time, there are 105 marketing

boards of one type or another in Canada. Approxi-
mately 60 percent of all producers' receipts come
through marketing boards (tables 1 and 2).

4Agricu1ture Canada, Orientation of Canadian Agriculture,
Vol. I, Part A, 1977, pp. 172-175.
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Table 1. Producers' receipts through
boards by commodity, Canada, 1975-76

marketing opment of a supply management and administered
pricing approach to agricultural policy in Canada.
The Federal Minister made it clear that agricultural
policy was designed for the benefit of farmers. This

Commodity

1975-76

Producers' receipts
Farm cash through marketing
receipts boards

Grains
Oilseeds
Cattle and calves
Hogs
Dairy products
Poultry
Eggs
Fruits
Vegetables
Others
Total

c„.

$000,000 

3,343
385
127
348

1,818
886

1,608
413
258
721

9,907

$000,000 

2,995
70
71
114
0

583
1,608
372
198
300

6,302

percent 

90
18
56
33
0
66
100
90
77
40
64

CURRENT QUESTIONS AND ISSUES
Policy makers now face a number of fundamental

questions. Perhaps the most contentious and trouble-
some question is the one I raised earlier: agricultural
Policy for whom? Until the 1970's, the answer to this
question generally was that agricultural policy
should be designed for the benefit of farmers. During
the early 1970's, however, several events and circum-
stances set the stage for a vigorous national debate
over the question of policy for whom. The question
xvas focused sharply by the declared intention of our
Federal Minister of Agriculture to promote the devel-

answer likely would have remained unchallenged in
times of depressed farm prices and incomes, but in
times of rising farm incomes and accelerating infla-
tion, such as occurred during the early 1970's, con-
sumers were challenged to respond. Anti respond
they did. The response ultimately took the form of the
establishment of a Food Prices Review Board which
raised many pointed questions about agricultural pol-
icy. In its final report entitled, "Telling It Like It Is,"
published in February 1976, the Board made this
statement:

. . . the monopolistic supply management
marketing board concept is inappropriate in
the new and changed circumstances facing
the food industry and recommends that al-
ternative measures, including a contributory
produce income insurance scheme, be con-
sidered by government to replace marketing
boards where present production and pricing
policies promote inefficiency and market dis-
tortions unnecessarily.

The Food Prices Review Board recommended that
Canada develop a long-term; comprehensive food
policy in which "the cornerstone of the national pol-
icy be full recognition of the interdependence of pro-
ducers and consumers."

Table 2. Products under marketing board jurisdiction and selected statistics, by province, Canada, 1976

Percent of
Number of Number of farm cash

Products boards producers receiptsProvince

British Columbia

Alberta

Saskatchewan

Manitoba

Ontario

Quebec

New Brunswick

Nova Scotia
Price Edward
Island
Newfoundland
Canada wheat
Board
Total

grains, dairy, broilers, turkeys,
eggs, fruits, potatoes and other
vegetables
grains, hogs, sheep and wool, dairy,
broilers, turkeys, eggs and fowl,
potatoes and other vegetables
grains, hogs, eggs, dairy, broilers,
turkeys
grains, hogs, dairy, broilers,
turkeys, eggs, vegetables
winter wheat, seed corn, soybeans,
hogs, dairy, broilers, turkeys, eggs,
beans, fruits, vegetables, tobacco
dairy, broilers, turkeys, eggs,
blueberries, tomatoes, pulpwood,
maple products
hogs, dairy, broilers, turkeys, eggs,
apples, bedding plants, pulpwood
hogs, dairy, broilers
hogs, dairy, broilers, eggs, potatoes
and other vegetables
eggs
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10 5,111 59

7 32,331 46

2.0,298 69

9 11,524 54

21 86,255 57

24 54,353 54

10 9,747 40

7 2,245 62

6 3,222 36

1 40

1 150,708

105 384,834 57

cr
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The Review Board's position was challenged

sharply by the Federal Minister of Agriculture and

several of the farm organizations. In view of this clash

of philosophies and the noisy public debate which

ensued, the federal government decided to launch a
major national Food Strategy Conference in February
1978, in which the Department of Agriculture and

the Department of Consumer and Corporate Affairs

played major roles. The major objective of the Confer-

ence was to attempt to establish a comprehensive na-

tional policy for the total Canadian food system.

The outcome of the National Food Strategy Con-

ference was inconclusive. There was agreement at a

high level of generalization, such as the following

statement:
The government accordingly is now set-

ting out the basic principles of a food strategy

for Canada to assure all Canadians that its po-

licies and programs ensure adequate supplies

of safe and nutritious food at prices which are

reasonable to both producers and consumers.

Few disagreed with this general aspiration as an ob-

jective of policy. But agricultural policy revolves

around more substantive issues. The position taken

by the Canadian Federation of Agriculture indicates

that farmers are wary of a food policy if it means a

weakening of policies and programs which reflect the

needs and interests of farmers and their rural com

munities. In a speech to his annual meeting in Febru-

ary 1977, the President of the Canadian Federation of

Agriculture stated:
. . . if farmers are going to produce here

and stay at it, they are going to have to be paid

enough to cover their costs, including a rea-

sonable return on their investment. Surely

this is only fair. They want to get their income

from the marketplace, and they are prepared

to organize themselves, and accept some

tough discipline, in order to do it.

Another stakeholder, the general taxpayer, re-

cently has begun to take an active interest in agricul-

tural policy. While Canadian taxpayers have not fo-

cused their discontent in the form of a "proposition

13," they have begun to object strenuously to rising

public expenditures of any type, whether these ex-

penditures are financed by rising taxes or growing

government deficits. Under increasing pressure from

the general taxpayers, governments at all levels have

started to respond by reducing public expenditures,

including expenditures on agricultural programs. Re-

cently the federal government cut, what in effect have

been, consumer subsidies on domestically consumed

wheat flour and skim milk powder. The fact that these

consumer subsidies have been cut by the federal gov-

ernment indicates that the voice of the taxpayer is

being given priority now, rising food costs and con-

sumer protests notwithstanding.
Another issue receiving considerable attention

now relates to recent statements by the federal gov-

ernment that it intends to place greater emphasis in a

"market-oriented" policy for agriculture. One of
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these recent statements was made at the Food Strat-
egy Conference in Ottawa in February 1978:

In a working paper published in October
1976, entitled The Way Ahead, the govern-
ment set out a number of basic principles to
guide the further development of government
policies for the economy as a whole. The
principles included a belief that the future
potential of Canada can best be realized and
the goals of Canadians most fully achieved
through increased reliance on an efficient
market system. It was concluded that govern-
ment policies should aim, among other
things, to improve the operating efficiency of
markets in a manner which enhances the at-
tainment of social goals within a framework
of continuing government expenditure re-
straint with less, rather than more, direct gov-
ernment internvention in the economy.
It is difficult to reconcile this recent emphasis on

a more "market-oriented" agricultural policy with
the apparent and continuing emphasis on the virtues
of supply management and administered pricing, at
least for some major commodities. There is an obvi-
ous ambivalence in the approach to Canadian agricul-
tural policy now. Perhaps the Canadian Federation of

Agriculture has sensed the direction in which the fed-

eral government intends to go:
In other words it seems that the gov-

ernment's view is that agriculture and the

food system be more market oriented; that, for
example, marketing boards with supply man-

agement be brought under closer scrutiny by

consumers and processors being put on su-

pervisory agencies; and that if because of

more exposure to the international markets

Canadian food prices are too unstable to con-

sumers or prices too low to farmers stabiliza-

tion plans would be put in place to protect

consumers and producers.
It is too early to draw conclusions about the re-

cent emphasis on a more market-oriented approach to

agricultural policy in Canada but I predict that much

debate will emerge among the various interest groups

during the next several months.

THE INTERNATIONAL DIMENSION
Nearly 40 percent of Canada's agricultural pro-

duction is sold on export markets. Of the total agricul-

tural exports, wheat alone in 1977 accounted for 42

percent; all grains and special crops accounted for

nearly three-quarters of Canada's agricultural exports

in 1977.
The geographic distribution of Canada's farm ex-

ports in 1977 was:
European Community
U.S.
Developing countries
Japan
China
U.S.S.R.
Others

21.3 percent
16.3 percent
22.8 percent
17.7 percent
7.4 percent
6.8 percent
7.7 percent
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Nearly 50 percent of Canada's imports of agricul-
tural products in 1977 included fruits and nuts; cof-
fee, tea and their products; and fresh and processed
Potatoes. The United States continues to be Canada's
major source of agricultural imports, accounting for
more than half in 1977. •

The outcome of the current Multilateral Trade
Negotiations in Geneva is of critical importance to
Canada and its agricultural industry. Canadians rec-
ognize that the two most important actors in the agri-
cultural trade negotiations are the United States and
the European Economic Council. The United States is
one of the world's most efficient agricultural pro-
ducers and most important exporter while the Euro-
pean Economic Council is committed politically to
subsidizing and protecting its agricultural sectors as a
virtual condition for the existence of the community
itself. Other countries, such as Australia, New
Zealand and some of the developing countries, who
are major exporters of agricultural products, ob-
viously support the United States' position of more
liberal trading arrangements for agricultural prod-
ucts. On the other hand, it is understandable that Ja-
Pan should be more sympathetic to the position of the
European Economic Council.

Canada has a somewhat ambivalent position with
respect to international trade in agricultural prod-
ucts. On the one side, Canada is one of the world's
major exporters of grain and, accordingly, has goodreason to support more liberal trade. On the other
I"and, the government's increasing involvement in
tne supply management of the dairy industry, eggs,
turkeys, and broilers explains Canada's reluctance to
Iflake a full or unqualified commitment to freer trade
in agricultural products. But Canada's most trouble-
some problem from the standpoint of the multilateral
trade negotiations lies, not in agriculture, but in other
areas such as textiles, electronics, and the leather
goods industry. Many of Canada's customers for her
exports of grain and special crops want reciprocal
°PPortunities for trade in those products in which
Canada is least able to compete, textiles, electronics,
Land leather goods, areas in which there would have to
e enormous labor and capital adjustments under

Treer trading arrangements.
In addition to expanding her exports of farm

Products, Canada desperately needs and wants
greater opportunities for exports of semiprocessed
,nd processed agricultural products but the prospects
in this area do not appear to be promising.

FUTURE CONCERNS AND PROSPECTS
The Projection of recent trends in the Canadian agri-
cultural industry raises a number of important policy
ctluestions for the future. I will deal with only one of
nese questions, the family farm.
f Perhaps the most significant trend relates to the
"damental structural adjustments that have oc-
ic,lirred in the size and capital requirements of the farm
business. In the past, agricultural policy has been
2sed on the general assumption that the family farm
'nould be the predominant production unit in agri-
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culture and that it should be paid for once every gen-
eration from the accumulated savings of the individ-
ual farmer. A farm mortgage of 25 to 30 years was
based on the assumption that the farmer would have
achieved a debt-free farm by the time of retirement.

Most agricultural policies — credit, price sup-
port, tax laws — were aimed at the development and
preservation of the family farm. But, this objective of
policy may no longer be feasible.

Let me illustrate from the records of an actual
farmer in Manitoba. The farmer in question assumed
the business from his father in the mid-1960's. The
two-section farm was worth approximately $150,000
at the time of the transfer. The young farmer took out a
$100,000 mortgage payable over 25 years.

Today this farm is worth nearly $500,000, and the
value of the farmer's total assets amount to more than
$600,000. The present farmer will have a debt-free
farm by the time of retirement. The value of his equity
at the time of retirement will be due partly to his
accumulated savings over his lifetime but most of it
will have resulted from the general inflationary in-
crease in the value of his assets.

I might point out that the farmer in question is
cash poor and equity rich. In spite of his high net
worth, he has a minimum to spend on his current
living standards after he has paid his current operat-
ing expenses and the principal and interest on his
mortgage.

Several questions occur to me as I review the situ-
ation of this farmer:

1. Should this man's son or daughter expect to
accumulate sufficient savings during a lifetime to
own a debt-free farm worth $500,000 to $700,000 by
the time of retirement?

2. Indeed, will the man's son or daughter be able
to produce enough from this farm to service the debt
and maintain a reasonable current standard of living
for a family?

3. What justification is there for public policies,
such as credit or price support programs, to assist
farmers in accumulating a net worth which may ex-
ceed many times the net worth of the general taxpayer
or food consumer who may be called on to contribute
to the public policies in question?

I will not attempt to answer these questions and
the many others that could be raised, but there can be
no doubt of the implications of these questions for
agricultural policy in the future.

Discussion
Q: I have long been interested in the way the farm
policies are administered in Canada and in the U.S.
As I understand it, in the U.S. your farm policies are
administered by state and county committees, by offi-

cials elected by farmers. We don't seem to have the
parallel of that in Canada. My conclusion would be
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that, in many respects, you have a greater built-in
stability, greater resistance to change, because of the
way your programs are administered. Your county

and state committees are bound to have tremendous

influence on policies in Washington, at least in this
administration.

A: I think that is largely true, especially the
ASCS committee system, which has administered the
price income program for a long time. I think you can
look beyond that at other policies that have been im-
plemented in a dispersed and cooperative fashion, 
which at the same time creates very strong constitu-
ency interest groups. Rural electrification is a good
example of a very powerful interest group developed
through the association of rural electrification coop-
eratives. I think the ASCS itself is a terribly powerful
farmer committee system and terribly powerful po-
litical force in the U.S. So we do have stability be-
cause of dispersing the administration of policy.

In addition, agricultural policy in the U.S. is
made by administrative discretion on a year-to-year

basis as much or more as it is made by legislative
mandate. If you look at most of the legislation, the

discretion to the Secretary of Agriculture is rather

substantial, for example, in the setting of support

levels. He may have a range of from 15-25 percent of

parity at which he can set a support level. So we do

have a substantial degree of administrative discre-

tion. I don't see that the Canadian Wheat Board sys-

tem, gives much discretion to the local level as to

what the initial parity on wheat is going to be or how

that is to be administered. It's a much more central

mechanism of policy administration in Canada.

Q: I'd like to ask Dr. Gilson if people directly con-

nected with agriculture in Canada look at the agricul-

tural policies that we have in the United States today

and think they're being slighted by comparison.

A: That's a very interesting question, one that I know

has been raised from time to time ever since World

War II. There were studies done in the latter 1950's in

response to a question that was being raised in Can-

ada then. U.S. farmers appeared to be receiving more

income price support than Canadian farmers. I be-

lieve it was Gale Johnson from the University of Chi-

cago who did a comparative analysis of farm income

in both countries. U.S. farmers did receive more price
income support from the national treasury than Cana-
dian farmers. Part of the reason for this is that right

after the war, Canadian farm organizations took a very
interesting approach which was in direct contrast to
what appeared to be happening in the U.S. It was this.
When we passed the Agricultural Support Act in
1944, the farm organizations were saying, "Yes, we'll

support prices against disaster, but we don't want

those prices set too high. We don't want too much
government involvement in our industry." They used
words like "non-incentive levels". That appeared to

be in contrast to what was happening south of the
border. It is not surprising that at that stage there

seemed to be greater support of the industry in the

U.S. than in Canada. Now in the last few years, Cana
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dian farmers and policy makers are very definitely
interested in what happens in the U.S. Let me cite
three or four examples. One of the most contentious
issues in Canada in the 1960's was your Public Law
480 program. Whether or not it was the cause of an
accumulating burden of wheat surpluses in Canada is
beside the point. Canadians were starting to isolate
Public Law 480 as unfair competition. They were say-
ing things like, "How can we compete against the
national treasury of such a rich and powerful nation
as the U.S.?" Here's another example. Under the in-
ternational grain arrangement, the U.S. for a while
held up prices by accumulating surpluses as we were
doing in Canada. Then suddenly in 1967, for your

own reasons, you decided to go on a very aggressive
sales and merchandising effort, and you broke prices.
Canada felt at that time she was left in an extremely
vulnerable condition. Today, yes, we should know
more about the provisions under the Food and Agri-
culture Acts that Alex McCalla talked about. That's
because even if indirectly, your control programs,
your level of support on corn and wheat, have a very
important bearing on the initial prices set by our
Canadian Wheat Board and on the stances we might
take on the international market and so on. Yes in-
deed, policy changes are extremely important to
Canadian farm policy makers and farmers.

Q: Are we overemphasizing the importance of policy
in influencing what actually happens on the farm?
How come in a period when there was a set-aside
declared in feed grains, feed grain acreage and pro-
duction increased, and at the same time with a set-
aside in place for wheat, acreage decreased? It ap-
peared on the surface that the policies were the same,
but the response was different.
A: I suppose if you really pushed a long ways and
said policy determines what happens in agriculture,
you'd be wrong. On the other hand, I think that policy
sets the environment in which production decisions
are made. Let me give you one example where dif-
ferent policies have had significantly different re-
sponses from producers. The U.S. policy from 1933
on has been to try to manage grain supply through the
management of an input, land, but to guarantee in
terms of price everything you can produce on that
reduced land area. Now the response to that has been,
I think, to increase the productivity of the unit of land

by the application of increased levels of technology.
That's not the only reason increased production oc-
curred, but I think that the policy accelerated it. On
the other hand, in Canada the Canadian Wheat Board
set marketing quotas for grain based on acreage. In
other words, you could market more grain the more
acreage you had planted, but you were limited as to
the quantity of grain you could market per acre. So if
you had a ten-bushel-to-the-acre quota, you could
market twice as much grain if you had planted
acreage of a thousand acres as opposed to planted
acreage of 500. I think the consequences have been
that it encouraged extensive production in Canada
and that the difference in yield between comparable
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areas in Canada and the United States is partially a
function of that policy difference.

But I think also that farmers in that environment
— and this gets back to your question on feed versus
Wheat — respond in terms of their expectations of
What the longer range future is going to be. If I were a
farmer reading the signals in the international market,
I would feel more confident about sustained and
growing markets for feed grains and soybeans than I
would for wheat, particularly hard spring wheat and
hard vinter wheat. As Clay rightly pointed out, the
character of the international market for wheat has
changed dramatically in the last 20 years. Twenty
Years ago, the dominant outlets for wheat from Can-
ada and the United States were Western Europe and
Japan. Western Europe was 40-50 percent of the
World wheat market. It's now less than 15 percent.
The big increases in wheat sales have occurred in the
developing countries and the OPEC countries, and
the character of their demands for wheat is very dif-
ferent. It's a price market, not a quality market. In
Wheat, 40 percent of the U.S. output is exported. In
Canada it's 75 percent. In soybeans 60 percent of U.S.
Production is exported, in corn, 25 percent. If I were a
farmer looking at the long range stability of interna-
tional markets, I would put a lot heavier betting on
feed and soybean markets than I would on wheat.

However, I think it's also true that policy re-
sponds to changing marketing conditions. I think if
We get ourselves into a very large surplus situation in
wheat — which is potential or is in fact occurring ____
that the pressure from budget people and from people
1:1tho want to sustain competitive positions in the in-
'ernational market is going to press for lower support
levels for wheat relative to feed grains. So policy sets

dle environment, but I think the actual productionhecisions are made in anticipation of what's going to
. arP, Pen in the market and, in addition, the market
influences policy.
Q: Dr. McCalla, from the scenario that you have
Painted of the last hundred years, I get a feeling that
w, e have an inborn disease of lack of income — or at
!?.ast that's the symptom that we have been treating.
vve have been treating it with one band-aid on top of
4a,nother so that we have this big stack of band-aids

at really isn't accomplishing what the first one set
0_ Ut to do. Do I understand from your remarks that this
acPPrOaCh is doomed to failure, or are we going to
°ntinue to see this type of approach in the future in
a.griculture policy?

I think your band-aid analogy is not bad in the
'dense that we've continued to lay on additional ban-
baFes. But I think the evidence is probably that, on
atance, the farm income situation is d lot better in the

sPresence of the kind of policies that have been pur-
x:vued than it would have been in their absence. I
°Ilid think that one could make a fairly plausible

'
,arse for the fact that average farm incomes have im-
„_°ved relative to non-farm incomes as a result of
l'iograms. Now they've never achieved income parity

and probably shouldn't because of a lot of factors. I

think it is also true that the stability of the agricultural
sector that has been fostered by farm programs is in
part responsible for the productivity increases we've
had. In other words, we've had much more stability
than we would have had in an open market situation,
and I think farmers respond in a more stable situation
by increasing and using new technology. I hope what I
said doesn't imply that I think that farmers are worse
off because of the policies. I don't think they are.
Whether or not they would have been better off with
another set of policies is a speculative question. But I
certainly don't think they would be better off if you
wiped the slate clean and tried to start over, either.
Given the current political context in which policy is

s formed, they wouldn't get very much out of it.

Q: Dr. McCalla, you made the statement earlier that
since about the 1860's most of the policy has im-
plicitly or explicitly tended to improve agricultural
income. What are you doing about the present pro-
gram, particularly the input that comes from public
administration?
A: There hasn't been a U.S. president in the last 125
years who hasn't rhetorically, at least, expressed con-
cern about the stability and well-being of rural
America. Suppose you look strictly at the pure num-
bers an say, okay, how many farmers are there and
how important are they in contributing to the election
of a president or to the election of a majority of people
in the House of Representatives? You could get a very
pessimistic view of the political power of agriculture.
And yet one of the things that continues to dumb-
found my political science friends who deal in areas
other than agriculture is the power that agriculture
has continued to have, even though its numbers have
diminished substantially over the last 30 or 40 years.
Part of that comes about because there are a lot of
associated industries in agriculture which have an
increasing stake in what happens in production agri-
culture. Because of the shift both in input and in the
degree of processing that occurs in the food chain
from production to consumption, there are a lot of
other people involved who have an interest in high
levels of agricultural production. The fertilizer indus-
try, the farm machinery industry, and so on are also
particii•ants in the political process.

I would guess that the current Administration is
concerned about farm income as much as previous
Administrations but with perhaps a more severe con-
straint. It's got a major problem with inflation.
Whether one believes the contribution that is attrib-
uted to food prices and inflation or not, budgetary
expenditures are a significant policy issue. Clay made
reference to proposition 13 with which I have some
direct personal experience. It reflects a very strong
pressure not only in California but nationally to con-
strain and manage government fiscal expenditures.
Farm programs are expensive and the Department of
Agriculture budget in one sense is not very large. (On
the other hand, it's a significant number — ten billion
or more dollars.) To the extent that any change in farm
policy to enhance farm income significantly in-
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creased budgetary expenditure, I think the Adminis-
tration would come down on the side of fiscal con-
straint. To the extent any change in farm policy re-
stricted or reduced agricultural exports at this time,
the Administration would come down against that
because it depends on that ten or eleven million dol-
lar surplus in the agricultural trade account to cover
part of the OPEC debts. So the national policy con-
straints, which really are going to dictate what a na-
tional government does with respect to farm policy, is
much more dominant and evident now than it was
before. Even though the Administration may well
have a fairly strong positive view about the health of
agriculture, it's going to be a more constrained policy.

Agriculture in the
Nation's Economy:
Background
and Issues
Willard W. Cochrane
Professor, Department of Agricultural
and Applied Economics
University of Minnesota

Before 1965, we were trying to hold farm prices

above the world market, using various domestic pro-

grams. The Agricultural Act of 1965 did three things

which changed that and turned us in the direction we

are still going. First, price supports were reduced to
world market level. Second, production was con-
trolled by voluntary means. Third, farm incomes
were protected by income payments. In 1970, that act

was refined by the addition of payment limitations

and the move to a weaker form of production control

through set asides The Agricultural Act of 1973 insti-
tutionalized income payments by the establishment

of target prices.
Then weather conditions and world market ac-.

tivities combined to raise grain prices dramatically in

1973-74. All of these support programs became non-
operational. But in 1975-77, good grain crops caused

prices to sag badly. In 1977, farmers wanted help. The

Act of 1977 raised loan rates and target prices. The
Administration also initiated a grain reserve program

to keep grain off the market. That reserve, plus a con-
tinued strong world demand for grain and a previous
decline in livestock, have pushed grain prices up to
the present level.

At the same time, input prices have risen sharply

and many farmers have been squeezed. This is part of

the general inflation we have been experiencing and
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which the Carter administration is so concerned
about controlling. Since food prices are the symbol of
inflation to the average consumer, agriculture is going
to be stronglyaffected brwhatever decisions are
made about inflation.

Policies and programs to control inflation will
dominate farm policy in 1979-80. This means that the
Administration will1Nork very hard to keep loan rates
and target prices from rising. Increased loan rates in
grains would push all food prices up. Increased target
prices would result in increased payments and raise
the budget. We are also likely to see some confronta-
tions over dairy legislation and beef import con-
straints with the President and the Secretary opting
for actions that would keep prices from rising and
the Congress siding with the commodity groups
involved.

The AAM is going to Washington, but this year
inflation control is much more important than it Was
last year, and Congress will not listen to the AAM.

Meanwhile, an international wheat agreement is
about to emerge from Geneva. The Administration
wants to get Congressional approval for it, which will
be difficult. The House, in particular, will not see it as
an attractive agreement.

I firmly believe that events dictate policy. The
world has had four good crop years in a row; half a
dozen is unusual. A poor year in 1979 or 1980 would
not be surprising. If so, grain prices will rise, and Mr.
Carter's inflation plan will be in trouble.

I'm going to talk about food and agricultural pol-
icy with you for a few minutes, and I'm going to paint
with a pretty broad brush. That's because I'm not inti-
mately involved with what goes on in policy formula-
tion any more, and two, I take it that my role here is to
paint the mountainous background and then other
people can explore the terrain in some greater detail.

A little history on agricultural policy may not be
amiss here. Present day policies really stem from the
Agricultural Act of 1965. I've described this many
times as the Great Compromise. Before 1965, we were
trying to hold farm prices, particularly the prices of
export commodities, well above the world market,
using our various domestic programs. This caused us
lots of trouble in the form of production control and
storage programs. Such a farm program also annoyed
a lot of people. In the 1965 act, we did several things
which were very important and which began to take
us in the direction we are still going. First and fore-
most, under the compromise act, we decided to re-
duce levels of price support on all the export com-
modities to something approaching the world market
level. So price support no longer became a device for
holding domestic prices of export commodities well
above world levels. With regard to dairy, the act
didn't do much. Dairy price support before then and
every year since has been determined by how much
political power various groups in Congress could
muster; it's just that simple. But with regard to the
export crops, we got price supports down ap-



Proaching world levels. That took the heat off produc-tion control, and since then we have controlled pro-
duction through voluntary programs in which
farmers were paid to take land out of production. Sothe second thing the act did was to back away from
any mandatory control, and we have stayed away
from it ever since.

And third, under the Act of 1965 we as a nation
decided that when farmers needed income support,
that support would come in the form of income pay-
ments. In that act they were called parity payments. In
some of the major commodities like wheat or cotton,for example, producers received a payment for some
Part of the commodities sold in order to hold their
incomes above the incomes generated at world mar-ket levels. And insofar as surpluses developed after
that, the government acquired them and disposed of
them overseas.

So the important things are: we got price supports
down to world levels; we agreed to control produc-
tion through voluntary means, since you don't need
controls so much when you are holding price sup-
Ports near world levels; and we would protect farm
incomes through the use of payments. Now that com-
promise lasted 5 years. It really was for 4 years andWas extended for 1 more. That's the longest of any act.
!won't say that anybody was satisfied with it, because
I don't think anybody was, but it was tolerably accept-able by all people.

The Agricultural Act of 1970 did little more than
refine that act. There were two new things that the Act
of 1970 did. One was to introduce limits on the
amount of payments that farmers could receive for
their crops. The first limitation was around $50,000per farm or per crop, and in 1973 it went down to
$20,000 per farm or per crop. The second was that we
Moved to even a weaker form of production control
called 'set aside,' in which we ceased trying to control
Production crop by crop and simply took so much
land out of production on each farm.

The Act of 1973 refined these ideas a little further.
; he central idea of supporting prices at or near world
levels continued, but the idea of income payments
Was institutionalized in the Act of 1973, in that Con
press set up target prices as a device for measuring
income payments to farmers. In other words, therewas a loan rate that provided price support, and there
Iravas a target price that was what Congress said that
rmers ought to be receiving. The farmers who par-

iciPated in the program, whatever commodity was
Involved, would receive the difference between the
tnjarket price and the target price for some share of
,Lueir commodity and receive income payments up to
fTe limit set. In that act, as I recall, the limit was set so
'at no farmer could receive more than $20,000 per

P. These are the antecedents to the present act,
wnich I'm going to come back to.

It was often said by Earl Butz and others that his
taku:m inistration got government out of agriculture. I
tink that is just not correct. The Act of 1973 was

Passed while Mr. Butz was Secretary, and his office
Participated in the various compromises that went

into the Act of 1973. What did happen in 1972-73 was
that we had a short grain crop around the world. In-
stead of grain production increasing about two-and-a-
half percent, which is about the trend basis and which
just about keeps the production equal to growth and
population, production actually decreased about 2
percent in 1972-73. So we had a shortfall of roughly 4-
5 percent in grain production relative to demand, and
given the inelasticity of demands for grains, grain
prices started shooting upwards. Grain prices rose
three or four times in that year. But more happened
than a poor crop. Many of you remember that the
Soviets came in and bought the most grain in one
weekend that anybody has in the history of the world.
They did something that nobody expected. The So-
viets had a bad crop, along with India and the Philip-
pines and so on, but in the previous years when the
Soviets had a bad crop, they simply tightened their
belts, liquidated their herds, and reduced their poten-
tial for producing meat. In 72-73, for the first time,
they didn't do that. The poor crop in the Soviet Union
in 1972-73 was no poorer than it had been at least
twice in the 1960's, and they didn't come into the
market then. But they did come into the market in
1972-73, and they bought a lot of grain, more feed
grains than wheat, because they were trying to protect
their livestock population. Given this short crop and
another one in 1974, world demand for grain literally
lifted the price of grains well above loan' rates and
target prices. The international market drove the
price of grains here and around the world well above
the program paraphernalia of the U.S. All of these
support programs became nonoperational.

Now we are getting nearer the present time. Many
of you remember that in 1975-77 we had good grain
crops around the world. Grain prices began to sag,
and while they didn't go down anywhere near where
they had been before 1972, they sagged badly. U.S.
farm prices generally sagged in those years. So, in the
Act of 1977, farmers wanted some help. In the new
act, loan rates were raised on the export crops because
the world level was now well above where the pre-
vious loan rates had been. Target prices were also
raised. Again in this Act, I would say the Administra-
tion sought to try to keep loan rates at somewhere near
the world market level. But the amount that loan rates
and target prices were raised did not make farmers
very happy. They had been experiencing declining
grain prices and other prices, and these target prices
and loan rates at the world level didn't act to stop that
decline and start pushing prices up. So farmers were
left with a bad taste in their mouths.

Apart from the Act of 1977, the Carter Adminis-
tration initiated a reserve program in which some 35
million tons of grain were put in reserve in 1977 and
1978. This putting grain in reserve and taking it off the
market, also a continued strong demand for grains
around the world, plus a decline in cattle and hogs
over the previous several years, all came together in
1978 and had the effect of causing farm prices to move
up considerably. I wouldn't argue that the programs
pushed prices up. I would argue that while loan rates
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didn't push prices up, the operation of the reserve, a

strong international demand, and declining numbers

of livestock, particularly cattle, all interacted to cause

farm prices to take a noticeable upward movement in

1978 and up to the present time. This also had the

effect of pushing food prices up.
So we come up to where we are now. We have a

situation in which prices received by farmers sagged

badly from 1975 to 1977 and since 1977 have been

moving up. Food prices have also been moving up,

partly because farm prices have moved up but also

because of increased wage rates and so on.

But something else has been going on that I

haven't mentioned up to now. That is that input

prices, the prices of inputs that farmers buy and

which are produced in the non-farm sector, have risen

sharply since 1972. When farm prices sagged in 1975-

77, input prices continued to rise, and many, many

farmers who came into business in the 1970's were

squeezed very badly between these rapidly rising in-

put prices and falling farm prices between 1975 and

1977. Those input prices continue to rise and give no

indications of declining in the near future. These all

become a part of the general price inflation which the

nation is experiencing and which has forced this Ad-

ministration to be a lot more concerned with control-

ling inflation than with anything else. The whole

farm price picture has, in the last year, become a part

of this price inflation. I wouldn't argue that it has

caused it, but it's been a part of it. Food is the symbol

of inflation to the average consumer. When food

prices are rising, he thinks that this inflation is bad. In

particular, when meat prices are rising, the White

House gets thousands of letters every day complain-

ing of this fact. Food in general and meat in particular

are symbols of the inflation which we have and which

any government would have to deal with. The way it

deals with it has implications for farmers.
This leads me to start making some generaliza-

tions. I don't know how these will square with the

views of the people who are out here from Washing-

ton, but you can see how one ex-bureaucrat's general-

izations about what may happen will square with

what present day bureaucrats say they are doing.

In my judgment, policies and programs to control

inflation will dominate farm policy in 1979-80. This

Means several things to me. It means first that the

President, his various cabinet members, and his spe-

cial assistants, will do everything in their power to

see that loan rates and target prices in the grains do

not rise or arq not moved up. They don't want to raise

the loan rates in the grains because by a process of

substitution that moves up all farm prices, and that

would have an adverse effect on food prices. They

don't want to increase target prices because that

would result in increased payments, which means

that his budget would increase. If you have been read-

ing the papers, you know the President is trying to

reduce his budget, and in fact, he was successful in

cutting the proposed budget for the Department of

Agriculture for the coming year. It seems to me that

the cornerstone of the President's inflation control
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programs must be food, and that must come back to
grains. Here then, it seems to me, the Administration
has got to do everything in its power to keep loan rates
and target prices just about where they are.

Under the present law, the Secretary must raise
the level of dairy price supports on April 1 if the
prices paid by farmers have risen, and they have. I
have estimated that it is likely that the Secretary will
have to raise the price support on milk about $.40 per
hundredweight on April 1. It might be a little less or a
little more. But the present law, with regard to dairy,
expires at the end of this dairy marketing year. Then
the law reverts to an earlier law, and under that law,
the Secretary can, if he wants, lower the price support
for dairy. I don't say the Secretary would want to, but
under the law that expires, he could lower the loan
rate or the purchase price for dairy products and
hence, lower the price support for dairy products. It is
my guess that the Congress will want to take that op-
tion away from the President and the Secretary, and it

is my guess that the President and Secretary will want
to keep that option. I expect to see a confrontation, not
a major one, but a minor confrontation between the
Congress and the President this year over dairy legis-
lation. We'll see where that comes out. I think this is
an area of conflict where inflation control from the
Administration side will tend to dominate what hap-
pens in the farm policy area.

It's also possible that Congress might again this
year want to pass some kind of legislation that would
limit the imports of beef. I suspect Congress will be
under considerable pressure from the cattlemen to do
something. I fully expect the President and the Secre-
tary of Agriculture to resist this with all the power
they can muster. As you know, the President vetoed
such a bill at the end of the last session. Again, that
was because this is a relatively important feature of
keeping hamburger meat low and making consumers
relatively happy.

What I am saying is, there is no expectation that
there will be a major farm bill this year because this
Act of 1977 goes on for two more years. There are
going to be a lot of skirmishes in Washington, and
those skirmishes are going to be around the issue of
inflation control. The President and the Secretary are
not going to look very good to farmers most of the time
because they are going to be on the side of trying to
control inflation because that is where the votes are.
So you can bet that inflation control will dominate
policy confrontations this year.

On the other side of the picture, however, I read as
you do that the farmers in the American Agricultural
Movement are on their way to Washington again with
their tractors. They intend to drive tractors up and
down Pennsylvania Avenue and camp in the ad-
ministration building of the Department of Agricul-
ture and try to induce Congress to raise the level of
price support to 100 percent of parity — although I

have been told by people who watch this really
closely in Washington that some of the leaders of the
American Agricultural Movement are now willing to



settle for 90 percent of parity. They have discovered
100 percent of parity is really hard to get. But 90 per-
cent of parity would still have the effect of pushing
farm prices up and having an impact on food prices.
One of the men who was very solicitous of the leaders
of the American Agricultural Movement last year is
having a tough time himself, namely, Senator
Talmadge. So he is not going to be very active playing
host to these people in the Senate. My judgment here
is that the Administration and members of Congressare going to treat these tractor drivers as politely as
they can, but they are going to get a rather cold recep-
tion in Washington. Certainly you remember last year
that the Senate passed three provisions in support of
things that the American Agricultural Movement
wanted, all of which would have lifted price supports
and greatly increased agricultural expenditures. The
House, when that went to conference, defeated those
features that were passed by the Senate. In a year in
Which inflation control is much more important thanit Was last year, it is inconceivable to me that theurban-dominated House of Representatives will pay
any attention to the people from the AAM. I think
theY are going to have a considerably colder spring
this time than they did last year. In other words, I
don't see them changing the generalizations I've
made previously about the domination of inflation
control.

There is another point that you should be aware
of. I'm sure you are going to hear a great deal more
about this, perhaps from people who have later infor-
ation than I have. It is clear that this Administration

ItS Committed to achieving greater stability in the in-
ternational grain market. It has been negotiating in
eneva for roughly the last 6 months, trying to bring

into being a new wheat agreement, of which the cen-
tral feature would be the attempt to bring increasedstability in the world price of wheat. When these ne-
gotiations started, most people, including myself,
didn't give them a prayer. The Common Market wants
reallY high price supports. Japan wants low wheat
Prices. Canada wants high wheat prices. The U.S.
wants to be somewhere in between so we can sell our
wheat. Everybody under the sun has differentsinter-
ests. But I am told that there has been some progressand that it is even likely that you may hear about aneW international wheat agreement being concluded
within the next month.

Let me tell you just a little bit about it. The key
I3rices on which there is some agreement are the fol-
°wing. These are converted to U.S. prices and U.S.11,1easures, bushels. There is some agreement, as I un-
uerstand it, that participating nations would start
Purchasing wheat to go into a reserve when the price
°f wheat fell to $3.05 a bushel, which is just about
ewhere the price of wheat is now. So if this agreement
Caine into operation, it could soon be operational be-
aause if the price fell any more, participants to the
}teen-lent would have to start buying wheat. And if
e Price fell to $2.60 a bushel, then each country that
,vas a signatory of the agreement would be required to
vurchase the full amount of its cominitment to put

into a reserve. There is considerable agreement on
this floor. Now, at what level would wheat flow out of
this reserve? This, I understand, there is much less
agreement on, but last week, the price that was being
discussed was $5.07 a bushel. At this price country
participants would start releasing wheat onto the
market to try to keep the price from rising. That is
where the argument on prices stood when last I heard.
But very few countries want to really commit them-
selves to any particular reserve amount. The U.S. has
been willing to commit itself to its share of 5 million
tons of wheat over the reserve that it already holds.
We have a reserve program operating now that has 35
million tons of grain in it, about equal proportions of
feed grain and wheat. The U.S. has said it would pur-
chase another 5 million tons under this program. But
the U.S. is having a hard time getting the other coun-
tries to make a firm commitment. Anyway, there is
some belief around Washington that an international
wheat agreement along these lines might be signed in
Geneva in the next month and be brought home.

I also am told that the Administration feels that it
cannot operate this program without going to Con-
gress and getting Congressional approval. But even if
we do get an agreement in Geneva among the leading
exporters and importers to such a price stabilization
range, it should be apparent to you folks that such a
price range is very wide. The stabilization range bot-
tom is $3.05, and the top is $5.07. In other words,
wheat could go up $2.00 above this bottom floor be-
fore any countries would be turning loose any of their
reserve. Therefore, I don't think the House of Repre-
sentatives will buy it. There's nothing in it for the
American consumer. Even in the present domestic
reserve program of 35 million tons, wheat comes out
of the reserve at about $4.00 a bushel, give or take a
few cents. This upper limit on the international re-
serve that is being discussed is well above the release
price of our domestic program, so there is nothing in it
for the American consumer. There is something in it
for the American farmer, and there is a lot in it for the
Canadian farmer and the Australian farmer and the
French farmer — not so much for the French because
their price is already up there. I think the Administra-
tion will have a difficult time getting Congressional
approval of this. Furthermore, if they do get Congres-
sional approval, at a range of between $3 and $5, the
countries that are holding wheat could be holding it
for one heck of a long time. And if you hold wheat a
long time, you then begin to get condition problems
and storage problems. In other words, if this is a pro-
gram in which wheat goes in and never comes out, the
Administration has further management problems. I
don't see this as a very attractive agreement for the
American nation, and it would be my guess that the
House will not see it that way either; the Administra-
tion will have a great deal of trouble selling this
program.

I'd like now to say that I have been talking about
policy as if it were just made up out of the clear thin
air. But that's not the way policy is made. I'm a firm
believer that events dictate policy. The form of that
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policy may be influenced by the contending powers

that are involved. But events are what dictate the con-

tent of policy. I would like to call to your attention

that the world has had 4 good crop years in a row,

1975-78 and perhaps we may have a good crop year in

1979, I don't know. But it is unusual to have a half a

dozen good crop years in a row. Further, I would also

point out to you that the demand for grains, given

these good crop years around the world, has been
sufficiently strong that the stocks have not built up

anywhere near the degree that they built up in the

1950's and 1960's. And further, exports have been
increasing, and grain prices have strengthened con-

siderably in the past year. I am not predicting a poor
grain crop in 1979; I don't know any more than the
first rabbit that is hopping along outside whether it's

going to rain in the Soviet Union this year. All I know

is that, looking at past history, you don't continually

get good crops year after year after year. And we've

had four. They have been uniformly good around the

world, and that has, of course, increased grain pro-

duction tremendously. Therefore, I would not be a bit

surprised to see a poor crop year turn up in 1979 or
1980, and if such would happen, I would look to see
grain prices take another upward jump. Grain prices

are already strong because of the strong foreign de-
mand, given the bountiful production we have had

over the last four years. So I think it is possible that in

the next year or two we might see another upward

surge in grain prices and, hence, all farm prices. This,

of course, will be good news to farmers as it was in the

period 1972-75. But it will not be good news to Mr.

Carter's inflation control program. If grain prices start

rising, then through the process of substitution, ani-

mal product prices begin to rise and so do other prod-

uct prices. I would assume that the Administration

would hope that if what I'm suggesting did occur, that

the domestic reserve and this international reserve

could take care of it and keep farm prices generally

from rising. But, I've just said the international re-

serve doesn't look to me like it has much power to
keep prices from rising. Wheat prices could go up $2
per bushel before the reserve program would come
into operation. I think it is conceivable that this Ad-
ministration could be placed in that very unenviable
position that the Nixon-Butz Administration was put
in of having to decide whether to embargo exports. Of
course, they wouldn't use that term. But it's a possi-
bility that is always there because the President has to
be concerned with inflation, and food prices are the
cutting edge of inflation.

Just a few summary remarks. I don't see any big

changes in farm policy in the next year or two. I see a

lot of kirmishes, and they all revolve around this
question of fighting inflation. In reality the Adminis-
tration is locked into its present policy. If it raises loan
rates, that is likely to have a direct impact on food
prices. If it raises target prices, that increases govern-
ment expenditures, which runs into his budget
control problem. So Mr. Garter can't do anything to
overtly push prices up because if he does, he ruins his
control program. On the other hand, the last thing he

28

wants to, see is farm prices and incomes:go down be-
cause then he is going to incur the wrath not only of
the farmers, but more importantly, of their agri-
business allies — the people who sell things to
farmers and who are very important in Washington.
So he's got to pursue a policy of holding loan rates and
target prices about where they are so that there is not a
slide in prices and income as occurred between 1975
and 1977. What he has got to pray for is a slow in-
crease in farm income that results from a steady ex-
pansion in its exports and that doesn't rock the food
price boat. If it rocks the food price boat and food
prices take a sharp upward movement, he can kiss his
inflation program good-bye.

Discussion
Q: Do you think the advent of China into the grain
market is going to have a significant impact as far as
strengthening the market?
A: On a trend basis, yes. But again, no one can predict
individual years — whether the Yangtze River will
flood and they don't get a crop. Things like this, there
is no way of knowing. I think the People's Republic of
China and the Soviet Union are both going to be major
markets for U.S. grain. The Soviets are now opulent
enough that they want to eat meat. They have discov-
ered that meat tastes good and they want more of it.
They can't grow the feed grains they need because
they are so far north. I look to see a strong demand
from the Soviet Union for many years. The People's
Republic of China is a little different. They have a
much lower level of income, but in the future instead
of letting their people go hungry and literally starve to
death, they will be under pressure to import grains to
feed their people.

Q: If I understand you correctly, then, you feel our
potential expansion in exports will be to China, the
Soviet Union, and other Communist bloc countries. If
that is correct, do you feel the current Adminis-
tration's policy does support the expansion in, that
direction? If you feel it does not, what changes in
federal policy do you feel need to be made to support
that expansion?
A: I think that the exports to these two great countries
are going to expand on the basis of need over the next
20 years. It would seem to me that the policies that we
are now pursuing with Communist China are the right
ones for our purposes. On this issue, I don't think we
have to be partisan; Jimmy Carter is simply following
up on something that was started by the Nixon ad-
ministration seven or eight years ago. I would like to
add one point, though. Because of the great size of the
PRC and the Soviet Union, these are going to be major
new demanders of grain over the next 20 years. But I
want to make clear to you that Western Europe, Japan,
and various small countries around the western pe-
riphery of Asia, like Singapore and Hong Kong, have
been important parts of the expansion in commercial
grain exports over the last ten years. I don't think that

is worn out at all. I think their demand will further
increase. That demand is largely for feed, though, be-
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cause these people all want more meat, and they can't
Produce it because they can't produce the feed grains.
And for some place like Hong Kong or Singapore, it
might be meat itself, not necessarily feed grains.

I think the future is bright, in terms of expanded
demand for grain, almost everywhere you want to
look. That doesn't mean to me, though, that this is
going to be a bonanza for farmers because I also look at
What is happening to petroleum prices and energy
Prices. As long as those energy prices keep rising, the
Prices of these non-farm produced inputs — machin-
ery, fertilizer, gasoline — are going to soar. So it is
going to be a race, and I am not omniscient enough to
tell you how that race is going to come out.

You may say, "Why does he keep talking about
grain prices? I milk cows." I don't care whether you
milk cows or raise chickens or what; grain prices are
What does it. That's what sets the whole floor of farm
Prices and food prices. It's the base, and all the other
Prices simply run off it through the process of substi-
tution. I think it is going to be a race between grain
Prices and farm prices, fueled by a strong export de-
mand, and rising input prices resulting from rising
energy prices on the other side. I can't tell you how it
is going to come out, but it is going to be one hell of a
race the way I see it.

9: Could this develop into an oil and a grain cartel
°limping heads?
A: It might, but grain is a little harder to handle than
oil. Everybody needs oil, and only a few countries
have it. It is relatively easy, if you don't have religious
fanatics involved, for Saudia Arabia, Iran, Venezuela,
and Nigeria to get together and operate a cartel. You
!night say we have only a few exporters of grain, too,
lout everybody produces grain. What is a big export for
US in grain is only, say, 1 percent of China's needs or 1
Percent of the Soviet's needs. It is true that they want
it, and I think exports are going to grow, but at any
Particular time, if a grain cartel pushes that price up
t°0 fast, those countries might decide to start belt-
tLightening again. It isn't a question that they don't
nave any grain at all; it's a question that, with devel-
°Pment, these countries want to follow the same pro-
cess that we did. They want to produce more animal
Products. Their population is clamoring for it. They
are going to try to move in that direction, but if they
shut off all grain imports, their countries don't dry up
and blow away. If we lose all our oil imports, I think
e would dry up and blow away, in the short run, at
east. What is it we're importing now? About 50 per-
cent of what we're using? Maybe a little more, 60
Percent. I think it is harder to run an effective grain
export cartel than an effective oil export cartel. I don't
say it is impossible; I. just say it is a little harder to
°Perate.
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The Food and Agriculture Act of 1977 extended
many features of the 1973 Act and also contains some
new features. These innovations are: 1) The use of
individual commodity costs in determining target
prices, 2) inclusion of rice, peanuts, and soybeans in
the programs, 3) farmer-held reserves, 4) the "Current
plantings" concept for acreage allotments, 5) the
elimination of purchase requirements for Food
Stamps, 6) modification of PL480, and 7) changes af-
fecting research, extension and teaching. The intent
of the legislation is to assure stability in commodity
prices and hence incomes, balance in the economic
vitality of all sectors, and equity of return among pro-
ducers and between farm and nonfarm endeavors.

It will not be easy to achieve these three goals.
Some farm income is still inadequate and we do not
know the effects of the release of reserves or how
deficiency payments will affect production. The cat-
tle cycle is at a crucial point.

The AAM significantly influenced policy last
year but will not be so successful this year. It has had a
significant impact, however, in terms of clarifying the
real problems of agriculture and the inadequacy of
our present ways of handling them.

Legislation provides direction, but policy is also
formed by administrative action. In the past two
years, the Administration has taken action in seven
areas. formation of a feedgrain reserve, provision o
emergency credit, price and income support, produc-
tion control through set-asides, actions to support in-
ternational trade, emergency and disaster programs,
and food safety regulations.

The policy process is a very complex and plural-
istic one. Many groups who are interested in agricul-
ture for different reasons have a chance to articulate
their positions during the legislative process. The ex-
ecutive branch has a working group for agriculture
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which includes a number of special interests.
setting coalition politics is a necessity.

A number of issues will arise this year, even
though there will be no overall farm bill. Sugar legis-
lation is needed before the International Sugar Agree-
ment can be ratified. Meat import legislation will
probably be considered, as will disaster insurance
programs and an emergency wheat reserve.

Some long-term issues will have to be dealt with
eventually. We must decide how agriculture relates to
resource development and conservation, particularly
in the areas of water quantity and of land use. Energy,

of course, is a major concern. And there is a whole set
of issues relating to the structure, organization, and
control of the agricultural system as a whole issues
that pose basic public policy questions we have not
even begun to look at. Finally, we will need to review
our policies on the funding of agricultural research.

I appreciate having the opportunity to participate
in this seminar. I will first review the legislative and
administrative actions of the past 2 years that collec-
tively define policy, relate these to the economic situ-
ation in agriculture, and offer a few observations on
the evolving state of the policy process. I will then
suggest some issues that may comprise the food and
agriculture agenda in 1979. Finally, I will touch
briefly on some longer-time emerging issues of the
1980's.

REVIEW OF MAJOR POLICY
DEVELOPMENTS

There is no single, all-encompassing enunciation
of a food and agriculture policy—by political parties,
by different administrations, or by the Congress.
Rather, the national policy at any point in time is
really a mosaic or composite of legislated programs,
administrative actions taken within the latitude of
statutory authority, and judicial rulings. A major
component of our present policy is the most recent in
the series of so-called "farm bills" that the Congress
has periodically enacted since the Great Depression
of the 1930's. The development of the Food and Agri-
culture Act of 1977 required well over a year and was
the primary concern of the USDA and the Agricul-
tural Committees of the Congress for the first 9
months of 1977. That Act, the most comprehensive
ever, including commodity programs, domestic and
foreign food aid programs, and agricultural research
programs, extends many features of the Agriculture
and Consumer Protection Act of 1973, which it re-
placed. It also contains some unique features which
may alter the policy direction of previous years.
These include:
1.) Target prices, the major instrument in the direct

payment-income support program previously ad-
justed by a prices-paid index, are now adjusted by
individual commodity costs of production. The
prices-paid index was a broad-based, general rep-
resentation of costs for all of agriculture, contain-

ing items such as feeder livestock which had no
direct influence on crop costs. Each crop's target
price is now adjusted uniquely by changes in
costs associated directly with that crop.

2.) The new act was expanded to include rice, pea-
nuts, and soybeans — commodities previously
subject to separate legislation — in addition to
wheat, feed grains, and cotton.

3.) Farmer-owned and held grain reserves were
authorized, and guides for the acquisition and re-
lease of the stocks were stipulated.

4.) Historic acreage allotments and bases, some dat-
ing to over 25 years ago, were replaced with the
current plantings concept — the current year's
acreage planted — as the basis for direct (defi-
ciency) payments and for the set-aside and diver-
sion requirements.
The purchase requirement was eliminated from
the Food Stamp program, moving it another step
away from its surplus commodity disposal ori-
gins. In addition, benefits were increased for low-
income participants while those for higher in-
come recipients were trimmed.

6.) The foreign food aid programs under PL 480
were fuither modified to increase program effec-
tiveness, primarily through facilitating their
administration.

7.) The new act also made significant changes in the
organization, administration, and funding of agri-
cultural research, extension and teaching.

The Policy Course
Given the major features of the 1977 Act, what is

the policy course, the broad policy outlines, which it
charts for four years? The intent of that legislation can
perhaps be summed up in three words — stability,
balance, and equity.

Stability relates to commodity price variation,
hence to variation in farm incomes. The 1977 Act
incorporates the "market orientation" of the 1973
Act, recognizing that some price movement is ndces-
sary to guide resource adjustment and allocate sup-
plies, while it attempts to reduce the uncertainty aris-
ing from variation or instability. This is an explicit
recognition of the growing linkage of agriculture to
the general economy. The instability in agriculture
commodity prices transfers to the livestock sector, to
food prices, and to the general price level. With the
concern about inflation and unemployment in the
American economy generally, this association be-
tween agriculture and the other parts of the economY
becomes more and more critical. The grain reserve,
which limits rapid price run-ups, and the production
control provisions are the major tools for counteract-
ing price instability. Wide discretion is given to the
Secretary for the use of these tools: price triggers, re-
serve quantities, set-aside levels, and loan rates.

Balance refers to the pursuit of the goal of eco-
nomic vitality for all segments of agriculture, the pro-
ducers of the various crops as well as the producers of
livestock. This goal is pursued by the use of cost-of-
production as the basic guide for setting target price
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levels and for making subsequent annual adjustments
according to changes in individual commodity costs.
Overall, however, it is the judicious use of set-asides
and land diversion, the operation of the farmer-
owned reserve, and proper loan rate adjustments that
will be required if the desired balance is to be
achieved.

Equity refers to both the returns among commod-
i.ty producers and to the returns to resources in farm-
ing relative to returns from nonfarm endeavors.Again, individual commodity cost-of-production es-
timates provide the basis for determining a compara-ble level of support among crops. The use of current
Plantings for determining deficiency payments andset-aside requirements is another attempt to ensure
equity. It does so by relating these to the actual pro-
ducers of the commodities, not to a farm that might
have produced the commodity at the time the allot-
ments were determined.

Caveats
It will not be easy to maintain agriculture in a

stable, balanced, and equitable situation over time.
There is still unrest in the farm sector — not all
farmers by any means consider their returns to be
adequate. The formation of the farmer-owned reservehas been orderly and the goals have been met. Butfavorable weather and large crops in the years ahead
could mean greater reliance on supply control (set-

toa  balance production with use. The close
inkage of American agriculture to world markets
Poses the potential problem of great instability in theevent of simultaneous production shortfalls in majorProducing areas in our reserves notwithstanding.

Further, the implications of the farmer-held re-
sLerve contracts expiring before the stocks are needed
Litas not been addressed. We have no experience with
14.;°w. the release of these reserves will proceed onceLae market price exceeds the trigger.

While the current planting concept relates pay-
Monts and production control requirements to cur-
rent production patterns, it is not neutral in its effect

production. The target price has become the plan-
ning price, and farmers can be expected to alter their
Production patterns to maximize expected deficiencyPaYInents.

We are now at a crucial point in the cattle cycle.
_cxPanded beef production means that the rebuildingtihe cow herd must soon commence. The longer it is
e,laYed, the higher will be retail beef prices in the

The precise movement of the cycle depends
P.°11 producers' expectations for the future. Grain

Perices, meat imports, and the state of the national
a,c,.°,11°Illy will affect these expectations. Thus, policy
'1.mns taken now affect the livestock sector and foodprices for years to come.
TIJIE AMERICAN AGRICULTURE
'OV1:iMENT
ProtA significant influence on policy was the farmereos„ movement that occurred in 1977 and 1978. No
--uner had the President signed the 1977 Act (Sep

tember 29) than the protest began. Largely originating
with farmers who were experiencing severe cash flow
problems and drought problems, the movement did
not perceive the 1977 Act as holding much hope of
quick relief. Their call for a strike (to refrain from
planting) did not materialize, but the protest evolved
the American Agriculture Movement (AAM), which
lobbied in Washington from December 1977 through
March 1978. They practiced "strict politics," and
their lobbying style was to maintain a continued pres-
ence in large numbers. They succeeded in stamped-
ing the Congress into action and in getting the Ad-
ministration to enhance the commodity programs.

The legislation that finally emerged last. spring
(The Emergency Agricultural Act of 1978) was far
from what those farmers had demanded. It comple-
mented Administrative authority by giving the Secre-
tary authority to increase target prices when a set-
aside was in effect. The Administration used this to
promptly raise the target price for wheat by about 40
cents per bushel. This new authority, not in the 1977
Act, in effect allows for compensation for set-aside
acreage, a significant departure from the past prac-
tice, when set-aside was a requirement for loan and
payment eligibility.

The AAM plans to revisit Washington again this
winter. On this trip, they will likely receive a less
sympathetic reception from Congress and the Ad-
ministration because economic conditions in agricul-
ture are greatly improved from 1977 and because the
serious concern with inflation means that any special
interest legislation is viewed askance.

While the tangible results of the farmer protest
movement were not great relative to the demands
made, I suggest that the full impact will prove to have
been of much greater significance than the immediate
achievements. Some of the less visible effects of the
protest movement were:
1.) a highlighting of the present nature of the policy

process. By virtue of its structure, the Congress
simply cannot withstand the political pressure of
special interest groups; it looks to the President
and the Executive Branch to be the "naysayer," to
take the political heat from saying "no" to legisla-
tion that may not be in the best interest of the
entire nation. The Senate in 1978 passed a hodge-
podge bill — three separate bills that were in-
ternally inconsistent — with which the House
had to reckon. The House proved to be clearly
more responsible and, with strong Administra-
tion pressure, ultimately defeated the Senate-
passed bill. The distinction in philosophies of the
major political parties was also blurred. Republi-
cans, long associated With a non-interventionist,
free market philosophy, were supporting the
highly structured flexible parity scheme pro-
posed by Senator Dole, while the Democrats were
opposing it. The Movement also forced a clarifi-
cation of the role of USDA in the policy process.
Caught between pressure from the White House,
the Congress, and the farmers, it cast its lot with
the Executive Branch, a departure from its earlier
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role as a narrow farmer-advocate agency.

2.) internal reexamination by the major farm organi-

zations. The farmers comprising the AAM

claimed that the general farm groups no longer

represented them. As farm organizations grow

and mature, they become service oriented — pro-

viding members with insurance and purchasing

cooperatives (such as for gasoline) — and they

tend to become more and more reluctant to take

positions on controversial issues on which their

members may be divided and which thus affect

sales. The AAM thus caused these established or-

ganizations to reexamine just how representative

of all types and sizes of farmers they really are.

3.) a refocusing on what the real problems are in agri-

culture today. It brought to the body politic an
awareness, heretofore lacking, that the traditional

"farm problem" with which it had so long wres-

tled simply no longer exists. The heterogeneity

and evolving structure of the farm sector have
resulted in several different problems in the agri-
cultural sector. For the half million or so of the 2.7
million farms, the ones that produce the bulk of
the nation's food and fiber, the problem is not the
traditional "incomes" problem, but rather one of

stability. Their rates of return in some cases are
fully commensurate with returns in the non-farm
economy. Due to leveraging, specialization, and
the changing cost structure (larger fixed costs rel-
ative to variable costs), they are now much more
susceptible to price (income) instability. Thus,
the programs of the past that sought to increase
incomes are no longer as appropriate for these
farmers.

Then, at the opposite end of the spectrum are
the small farms, a much larger proportion of the
total. As a group, income from non-farm sources
exceeds that from farming. Certainly their prob-
lem is also not the traditional one, but rather one
of a welfare nature — technical assistance, al-
ternative technologies, or other programs are per-
haps more appropriate for this group.

There is also the group of middle-sized family
farms which may well still have the traditional
income problem — low rates of returns to re-
sources. The programs of price and income sup-

port now in place may be the most appropriate for

these farmers, but not for all farmers. In the future
we may need to think of a differentiated set of
policies, not just a single policy.

4.) emphasizing the inadequacy of our statistical in-
dicators of the economic well-being of the now
very heterogeneous farm sector. We were unable
to provide the Congress with a good assessment of
which farmers were having the most difficulty or
the extent and seriousness of the-difficulty, and
thus could not suggest specific solutions targeted
to this group. Lacking that, the Congress turned to
the only remedies they know — increasing the
target prices and the price support — loan rates.
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ADMINISTRATIVE POLICY ACTIONS
While the so-called "farm bills" provide the

broad .policy directions for several years, policy is
really a mosaic, formed by cumulative legislation and
administrative actions. I want to briefly summarize
the administrative actions taken in 1977 and 1978.
These can be grouped under seven headings as
follows:
• Grain reserves
• Credit
• Price and income support
• Production controls
• International trade
• Emergency and disaster programs
• Food safety and quality

Grain Reserves
Before passage of the new "farm bill," the Admin-

istration, using existing statutory authority, an-
nounced in April 1977, formation of a farmer-owned
reserve for food grains. The 1977 Act subsequently
mandated such a reserve and authorized formation of
a feed grain reserve. While this nation has often had
burdensome surplus stocks, this marked the first time
we have ever had a managed grain reserve with ex-
plicit rules for the acquisition and release of the grain
stocks.

An important action auxiliary to the grain reserve
is the expahsion of the farm storage facilities loan
program. To date, $650 million has been loaned to
farmers for construction of 750 million bushels of
storage capacity.

Credit
The severe cash-flow problems experienced by

many farmers in 1977 emphasized the credit prob-
lems in agriculture. The USDA first halted all FmHA
loan foreclosure last fall. Then the Congress, in Au-
gust, passed the Emergency Credit Act of 1978. Under
this program, FmHA is authorized to extend up to $4
billion in emergency loans.

Price and Income Support
Several adjustments have been made in the price

support levels for the various commodities — milk,
grains, soybeans, cotton, and sugar. These changes
were made to reflect changed cost conditions and to
restore balance among commodities. Deficiency pay-
ments were paid for the first time on 1977 crop wheat,
sorghum, and barley. Direct payments to farmers
disaster payments, deficiency payments, diversion
payments, and the ELS cotton, sugar and wool pay-
ments — totaled $601 million in 1977. In 1978, this
amount increased to $2.3 billion.

Production Controls
After the "food crisis" experience of the earlY

seventies, many people doubted that idling cropland
would ever again be an acceptable policy provision.
The first serious consideration of again using se-
aside was in the summer of 1977 when the 1978
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Wheat program was being formulated. In spite of seri-
ous reservations by some policy advisers, a set-aside
Program was instituted for the 1978 wheat crop, the
first use of set-aside since 1973. Set-asides were also
used for 1978 crop feed grains, and set-asides and
diversion will again be used for 1979 crops.

International Trade
A major determinant of domestic policy is now

the international trade in agricultural commodities.
Illustrative aspects of this linkage include:
1.) enhancing our reliability as a dependable sup-

plier through formation of the grain reserves.
2.) increasing short-term credit for export sales to

$1.6 billion in fiscal year 1978, almost triple the
fiscal year 1977 level.
Other Administrative policy actions dealing with

international trade include:
1.) the use of fees and duties on imported sugar to

keep our sugar prices from falling below the 52.5
Percent of parity price-support loan level es-
tablished in the 1977 Act. Following the failure to
enact another sugar program, the Administration
will use fees and duties on imported sugar cane to
maintain a market price objective of 15 cents a
Pound.
seeking a shared commitment to world reserves
of grainstocks in negotiations for a new Interna-
tional Wheat Agreement. However, agreement on
stocking and release price levels has eluded the
negotiators thus far. The U.S. is reluctant to store
more than its part of a world grain reserve, while
countries that have not already invested in stor-
age programs and facilities are not eager to accept
that cost.
an effort to negotiate a final agreement in the Mul-
tilateral Trade Negotiations by the end of 1978. A
setback was the failure of the 95th Congress to
renew the President's authority to waive U.S.
countervailing duties on subsidized foreign ex-
ports. Extending this authority will be a first
Priority of the new Congress, and perhaps the
MTN can still be concluded with some benefit to
U.S. agriculture.
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Emergency and Disaster Programs
Several actions were taken over the past two years
help farmers with various kinds of emergencies

nd disasters. The Disaster Payments Program, first
iegislated in the 1973 Act and continued under the
•,t977 Act in a modified form, makes direct payments
flO farmers who suffer low yields or are prevented
j°111 planting. Only wheat, feed grains, cotton, and
'ice are included in this program. This program has
?aid farmers from $300 to $500 million a year. Addi-
'tonally, in the spring and summer of 1977, over $500
Nihon in drought assistance was provided farmers.

The Performance
th It is much too early to judge the performance of
0 1977 Act. But, judging from the one year of experi-

ence, we can conclude that it has worked well thus
far. Even though the 1978 harvest was the third suc-
cessive large one and stocks were rebuilt from the
lows of the early 1970's, prices and incomes are much
improved. In fact, farm income for 1978 will be the
third highest ever. And, at the same time, we es-
tablished a large grain reserve and exported record
volumes of agricultural products while idling less
than 3 percent of our cropland. We should recognize,
however, that while part is undoubtedly due to pol-
icy, part is also due to circumstances. A major factor
in the income level is higher receipts from livestock
due to the current phase of the cattle cycle.

STATE OF THE POLICY PROCESS
The policy process in Washington is a highly dif-

fused and pluralistic one. The Senate, in particular,
seems to have great difficulty in coping with what I
would call special interest politics. On the House
side, the interests of consumers, environmentalists,
and other groups having interest in food and fiber are
much more clearly articulated in the process, which
is a much more complex one. They seem to be able to
come out with somewhat better overall balancing in
their judgments and in their policies as they relate to
food and agriculture. The same kind of complexity
and pluralistic process applies in the executive
branch. As you probably are all aware, the current
administration created what they call a "working
group for food in agricultural policy" that reviews
most of the issues and develops most of the policy
options for the executive branch. While that working
group is chaired by Agriculture, it consists of repre-
sentatives of the Departments of State and of Treasury,
the Office of The Special Trade Representative, the
Office of Management and Budget, the Council of Ec-
onomic Advisors, the Security Council, the Domestic
Policy Staff, special assistants for consumer affairs,
and the Council on Wage-Price Stability, all of whom
are there because they have special interests in food
and agriculture. Obviously, that makes the process a
very complex one.

I want to make two points that are basic. In the
new Congress which is coming to Washington very
shortly, there are major changes in the offing in sev-
eral critical committees that relate either directly or
indirectly to agriculture. The Senate and House com-
mittees will have major turnover. in membership.
There will be a large number of new actors on those
two committees. The other point is that I think this
does not necessarily mean that agriculture has lost its
effectiveness or that the likelihood of agriculture re-
ceiving good legislation has diminished to very low
levels simply because of these changes. I think what it
suggests is that quite a different sort of strategy is
going to have to be employed, basically one of coali-
tion politics. Coalitions will have to be formed be-
tween agricultural groups and particularly between
agriculture and other special interest groups if they
are going to move legislation through the Congress. It
seems increasingly evident that that is the way the
ball game is going to have to be played.
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gram probably has a fairly good chance of being put

into place this year.
I doubt that we'll see legislation, but I expect to

see considerably more discussion about the issues
surrounding the so-called yellow sheet method of
pricing meat. We recently issued a report on that sub-
ject, and, needless to say, it generated a lot of dialogue

and reaction. The yellow sheet is under question as to

its representativeness, its adequacy, its accuracy as an

indicator of exchange transfer prices in the movement

of meat.
I think those are likely to be among the major

issues. I do not see any broad-scaled effort or interest

in overhauling the Food and Agriculture Act of 1977.

I don't think the circumstances are such that you're

going to see another piece of emergency legislation

like the one passed in the spring of 1978. It will be a
relatively quiet year so far as legislation on the Wash-

ington front is concerned.
Now let me conclude with a brief outline of some

of the longer term issues that I think are important to

food and agriculture. I think we have been moving

very gradually towards a more comprehensive food

and agriculture policy, which incorporates not just

the agriculture sector itself but relates agriculture to

nutrition and international trade policy. Certainly we
are going to have to give increasing attention to and

have increasing controversy and legislative action

around — matters related to resource development,

conservation and use. One obvious area is water,

where we have a variety of major kinds of quality and,
in some cases, quantity problems. There are major

issues evolving in the West concerning methods of

pricing water from federal projects. I think those are

not transient; those are likely to be ones that will be

with us for some time to come, and they have very

important implications for American ilroduction
agriculture. Land use is again on the forefront. There

is substantial stirring within the executive branch on
various kinds of land use proposals and land use ac-
tivities involving state and federal governments. Ena-
bling legislation has been proposed on several occa-

sions in recent years. I doubt that we are ready to pass
that kind of legislation yet, but we're inching toward

it, and as we look at the 1980's, I would suggest that

the whole matter of land use and public policies re-

lated to land use will be ones of very substantial im-
portance. Obviously, energy and how energy supplies

are to be developed and the impacts of those develop-
ments on agriculture, particularly in this part of the
country, are ones of major concern.

I think there is another set of issues which we are

tending to overlook, if not sweep under the rug,
which in my view is of fundamental importance. That
is the set of issues that relate to the structure, organi-
zation, and control not just of agriculture but of the
agricultural system as a whole. I think what we see
evolving is a rather industrialized marketing systenl,
which raises questions about how that marketing sys-

FOOD AND AGRICULTURAL
POLICY ISSUES FOR 1979

Among the more traditional kinds of agricultural
issues there are two or three, however, that are going
to be controversial and hot. Certainly one is sugar
legislation. The Administration is meeting this week
with representatives of the sugar industry to begin to
seek out common grounds for development of a new
sugar bill. As I said earlier, the announced price objec-
tive for sugar is 15 cents. You're probably also aware
that the United States has ,indicated its support of the
International Sugar Agreement. Congress is holding
up ratification of the ISA until such time as the do-
mestic sugar policy is adopted. Just how that is going
to come out, I am not prepared to speculate. The legis-
lation is basically back to ground zero in terms of
development.

Another area on which there again will be consid-
erable debate and disagreement and which will be
back on the agenda of the Congress early in 1979 is
that of meat import legislation. The last Congress did,
in fact, enact a countercyclical beef import bill which
was vetoed by the President. At the time it was vetoed
he indicated that he was not necessarily opposed to
the countercyclical provisions. Those are provisions
which would increase imports of beef when beef sup-
plies are short domestically and would lower the im-
ports of beef when the domestic supplies are large.
The Administration seemed to favor that. What they
did object to were provisions in the bill that limited
the President's authority to revoke the import quotas
completely. I think that likely there will be a new bill
that will find substantial support in the Congress and
in the Administration, given the intensity with which
the inflation issue is being regarded in parts of Wash-
ington.

Another field in which there likely will be legisla-

tive action is that of comprehensive disaster insur-

ance programs. There are the usual questions of how
comprehensive such a bill should be — what the pre-

miums should be, what level of subsidy will be pro-

vided by the government, how the private insurance
sector will react to that set of issues. There is also the
question of whether or not the Congress, if it enacts

such a comprehensive disaster insurance program,

can be consistent with its own actions and not at the
time of the first local disaster immediately undermine
the program that it has just enacted.

The emergency wheat reserve is another issue
that will be put back on the agenda. This is an initia-
tive of the Administration that was put up a year ago
but got nowhere in the Congress. The idea here is to
acquire a supply of something like six million metric
tons of food grains that would be purchased by the
government, insulated from CCC stocks or from the
commercial markets, and held for international food
disaster relief purposes. I'm not sure what objections
there were to the technicalities of the -bill. That pro-
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tern will perform and how the farm sector will relate
to it through cooperatives or contracts or other kinds
of arrangements. I think the continued concentration
in the food marketing, processing, and distribution
sector poses some very basic public policy issues that
We are not very well addressing.

In a somewhat different dimension of that same
issue, a new commission called the National Com-
mission on Anti-trust Policy is looking very carefully
at, among other things, the nature of the Capper-
Volstead Act, which provides for the establishment of
cooperatives. It is analyzing the application and use
of marketing orders and their effect upon the perfor-
mance of the food system. There are some people who
argue that the Section 2 authority of Capper Volstead,
Which requires the Secretary of Agriculture to take
action when he believes cooperatives have unduly
enhanced market prices, should be transferred out of
the Department of Agriculture.

But there is more generally a set of major public
Policy issues that revolve about general questions of
organization, structure, and control. What kind of a
Production marketing system do we want to have,
and what policy instruments should we be thinking
about as means of influencing the structure and or-
ganization of the future? I don't think the issue has
been very carefully addressed and thought about,
and, as I say, I think sometimes agriculture tends to
ignore it or to sweep it under the rug. Clearly, in rural
development policies there are a significant number
of issues that are yet to be dealt with very effectively.
There is the whole question of provision of commu-
nity services under various kinds of employment mi-
gration patterns. There is the role of the federal and
state governments in rural development issues, the
Whole question of what sort of a strategy is to be pur-
sued. And the transportation policy of this country is
one very crucial to agriculture. I think the issue of
transportation policy as it relates to agriculture has
not been very carefully thought through. We tend to
limit ourselves to discussion of a few exemption
Clauses that pertain to agriculture and focus upon
very immediate issues related to rail freight rates, but
the whole transportation system is a shaky one and
major kinds of adjustments in transportation are
likely to be required in the next decade or two. Those
Changes could have a major impact on the availability
and cost of transportation services to agriculture.

Finally, the last issue I would mention is our set of
Policies related to agricultural research. There are
those who point to what they believe to be signs of a
leveling off of productivity in American agriculture.
They feel that our storehouse of new technology is
relatively low, and that this can be attributed in part
to the lack of adequate investment in agricultural re-
search over the last couple decades. I think that's
Probably not on the order of importance of some other
issues that I've mentioned, but it is one that reflective
origressmen and agricultural groups are going to
nave to look at and be concerned with.

Discussion
Norbert Dorow: Agriculture, as Dr. Farrell pointed
out, is in a paradoxical situation where a heteroge-
neous group of land-owning farmers is becoming
wealthy because the income from land appreciation
has exceeded net farm income for the last several
years. Of course, this makes it very difficult to have a
policy which will help new farmers get into agricul-
ture. A quote which I saw recently says, "Farmers are

• typically people whose assets are in real property and
whose liabilities are in money." I think that's where
farmers find themselves. They may have assets, but
they don't have enough cash flow to meet their cur-
rent expenses. I think some questions arise as you talk
about farm policy. Farm policy for whom? Are they
within agriculture, a diverse group in itself, or are
they consumers, or the tax paying public? What
should be the role of government in meeting our
goals? What is a family farm? What effect do farm
policies have on farm enlargement? What effect do
they have on the beginning farmer getting into agri-
culture? What about parity? The AAM of course. has
again made the parity concept quite viable politically.
This is just a little bit of background. I encourage you
to make comments and to bring up questions.
Q: Ken, for a long time there has been consideration
of bargaining legislation for agriculture. Do you think
this fits in the future picture or into the picture at all?
Farrell: I think that under the current circumstances
it will be very difficult to enact any comprehensive
type of legislation relating to bargaining arrange-
ments for agriculture. As you all know, there has been
a series of bills called National Bargaining Legislation
introduced under various titles over the past several
years. The most recent version of this legislation
would allow bona fide associations of agricultural
producers to come together for bargaining and would
require processors, handlers, and buyers to negotiate
in good faith with these representatives of producers.
This most recent proposal sets up certain kinds of
Taft-Hartley-like procedures for negotiation in the
event of stalemate disagreement. That legislation
while repeatedly put on the agenda, has never in re-
cent years come very close to enactment. To be quite
frank with you, I think its chances are much less now
than they were a year or two ago, and the basic reason
for that is the immediate preoccupation with any-
thing that could have inflationary impacts. Also at the
very time that questions are increasingly being raised
about the performance of agricultural cooperatives, it
would be hard to find sufficient support to enact any
broad, comprehensive legislation on bargaining.
Q: Doesn't the Capper-Volstead Act have some provi-
sions for bargaining that would provide some of this
authority?
Farrell: The answer is yes, it does permit the forma-
tion of cooperatives, including bargaining association
cooperatives. All states do have legislative authority
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LLI
to permit producers to come together in cooperatives
for purposes of bargaining as well as for other pur-
poses. But the problem, as seen by producers and by
some bargaining associations, is that they cannot re-

-
quire the buyers of their commodities to bargain with
them. Where they do bargain with them, the provi 
sions for resolutions of disputes are not always very
clear. So there is a substantial number of producers
who would like to have more comprehensive legisla-
tion of this kind. There is a sizable number of bargain-
ing associations, by and large in the specialty crops,
and under the arrangements of federal milk marketing

O 

orders, marketing cooperatives themselves in effect
become bargaining associations as they bargain for
prices above the marketing order minimum.

Q: A number of speciality crops that are not currently
covered are experiencing some oversupply problems
because land use is being diverted to them after 

tude of Washington on this?

the
controlled crops are fully planted. What is the atti-

Farrell: I think, generally, to stay out of it. There's

been very little interest of any kind in including

O 

minor or special commodities in basic legislation.

There are other kinds of programs that are designed

for specialty crop producers. Currently there is not

O 

very much land being diverted out of those basic

crops. I think it was something like 3% of the planted

acreage last year, although in some areas it may be

more severe and quite real. I think generally, it is the

posture both of the Congress and of specialty crop

O 

producers themselves not to seek inclusion in com-

prehensive legislation of the type of the Food and

Agriculture Act of 1977.

Q: Is there developing or is there already a communi-

LLI 
cation problem between farmers and the USDA? And
does the USDA have a credibility problem in the eyes
of farmers because of positions that it has taken on 
particular pieces of legislation? 
Farrell: Yes, I think that the relationship has become
quite strained. I think the AAM in particular has spo

O 

-
ken out on this issue most clearly and forcefully.

They, in essence, see agricultural riolicy in a com-

modity price-income contest rather than in the

O 

broader food and agricultural policy context. I think

the Department of Agriculture has broadened its own
agenda by internalizing within the department vari-
ous viewpoints, coming from the consumer as well as
the environmentalist. That has made the decision
making process in the department difficult and com
plex. It has heightened the various goals and objec-

-

tives of the Department of Agriculture, sometimes, I
think, to the chagrin of agricultural producers. There
are other reasons for the currently strained relation-

LLI ship, but those are certainly some of the reasons that
contribute to it.

Q: Do you think that farmers may be getting a little
irate because the Department of Agriculture seems to
them to be more a consumer group than a support for
agriculture?
Farrell: Yes, I am sure there is that perception. I am
sure that some of the department's actions with regard

to food safety and food quality, for example, have
been ones that have upset farmers. They wonder

whether it is the Department of Agriculture or the
Department of Agriculture, Food, and Consumers or
what. Now, I think that is strictly a fact of life. There
are many legitimate interests in food and agriculture,
and many persons are affected by the way food is

produced and priced and marketed. It is a fact of our

life that the issues related to agriculture are not and
cannot any more be torn apart from these other sets of
issues, and somehow, in the policy process and in the
organization of the Department of Agriculture, those
kinds of realities have to be dealt with. In doing that,
certainly, there is going to be alienation of some
groups. On the other hand, to turn it around, con-
sumer interest groups have great distrust of the De-
partment of Agriculture, too, because they feel that

we come at it solely from a producer point of view,
and so it goes. Conflict is inevitable; it's part of the

reality of today's world.
Q: I'm having trouble reconciling two things. You
traced out the effects of the American Agricultural
Movement and how it has forced some rethinking of
the goals for agriculture, particularly the increase ill
concern for stability. In response to the question on
bargaining, you felt that there was less likelihood of
that happening in the future. To me, it would seem
that one of the effects of the AAM would be to put
more pressure on government to make agricultural
bargaining a more realistic possibility. Isn't that in-
consistent?
Farrell: I'm not sure there is an inconsistency there.

What I was trying to say was that one of the points of
emphasis in the Food and Agriculture Act of 1977 and

one of the major concerns of the 500,000 or so larger
farms which produce the majority of the food, is that
of market stability. Because of their leveraging and the
high proportion which fixed costs constitute of total
costs, they can get themselves in a position vulnera-
ble to the ups and downs of the market. For theme
policies that will promote stability, a feed grain re-

serve or some other policy, are more important than

are price levels per se. That's not to say they are un-
concerned about those, but the stability question is
the primary one. They want the government to re-
move as much uncertainty as possible in the market-

place. Now, in response to the question on bargain-
ing, I don't think that is inconsistent. It's possible that
bargaining could be evolved in such a way that it
would add to the stability. But I think the bargaining
drive per se is more concerned with simply elevating

the average level of prices than it is with stability.

Pragmatically, at this time I just don't think that will
wash in the halls of Congress.

Q: Are you seeing any difference in the make-up of
the AAM people — their age, the areas of the countrY

they are coming from, their approaches — this year

than last?
Farrell: I'm not sure I really am the best observer of

that. I did meet a lot of them last winter, and I was at a

conference recently at Texas A & M where they were
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represented from around the country. My general im-
pression was that it's pretty much the same make-up.
It s still predominantly a young farmer group, but by
no means a small farmer group. It represents very
large farmers as well, farmers who have invested
rather heavily in land in the last three to four years.
My feeling is that it's still the same group. I might add
that I still don't perceive within that organization any
Clear, central focal point of leadership. It is a very

. b. road and diffuse kind of organization, at least as I see
it.

Q: Given the world sugar supply situation — the fact
that even though the stocks are high, FAO reported
last summer that world consumption had caught up
With the production; the fact that the U.S. still im-
Ports around 40 percent of its sugar; the fact that there
is a drive for stability in agriculture; and the fact that
Most of the U.S. sugar is teetering — why is this ad-
Ministration taking such an incredibly hard line on
the target price of sugar? And why did they take such
an outrageously inconsistent position on the cost-of-
Production adjustment for that target price? The con-
ference committee ultimatum that was sent down to
the White House had a 1 percent escalator! There
were some unknowns there that simply boggled my
Mind. What was the motivation for that posture?
Farrell: I'm not sure I can answer all of that. I simply
don't know. I think in part, it was the timing of thatlegislation. The Administration caught up in self-recrirnination for not having held the lid more firmly
°n increases in other target prices for other commodi-
!ies and felt a lesson needed to be made at some point.
It wanted to show that it was not going to go alongwith unlimited across-the-board kinds of increases in
suPport levels. I think also that the politics of the
Nal' lobby, the positions that it took, hardened the
'Administration's opposition to some parts of the pro-
Posals. On their objections to the cost-of-production
hescalator — frankly, the production cost data that we
ti ve, while they are weak in many respects, suggest
'tat Price objectives at the level of 14 or 150 were
ring to result in a very substantial benefit to a very
arge Proportion of sugar producers. Books could be
vWritten on that whole exercise of sugar policy. It's a
„erY complex, very political process which I only pe-
t_lyherally understand and see. You are obviously
'Llose to it. You may want to elaborate.
;Jc'inInent: One of the oldest sugar companies in the
th'S., owned directly by the Mormon Church, learned
at,a,t they  Were going to be guaranteed a target of 150

decided look, we're going to close the books. It
incedlned to me to be a fair indication that the sugar
th ustrY nationwide is in much more serious trouble
vaan the administration figures it is.
berrell: I don't think there is any question that both

wri
e t and cane producers have gone through theanger. Obviously with world prices closer to 80

l

d'i;w, there's just no way that American sugar pro-

,infh 

teers are going to be able to compete at those levels.
laintikoil gain, it's the question of food prices and
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Q: Mr. Farrell, in discussing the Agriculture Act of
1977 you attached a number of caveats. One was that
in the case of your farm-held reserves, there are con-
tractual arrangements which may mature and the
grain come on the market before it's needed. As one of
the advisors on the Canadian side of the trade negotia-
tions in Geneva I know that's definitely one of the
concerns we've raised. Earlier, someone asked if the
Canadian farmer looked with envy on the American
system. I think I can answer that question no, but
we're darn concerned about how you run that system.
The wheat proposal is a U.S. proposal, and I think
that's the first time the American Administration has
taken that initiative. We support that proposal, as you
know, and we supported it very strongly. We are con-
cerned, though, on this particular aspect: if at the time
that the signatories to that agreement are accumulat-
ing reserves because the price has fallen to that level,
you start releasing these farm-held stocks, of course
there is a price-nullifying effect. Really all that has
happened is that the international community has
picked up part of the reserve commitment that you
were carrying before on your own. I don't know if you
can make me any more comfortable, but it's obvious
from my remarks that we have raised that question
rather pointedly with your people.
Farrell: I can't make you any more comfortable be-
cause I don't think the issue has been addressed very
definitively yet. Obviously, one possible way to han-
dle that would be through what we've called a reseal
program. That is, if it were determined that it's in the
best economic interest of the American farmer and
the furtherance of our commitment to the interna-
tional agreement not to release the wheat, some exten-
sion under incentive terms would be looked at. But
truthfully, we have not really got to the point of look-
ing carefully at those implications. One could foresee
circumstances in which the loan provisions of a siz-
able quantity of grain in that farmer-held reserve
could mature at a time when it could make price prob-
lems worse. It has simply not been well addressed.

Q: Would you comment on the idea of major produc-
ing countries forming a cartel.
Farrell: I defer very willingly to Alex McCalla. He's
written extensively on this subject.
McCalla: I think the issue of cartels is not new at all.
Primary producers of agricultural commodities toyed
with the idea as far back as 1902, which was the first
International Sugar Agreement. And over the last 50
years, there have been probably -10 or 12 arrange-
ments which have had measurable success in the
short run. The problem is that the management of a
cartel has the same problem as a cooperative has,
namely that if it makes sense to join together to ac-
complish increased prices, it also makes sense for
someone to leave it because there is a cost to partici-
pating in a cooperative, as there is in a cartel. If you
succeed in raising prices, then it pays certain mem-
bers to leave that cartel. That's the so-called free-rider
problem.

The second major issue is how to maintain disci-
pline among potential wheat suppliers who would



not be original signatories to the cartel arrangement.

Right now you've got three countries — Canada, Aus

tralia, and the U.S. — who supply more than 70 per-

cent of the world wheat exports. You also have the EC-

9 involved, which is increasingly an exporter of

wheat. I suspect if you doubled the price of wheat,

there would be a supply response, without control, in

Australia, and there certainly would be in Canada and

in the U.S. I think there would also be negative de-

mand response in a lot of developing countries. But

there are lots of other countries with potential. Tur-

key, for example, is on the verge of switching from a

net importer to a net exporter of wheat. Doubling the

price of wheat might have some impact there. So the

real problem in a renewable resource is how to main-

tain a supply control if you don't have all potential

producers among your original signatories. That's ex-

actly what happened with cocoa and coffee in the

1950's. There was a Latin American Cartel which

didn't include African nations. Under the price um-

brella, prices were raised by the coffee exporting car-

tel, which substantially expanded production in

Africa.
The question is often more emotionally than ana-

lytically treated. There are people who take the posi-

tion that cartels are by definition bad; therefore one

shouldn't talk about them. There are others who say

that theoretical arguments mitigate against them.

There are others who say past experience suggests

that they don't work for very long. The most recent

analysis I saw — by Professor Behrman from Pennsyl-

vania, of the United Nations Conference on Trade and

Development proposal for primary product cartels —

is that there is some evidence that in the short run

primary producer cartels enhance producer income,

and furthermore they may, in fact, be stabilizing as far

as inflationary impacts are concerned. So I think there

is room for analysis, and I don't think that one can say

a priori on the basis of what we now know that they

should or should not be used. My suspicion is that if

multilateral negotiations don't succeed in producing

any sort of international trade agreement, you will see

increased pressure — from my Canadian colleagues,

but also from a lot of other sources within the U.S. —

to press for some sort of wheat cartel. They will ask

why should we get low prices for wheat and have

outfits like the European Economic Community ap-

ply a variable levy equal to the price of that wheat and

then turn around and subsidize their wheat exports in

competition with us.

Agricultural Situation
and Outlook
Dawson Ahalt
World Food and Agricultural
Outlook and Situation Board
USDA
Editor's note: Dawson Ahalt's visuals were slides. We

regret that the charts were not available for this publi-
cation. The basic points are covered in his descrip-
tions, however.

A lot
agriculture.

Prices of farm products improved in 1978. This is
the fourth year in a row that world food production

has been large. Consumption has increased because
of larger population and rising incomes. This has kep
up demand, prices, and trade volumes.

Expansion in world trade has been led by feed

grains as countries try to raise the protein levels in
their people's diets. In recent years, the growth of

trade has caused some major adjustments in our do-

mestic livestock industry.
By next June the world will have accumulated an

estimated 200 million tons of grain stocks, about 16
percent of annual global consumption. The reserve
program, which holds some of the stock off the mar-

ket, has helped keep prices up.
Wheat prices have fallen off because Australia

has come back into the market Corn prices \krill hol
firm because of record demand Oilseed consumption

has gone up tremendously as various countries use

more of them to increase the protein content of their
animal feed. Brazil is expected to have a better croP

this year and this will affect the market.
U.S. acreage planted to crops will increase 4-5

percent this year, according to January intentions.

The cattle industry appears to be finishing the liqui-
dation phase, but supplies will be low for several

years as herds are rebuilt. Feeders are bidding aggres-

sively for calves, and some feeders will get squeezed.

VVe could get a big increase in hog production, which

will put downward pressure on prices. Broiler pro-

duction has expanded. There should be about the

same total quantity of meat available this year as last,

so if consumers will make some substitutions, prices

won't explode.
Our world markets are affected by income levels,

population, prices, and exchange rates. Our big a
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Vantage in trade is our large crop of coarse °rains. The
Wheat picture is not as bright because there is lots of
competition. Rice, cotton, and soybeans also contrib-
ute to our high export volumes.

Farm income last year improved in real
But over the long run, when you take out the peak
Periods, total income in the farm sector has been rela
tively flat.

I'm not going to give you a speech this morning,
but I brought some visuals to help us look at the agri-
cultural situation.

There are a lot of exciting developments going on
in agriculture. I agree with most of the things that
Willard Cochrane said here this morning with regard
to both the near term and the long term outlooks.

This first chart simply shows prices for the major
agricultural commodities. On the left it shows prices
for livestock and livestock products. On the right we
see the grains at the top, then soybeans and cotton.
Generally, this shows that we have had improve-
Merits in farm product prices in most areas in 1978.
Higher prices have to be looked at in perspective be-
cause we did have some very depressed price levels
i211977, particularly for wheat. Also our cattle indus-
,1rY went through some very severe price declines dur-
mg the liquidation phase beginning in 1975, so we
lflIply have been seeing the industry getting supplies
2ack and making a better adjustment with demand.
Uut generally there has been a substantial improve-
M. ent in farm product prices and incomes for farmersIn this past year.

Let's look at the world situation. It's a compli-
cated chart, but it is an effort to try to put the whole
,1"rld grain picture into some kind of a perspective.

here are a couple of points of interest.

ti 
The solid black line shows world grain produc-

r.", and it includes Wheat, coarse grains, feed grains,
ce, and some of the other very minor grains. But it

1960'itows world production going all the way back to
•
The dotted line shows consumption, and of

c,"rse when you have production in excess of theuotted line, you have stock accumulation. That builds
uP, these bars down on the bottom paft of the graph
/syknich show world stocks. The dark part of the bar
olmws stocks that we're carrying here in the United&tales.

Now the interesting thing is that if you look at this
,A'c art, you see a big dip in 1972; that's the one that
civvi.illard talked about. The dip itself isn't a whole lot
tLfferent than some earlier ones we had, but look how
lit e consumption held up. And that began to work oursiocks down, both in the world and in the U.S. That_was the period when the Soviet Union entered the
n et. Since that time, we've had some additional
ti12s and downs, but this is the fourth year that produc-
'II has been large in the world. We've had recordi.g.ra,in crops in 1976 and 1978, which added substan-l̀ailY to stock levels.
do .Now, one of the things that there's a tendency to

ls to just look at these big world crops and say my

God — we're buried in this stuff! But the interesting
thing is to look at the consumption. Consumption
also continues to move up to record levels as popula-
tion increases and as incomes improve. That increase
in population has brought on a significant increase in
world grain trade.

This chart shows world grain trade, and it also
shows you where the increase is. The increase is in
the coarse grains or what we call feed grains here in
the United States. There's been some increase in
whet trade, but there's an enormous upward trend in
the coarse grain shipments, reflecting increased in-
comes and efforts around the world to put more pro-
tein into the diet. You also notice that there are fluc-
tuations in the trade figures, which have been quite
sharp in recent years. They have been one of the rea-
sons that the present Administration has moved
-strongly toward putting together a reserve program to
try to iron out the fluctuations in trade.

This chart shows net trade by the Soviet Union.
When the black line is above the zero, that means that
the Soviet Union is importing grain. When it is below
the line, they're actually net exporters. They can be
either one. You can see in recent years they've tended
to be net exporters, but it has fluctuated quite sharply.
We in the Department of Agriculture catch a lot of hell
because we don't predict accurately what goes on. But
how would you have liked to have been the Soviet
expert back here when the fluctuations were fairly
narrow and they were adjusting their consumption
levels? How could you know they would move into
the world market to the extent that they now do and
have such an impact on world trade?

I want to concentrate now on the demand side.
Here we see grain concentrates fed in the United
States. This includes the grains as well as the by-
product feeds. You can see that while we have had
enormous growth in trade in recent years and expect
to see an increase in our exports in the years to come,
we can't have it both ways without paying the conse-
quences of the adjustment. When the prices that you
see down on the bottom began increasing in 1972 and
1973 and then we had a very severe drought in the
corn belt in 1974, our feed prices went up very
sharply relative to livestock product prices. The do-
mestic feeding industry cut back sharply, and they are
still feeding nearly 20 million metric tons less con-
centrate than they were in the peak 1972/73 year.

We won't be able to get back up there until the
cattle industry gets back into the expansion phase and
relative prices adjust to the point where it continues
to be profitable to expand our livestock industry. So
while our trade has expanded and has been a big plus
factor to U.S. agriculture in recent years, we've also

had some enormous adjustments in our livestock in-
dustry which have affected our domestic feed use,
and we're still in the adjustment process.

:Jere we see grain stocks — wheat and coarse

grains -- in the world, shown by the top line. The

middle line shows the world if you take out the U.S.,

and the bottom shows the United States. We're esti-

mating that next June, the world will have a total level
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of stocks of about 200 million metric tons of grains.
That is almost double what we had in the mid 1970's
when things dipped down and we had the very high
prices.

Now people look at those stock levels, and they
worry about the implications of those stocks on
prices. Of course, they are important. It is interesting

to look at those stocks relative to consumption. Right
now they're running something in the neighborhood
of 16 to 16-1/2 percent of annual global consumption.
At that low point in the 1974-76 period, they got
down to 11 percent. So stocks relative to consump-

tion are higher, but they're much less than they were
back in the late 1960's, when stocks got up to almost a
fifth of annual consumption.

You also have to look at our reserve program. Here
we see the total U.S. wheat carryover. The bottom part

.of the line shows the amount of stocks that are in the
farmer-owned reserve and in CCC inventory. The
solid line represents free stocks, which are substan-

tially below what we had in crop years 1976 and 1977.

Hence that's a big factor in the price improvement that
we have had in the past year.

You have an even more dramatic comparison in

the case of feed grain. These stocks are shown in mil-

lion metric tons. We're expecting to end up this year
with over 50 million metric tons of U.S. feed grains, of
which somewhere in the neighborhood of 25 to 26
million will be in the reserve. When you add that
together with the wheat, you get about 37 million
metric tons that the Administration is holding in its
reserve program. So the stocks have to be looked at
relative to consumption and in terms of what's really
available for the market. As Willard Cochrane indi-

cated to you earlier, those stocks that are held in the
reserve are isolated from the market within certain
price bands. Thus we have seen the accumulation of
these reserves, along with the expanded trade, as a
major factor improving the market for our grains in
this past season.

What about prices? This chart shows futures
prices for Chicago soft red wheat. On the bottom is the
cash price. Our soft red wheat market has been quite
strong this past year because of reduced production.
But we can see that prices hit a low point last August.
Wheat prices at harvest time moved up quite substan-
tially; we moved record quantities of wheat into the
export market this fall. But recently prices have fallen
off. The falloff occurred despite our very large export
levels because, after little competition from the
Southern Hemisphere last season, Australia has come
back substantially and is moving its grain into the
world market. As a result, the world wheat picture is
not as tight as it was because of the large crops and
because our export competition is a lot stiffer as we
move into 1979 than it was a year ago.

Corn prices bottomed out in the summer, moved
up this fall, and have come off a little bit. But even
with the recent increase in our already-record 1978
crop, we're still looking at corn prices at the farm
running a little over $2.00. We would expect those to
hold pretty firm on into 1979 because of the current
demand situation. Even though we produced the

record crop of 7.1 billion bushels here in the United
States, we're exporting a record level, and we are ex-
panding our feed usage. So total disappearance of
corn this year will also be a record. I certainly agree
with Willard about the long-term demand for feed-
stuffs in the world markets. In the near term, I also
think that corn prices will hold up stronger relative to
wheat because we don't have the competition in the
international market for corn that we do for wheat.

I want to say something about the planting inten-
tions. Let's talk a little bit about oilseeds. When the
fellows put that chart together, I told them there must
be something wrong with it. We tried to draw this
chart like the grain one. The black line represents
production and the dotted one consumption. I knew
production of oilseeds was expanding enormously.
What I didn't realize is that the consumption was also
going up in a very sharp fashion. In fact, I originally
thought they had drawn the national debt for me there
— rather than the supply and use of oilseeds.

Think of this demand in conjunction with what
we've been saying about feedstuffs. Here we're seeing
the enormous demand for protein to go into feeding
rations. The demand is expanding both in Asia and in
Western Europe. In Western Europe, the high variable
levy on grains has meant that they have been turning
to parts of Asia, particularly Thailand, and bringing
in manioc as a feed grain substitute. Manioc is very
low in protein, so they have been looking to the
United States as a source of protein to bolster their
rations.

Similarly, the Soviet Union must have very poor
feeding rations relative to what we tend to think is
reasonable or that make sense in the United States.
The Soviet Union and Eastern Europe also have been
growing markets for oilseeds. So you have not only
the expansion of population and income, but you also
have the effort to put more protein into the ration to
make a better feed concentrate for animals, and that
has contributed enormously to the growth and de-
mand for oilseeds and particularly our soybeans.

This chart shows the soybean futures prices,
which have been quite strong in recent days', up
around the $7 level. Our people are watching what's
going on in Brazil very carefully after their poor croP
last year. We expect them to have a much better croP
this year, but it has been dry in one of the southern
areas where they produce soybeans. In Brazil's Ri0
Grande do Sul area you have a cloud float over in this
kind of a market, and it will affect the prices in the
Chicago exchange. The market is tight and it's verY
sensitive to what's going on in this particular market.

Our farmers worry very much about the growth in
Brazilian soybeans. When they have a good year,
they'll produce a crop about a fourth as big as ours.
We produce some 40 million tons of soybeans annu-
ally. We're thinking that they might do 12 or maybe 13
in 1979. They're important.

But j've heard people say that had it not been for
the growth of soybeans in Brazil, the United States
would probably have had more than one embargo on
soybeans besides the one we had in 1973. In other
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words, you've got to look at the demand side as
well as at the production side. It has been expanding
enormously.

We just released our planting intentions report on
Monday. In that report, farmers indicated that on Jan-
uary 1, based on the price relationships that were
existing at that time, they would expect acreage to
increase about 4 to 5 percent. Corn acreage was up
about 1 percent, but the other feed grain acreage was
off from a year ago. I think both spring and durum
Wheat were up something in the neighborhood of 2 to
3 percent. Cotton acreage was also up because of the
tight world supply situation. But basically, it looks
like farmers probably will not participate quite as ac-
tively in the set-aside program in 1979, at least the
way things looked in early January. It looks like they
Were going to shift more to soybeans in the current
season, and given relative prices, that's about what we
Would expect.

Here's the cattle market. It's been quite strong this
Past year, reflecting the cut-back in production as we
appear to be ending the liquidation phase of the cycle.
This cycle, by the way, is the most severe that we've
gone through since we've been keeping data. In 1975
there were 132 million head of cattle in the United
States. This January, we're estimating it will be down
to about 110-111 million head — an enormous adjust-
Ment. The industry is going through really tough
times, and it means that we are going to have reduced
,Supplies for the next several years as producers re-
'31.1ild their herds.

Here we try to look at production and price trends
to get an idea of what net returns might look like to
cattle feeders. These are quarterly data beginning in
,1976. The top solid line is production and the dotted
line is price of choice steers at Omaha. The bottom
line is an-attempt to look at net returns. The produc-
,tion has been coming down — we're saying it proba-
* will be off on some 4 to 6 percent a tonnage basis
this year. The slaughter numbers will be down even
inore as heifers are withheld to go into the breeding
herd, but weights will be heavier because more ani-
Inals are going through the feedlot.

Our analysts are estimating prices at about aver-
age, about $60 a hundredweight in Omaha. They're
1,unning above that right now. I suspect that part of
mat is due to weather affecting the market. But the
market is very strong. With a tight feeder calf supply
and big supplies of grains, feeders are bidding aggres-

,sively for these calves. I think it's going to be hard for
many feeders to keep that net return line up on thepositive side in 1979 unless they've been able to
"dge their positions or unless cattle prices average
Ts,tronger than our $60 average estimate for the year.
Ill concerned that with feeder calf futures running

alnlost $80, some feeders will get squeezed in 1979
Unless there is some adjustment.
Is We've had a tough time trying to figure out what
'°g producers have been doing. Probably some of it is
01-1r lack of understanding of changes that have been
?.ccurring in the industry. We expected hog produc-
uon to expand last year, but it did not. We had a bad
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winter last year; there were disease and breeding
problems; and people also argued that there had been
structural changes in the industry. I think the major
factor has been that a lot of grain producers in the
Corn Belt who used to be feed/livestock farmers have
simply gotten out of the business or are producing
hogs only during periods when returns from grains
look reasonably good relative to the risk and the cost
of labor involved in getting into the hog business.

This year, however, with very favorable hog-feed
price relationships, producers have indicated that we
could get a big increase in hog production. They say it
could run somewhere in the neighborhood of 10 to 12
percent above a year ago. If you do get an increase that
sharp, that's going to put downward pressure on
prices. Production might not go up that much in 1979,
particularly if we are hit with another rough winter in
1979. Nonetheless, you can bet on higher pork pro-
duction this year and somewhat lower prices. They're
going to be off $2-3 this year from last year's $48
average.

Broiler production has been expanding very rap-
idly. We look for a gain of in the neighborhood of 6 to 8
percent this year. That would mean some downward
pressure on prices. The broiler industry has been
making very good money. With the phase that we're
in in the cattle cycle, I see no reason why they can't
continue to expand and make pretty good returns.

The interesting thing in the meat picture is that in
1979 we'll have something like 4-6 percent less beef
produced; we'll have more pork produced, perhaps as
much as 10-11 percent if producers expand; and we'll
have more poultry, perhaps 6-8 percent. So the total
quantity of meat available for consumers won't be
much different than it was last year, except that the
mix is going to be different. If consumers are willing
to make some substitutions, which I expect they are, I
don't think that we will see any upward explosion in
consumer prices in 1979.-There might be some wish-
ful thinking in that but I hope that's the case because I
think it's in the best interest of the industry if the price
adjustments are such that consumers can accommo-
date them without feeling that they're facing a real
income loss.

Willard Cochrane called food prices the cutting
edge. Food makes up a little less than 20 percent of the
total consumer budget, but in the minds of con-
sumers, what's happening to food prices affects,their
expectations about price levels in general.

I want to go back to the world trade picture and
talk now in a little more detail about our exports and
world trade. We are in a world market, and we've got
to continue to have policies which are flexible
enough to allow us to compete in this growing de-
mand around the world for food and fiber. Here you
see, in terms of both the value and the quantity of our
exports, that since 1968/69 we have had year after year
of increased volume of U.S. agricultural exports mov-
ing into world markets.

This is a chart where some people have tried to
look at the world in terms of per capita income-. I think
it's interesting because it shows you wher,e the real
demands are occurring. The brown bars show where
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you have per capita GNP of over $7,000 per person.
You can see that it includes the whole Northern Hem
isphere, excluding Mexico, and parts of Western Eu-

rope. Then you see the orange color, $5,000-7,000,

which includes countries like Australia, japan, and a

couple of minor countries in Western Europe. Then

you move into the $3,000-5,000 range, the lighter or-

ange, which includes the Soviet Union, the United

Kingdom, and Spain. It tells you something abou 

what these people are demanding in terms of food-

stuffs. Then you move to this gray line which in-

cludes a lot of countries in the Middle East, some

countries in Eastern Europe, some of the central

American countries, and Latin America in general,

where you have incomes of $1,000-3,000. We tend to

look at Asia and think of only Japan as being a country

where incomes are expanding, but those of you who

have traveled and have ever been to Hong Kong,

Singapore, Malaysia, or Taiwan know that you see

much higher levels of living than has traditionally

been associated with that part of the world. I think the

potential demands there are quite large. Down at the

bottom end, you have incomes of less than $200 in

countries like India and Bangladesh. I believe that we

in the department have traditionally understated the

growth in demand for the animal proteins. That's be-

cause we haven't understood what's been happening

to income levels and the pressures to improve these

diets not only in the Soviet Union and Eastern Europe

but in parts of Asia and other key parts of the world

where incomes are improving.
Here's another way to look at world income. It's

divided up a little differently. The first chart was on a

per capita basis, and this is on a total level. The

United States accounts for about a fourth of the

world's GNP. The contribution of the Soviet Union,

the People's Republic of China, and the other coun-

tries with centrally planned governments to the total

world GNP is about ,as large as the United States' --

23.5 percent according to this estimate.
The European Community accounts for about a

little less than a fifth of the world's GNP. Of course,

that's an area we have been working hard to get into

with more of our farm products. It is a major market

for us although their Common Agricultural Policy

limits our ability to move in there.
The other developed countries left in the world

account for only about 10 percent, which leaves the

developing countries with 14.2 percent.
Of course, in addition to income levels, popula-

tion, and prices, exchange rates have an enormous

impact on many of our markets. The dollar has been

under a lot of pressure, particularly in the last several

years. The pressure really began after the oil embargo.

Relative to the pound, the dollar strengthened, but

relative to the Japanese yen, the dollar has declined

very sharply. That has been a major factor in increas-

ing demand for our soybeans in that area.

Relative to the German mark, the dollar has de-
clined very sharply, making our soybean prices at-
tractive in that market, but relative to all currency the
dollar hasn't stood up so badly. Part of the reason is
that the currencies of our Canadian friends and our

Australian friends, who are important in world trade,
have also been under pressure. But the downward

pressure on the dollar has been a big factor, particu-
lady in our soybean market. It hasn't affected our

grain market in Western Europe so much because of
the CAP, and it hasn't had much impact on our grains
in Japan because of their pricing policy.

I always introduce this chart by saying that I
hardly believe it myself. Here's the value of our ex-
ports divided up into 4-year periods. Up until the
period 1968-72, we were increasing at a fairly modest

trend. Then in the 1973-77 period, our exports began
increasing very rapidly. The largest increases have

been in the oilseeds and their products and, as you
saw from some of the earlier charts, in feed grains.

Well, how important is the U.S. relative to the rest

of the world in trade? That depends on the commod-
ity. In wheat we have some 40 percent of the world's
share of trade. But our real advantage is in coarse
grains. Not only is the demand in this area expanding
most rapidly, but our share of the trade has been run-
ning over 60 percent. Many of these other countries
don't have the opportunity of producing coarse grains

as we do here in the United States. That gives us an
enormous advantage because of our large crops here. I
think the thing that works against us on the wheat

side is that other countries have an opportunity to

expand wheat relative to coarse grains, so that we get
hit both ways there. Every several years India has

been exporting some wheat. Turkey has become a
wheat exporter. That makes the wheat picture not as

bright as for feedstuffs.
Of course, we are a small rice producer compared

to the rest of the world. Asia produces some 90 per-

cent of the world's rice, but very little of it moves into

the world trade. We are a major rice exporter, proba-
bly the largest except that when Thailand has a large
crop it occasionally will move up there with us.

In soybeans, the United States has over half of the
world trade, and despite the increase coming in Bra-
zil, I would expect our advantage there to continue.

Cotton is very volatile. We have just under 30
percent of the world's cotton trade. That happens to

be a strong market right now because production last

year was off in the three biggest countries. Here in the
United States, we had bad weather in Texas. China
had problems, and so did the Soviet Union. So the
markets are quite strong, and we'll probably see more
acreage pulled back into cotton in 1979.

What does all- this mean? These markets have
helped improve farm income in the past year. Farm
income hit very low levels in 1976 and 1977. There
was a sharp recovery this past year. We are now saY-
ing-that this past year net farm income totaled a little
over $28 billion in real terms. It also improved be-
cause farm prices this past year did increase more
than the general rate of inflation, giving a boost to real
income. But the bottom line really shows the problem
because if you take out the peak periods, total income
into the farm sector has been relatively flat.
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Agriculture, Food,
and Inflation

John Rosine
Economist
Division of Research and Statistics
Board of Governors of the Federal Reserve
System

Average inflation rates in the 1970's have been
Considerably higher than in the 1950's and 1960's de-
spite periods of significant slackness in economic ac-
tivity. In addition, inflation rates in the 1970's have
been much more variable than in the two preceding
decades.

Supply disruptions in the farm sector of the econ-
omy have played a key role in shaping the pattern of
inflation in the current decade. As a direct result of
these supply disruptions, food prices have risen more
than 10 percent in three of the last six years. In addi-
tion, subsequent ripple effects, such as induced wage
adjustments in the nonfarm sector, have tended to
Persist for a long time even after the original farm
supply disruptions have been corrected.

Slowing the current rate of inflation will likely be
a lengthy process even if no further supply disrup-
tions occur, as political and economic pressures con-
tinue to push prices higher. In the food sector itself,
cost pressures will persist as both farmers and non-
farm workers seek to stay even with inflation. For
nonfarm workers, pressures for wage increases will
Continue to occur as a regular part of the collective
bargaining process. On the other hand, farmers will
rely mainly on the political process to stay even with
inflation.

Though halting inflation is bound to be a slow
Process, it would be even more costly in the long run
to allow inflation to continue at recent rates, since the
Costs of high inflation include frequent economic im-
balances, slower average growth rates, and a reluc-
tance of businesses to make the investments neces-
sary for future growth.

The farm sector is not isolated from these overall
economic trends. Many farm families are partly de
Pendent on nonfarm jobs for part of their income. In
addition, the demand for farm products depends in

part on a healthy nonfarm economy, and the in-
creased volatility in the nonfarm economy in this dec-
ade has been matched by increased volatility in the
farm sector. This heightened volatility has created
further problems for some farmers whose boom time
investments cease to be profitable during slack pe-
riods of demand. Hence, farmers — along with every-
one else — have an interest in seeing inflation brought
o a stop.

In my presentation today I hope to shed some
light on the patterns of inflation that have emerged in
recent years and to indicate why inflation has become
an issue of major concern in our economy. I will (1)
review some past trends in inflation in the general
economy, (2) consider in some detail past food price
developments and the role of food prices in the infla-
tionary process, (3) discuss some implications that
anti-inflation efforts may have for farm policy devel-
opments, and (4) consider some of the risks for the
general economy and the farm sector if inflation rates
persist at the high rates of recent years.

Figure 1 shows the history of inflation over most
of this century. The variable shown is the percentage
change in consumer prices over the 12 months ending
in December for each year from 1917 to the present.
The chart demonstrates a point that is perhaps not
generally realized, that is, we have at times in this
century experienced rates of inflation even higher
than those of recent years. These earlier periods of
rapid inflation were associated mainly with wars or
other temporary economic disruptions. Once the dis-
ruptions were past, the rate of inflation slowed; in
some instances, prices actually declined quite sub-
stantially as supply and demand conditions returned
to normal.

In the current inflation, in contrast to earlier infla-
tions, high rates of price increase have not been tem-
porary but have instead persisted for a number of
years — even through some periods of severe cut-
backs in economic activity. In addition, though the
increased variability in inflation rates in recent years
makes it difficult to discern the underlying trend, fig-
ure 1 suggests that there has been a gradual upward
trend in inflation rates since the mid-1960's. How-
ever, because the reasons for this worsening inflation
are not understood fully, it would be hasty to assume
that inflation rates will continue to systematically
worsen in the future.

A quick review of the recent price developments
shown in figure 1 might be helpful. Following the
worsening of inflation in the late 1960's and conti-
nued high rates of price increase into the early 1970's,
price controls were imposed in 1971. These controls
temporarily helped in slowing the rate of price in-
crease. However, with the lifting of controls in 1973,
inflationary pressures reasserted themselves and very
sharp changes in the relative prices of food and fuel
added to these inflationary pressures in 1973 and
1974. Declines in output and resource utilization in
the 1974 recession were followed by some modera-
tion of inflation in 1975. Overall inflation rates in
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1976 were held down by food prices which increased
only slightly over the course of the year. Since 1976,

prices in both the food sector and the overall economy

have accelerated, thus creating renewed concerns

about our longer run prospects for price stability. In

1978 the overall consumer price index (CPI) in-

creased 9 percent, the second largest increase in the

last three decades.
Along with the trend toward higher rates of infla-

tion in recent years, figure 1 also shows an increased

variability in inflation rates in the 1970's. This repre-

sents a return to the highly variable price patterns of

the earlier part of this century. In fact over the period

shown in figure 1 the years from 1953 through about

1965 represent the only relatively long period of price

stability. This exceptional period of price stability,

which we often now tend to view as a norm, may have

been merely a period in which there were few, if any,

of the shocks that have contributed to great price vari-

ability at other times in this century. Some of these

shocks are the wars of this century, the 1973 to 1974

worldwide agricultural supply disturbances, and the

continuing adjustment of our economy to alternative,

higher-priced energy supplies.
I want to expand on the implications of supply-

induced relative price increases such as those asso-

ciated with the agricultural supply disruptions of the

1970's. Economists are careful to distinguish between

changes in relative prices and changes in the overall

price level. Changes in relative prices — for instance

higher prices for food or fuel — often are quite desir-

able because they signal changes in fundamental sup-

ply and demand conditions. If food supplies are

short, the higher relative prices for food would be

necessary to ration the smaller supplies. In a world in

which all prices could move up or down without

limit, such increases in relative prices in one sector of

the economy would theoretically be offset by price

declines elsewhere so that the impact on overall infla-

tion rates might not be too great.
However, in the real world in which we live, very

sharp or abrupt changes in relative prices do in fact

signal a worsening in overall inflation rates. This is

true because in the real world many prices and wages

are not very flexible on the down-side. In fact, for

most people in our economy, nominal incomes go up

almost every year, but almost never go down though

farmers are an important exception to this rule. In-

deed some groups can even effectively resist sharing
in the cutbacks in real (as well as nominal) income
implied by supply shortages of food, fuel, or other
products. Because wages and prices cannot decline in
many sectors of our economy and because the govern-
ment is committed to maintain output and employ-
ment at high levels, large increases in the prices of
some items can add significantly to overall rates of
inflation. In addition, the spiral of wage and price
adjustments set off by a supply disturbance can per-
sist for a long time in the economy even after supplies
return to normal in the sector where the disturbance
occurred. The experience of this decade suggests that
resisting these adjustments through tight aggregate

demand policies may have, at least in the short run, a
sharp adverse impact on employment and output

while doing little to reduce the underlying rates of

inflation. Thus, although it is not correct to say that

farm supply disturbances "cause" inflation, it is true

that these supply disturbances can exacerbate greatly

the inflationary tendencies already present in our in-

dustrial economy.
Figure 1 also shows the history of food price infla-

tion through most of this century. In recent years, the

contrast between the relative stability of food prices

in the 1950's and 1960's and the large and quite varia-

ble rates of increase in the 1970's is striking. For many

years, food price increases were small, and in some

years of the 1950's and early 1960's food prices even

fell. In contrast, in the 1970's food prices have in-
creased along with other prices and have been ex-

tremely variable around the trend rate of increase. For

example, in 3 years since 1972, food prices have in-
creased at rates of more than 10 percent per year (20

percent in 1973), a particularly startling development
for a society long aceustomed to stable food prices. ,

Supply disturbances have played a significant
role in pushing food prices higher in the 1970's. Crop
failures at home and abroad fueled the dramatic price

advances of 1973 and 1974. More recently, damage to

Brazil's coffee crop and losses of U.S. fruit and vegeta-
ble crops have been supply-side factors adding to
food price increases. Currently the supply contrac-
tion in the cattle industry is providing a major impe-
tus to food price inflation.1

Nonetheless we should not dismiss totally' de-
mand-side influences on food prices in recent years.

As figure 1 shows, this decade is similar to previous
inflationary periods in that high rates of increase in
overall prices typically have been associated with
even higher rates of increase in food prices. Indeed, in
the time period shown in figure 1, there is no excep-
tion to this rule. I have not investigated in detail the
previous periods of high food price inflation, but
I suspect that not all can be explained by supply-
side factors. It may be in fact that what we observe in
figure 1 is in part a tendency for food prices to re-
spond more quickly than other prices to changing
demand conditions.

Whatever the specific supply-demand factors

that have fueled food-price inflation, once food prices

rise, there will tend to be adjustments throughout the
economy. On one hand, there are the further adjust-

ments in wage and prices in the nonfarm sector as
workers respond to rising prices by seeking further
wage adjustments and as firms pass along their higher
costs. In this regard, food prices in the CPI do not
really differ from other price increases which maY
trigger further wage, price, and income adjustments

throughout the economy.
One way in which food price increases may differ

from other price increases is that they are frequentlY

more highly publicized than other price increases

and tend to be far more visible to consumers than

price increases for items purchased less frequentlY.

1A, more detailed treatment of recent food price developments

at a disaggregated level is contained in-Appendix I.
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Inflationary expectations throughout the economythuS may be quite sensitive to what is happening to
food prices. This effect on expectations could be quite
iMportant because inflation is a process in which ex-
pectations can be self-fulfilling, at least in the short
rrun. Certainly, given the present high visibility of
1°0d price increases, it will be difficult to convince
anyone that inflation is easing if grocery store prices
continue shooting up.

"OW CAN FOOD PRICES BE SLOWED?
, What can be done to hold down inflation in the
food area? One part of the answer surely lies in pre-
venting, to the extent possible, the kinds of supplydisruptions that have added to overall price pressures
in recent years. Due to the randomness of weather
influences, it is probably not possible to completely
stabilize agricultural supplies from year to year.
Nonetheless, the risks of supply disturbances can be
reduced significantly, at a cost, through the build up
of buffer stocks such as is being done in grain markets.
In addition, stability in grain markets should result
ultimately in greater stability in livestock markets
than we have experienced in recent years.

Even without further agricultural supply distur-
,uances, food prices might well continue rising rap-
idlY due to the momentum already existing in wages
and prices which cannot be slowed easily. In this re-
ard, the difficulties entailed in slowing food prices

giffer only slightly from the difficulties entailed in
sl°wing prices in other markets. In food, as in other
sectors, the higher prices paid for final products rep-
resent the higher incomes paid to the inputs used in
Producing the final goods.
. For example, in the food sector the prices of fin-
ished consumer foods reflect the costs of inputs in-
Nved in food production. The two most important
Puts are the raw farm products purchased from
'tanners and the costs of the labor required to process,
,r, ansport, and market food products. Slowing down
me rate of inorease in food prices at the retail level is
Possible only if farm prices slow down, labor com-
Pensation slows down, or productivity increases by
enough to offset rising costs.2 Because productivity,gains in the nonfarm sector have been quite small in
iecent years, higher farm prices and higher labor coststkend to be passed directly to consumers. And al-
111.,citigh both laborers and farmers would doubtless
l'ce to see less inflation, neither wants to bear the

k 
am burden of holding down food prices. Workers

teeeP their incomes rising each year through collec-
live negotiations with their employers. Farmers have
fess bargaining power than workers and therefore
t̀e,nd to turn more to the legislative process to keep
!teir incomes rising with inflation.
f Policy actions can influence, but not control per-

the wages paid to workers and the prices paid

tut'le 
2 farmers. For instance, in the nonfarm sector,

Administration's current voluntary wage-price

bet 
'See Appendix II for a detailed discussion of the relationship
Ween food prices, farm prices, and unit labor costs.

guidelines provide reason to hope for a slowing in the
nonfarm costs which make up about two-thirds of
total food production costs. It is not clear yet to what
extent people will comply with the guidelines.

Farm prices, like wage costs, remain in many re-
spects beyond the grasp of economic policymakers.
Weather effects which drive prices up or down are
beyond anyone's control and cause particularly sharp
price movements for nonstorable food commodities.
In addition,the short-term supply response in the
livestock sector is limited by the long lead time in
production, particularly for cattle, with apparently
limited leeway to influence prices through such in-
struments as meat import policies.

Nonetheless, many other farm prices are partially
influenced either directly through support measures
or indirectly through supply restrictions to keep
prices from falling below specified levels. In addi-
tion, in some markets large stockpiles or reserve
acreage provides some control over upward price
pressures. In the current economic environment, use
of these policy instruments to support farm prices
probably will reflect the same restraint that is being
called for in other sectors of the economy. This will
mean specifically avoiding farm policy actions that
might risk new supply-side shocks or might impede a
slowing of wages and prices as, it is hoped, will result
from the current anti-inflation measures.

The emphasis of current policy on inflation may
pose something of a conundrum for farm policy-
makers, because our farm policy framework as it now
stands is not really geared for an anti-inflation effort.

- Instead, the policy framework that has.evolved over
several decades is aimed largely at supporting farm
incomes at levels higher than would prevail generally
in a free market setting. The tradeoff, from the
society's point of view, is that policies to increase
farm incomes at the same time imply higher inflation.
That, in my view, cannot be denied; although many
farm policy actions add only slightly to overall infla-
tion rates, they represent additions to an underlying
inflation rate that is already high. Given current con-
cerns, the tradeoff is likely to shift more toward con-
trol over inflation. Therefore, future price support
measures are likely to be subjected to far greater scru-
tiny than in the past, and any effort to boost farm
prices likely will be viewed widely as a retreat from
the hard choices entailed in reducing inflation.

This is not to say that our current farm policy
framework will, or even should; be overturned
abruptly in the interest of fighting inflation. Our na-
tion has a long history of insuring that the farm pop-
ulation shares in economic growth, and it is prob-
ably neither realistic nor desirable to curtail that
commitment.
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However, farm prices have trended upward
somewhat faster than overall prices in the last decade.
Although the prices paid by farmers have risen even
faster, it does not appear that farmers have, on aver-
age, fallen far behind in the inflation process, though
some individual farmers or farm groups apparently
have failed to keep pace. Farm prices rose about 20
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percent this year alone, and continuing sizable in-

creases would set off further adjustments throughout

the nonfarm economy and make the task of control-

ling inflation far more difficult. Thus, obtaining some

moderation in farm price increases is, in my view, a

necessary development if we are to slow overall infla-

tion rates anytime soon.
What is to be gained from this policy of restraint'?

And specifically, what stake do farmers have in bring-

ing inflation under control? While these are not easy

questions to answer, I happen to believe that a

slowing of inflation can lead to rather important bene-
fits for the economy as a whole and that the farm

sector is likely to share in these benefits. I cannot

prove conclusively that these views are correct even

though there is considerable evidence to support

them.
Part of this evidence is apparent in figure 2,

which shows the rate of growth in real Gross National

Product (GNP) from World War II to the present. This

series measures the total value of goods and services

produced in our economy in each year. The data plot-

ted in figure 2 attempt to net out the effects of price

change and are thus a measure of our economy's out-

put of goods and services.
As this chart shows, the average rates of economic

growth in the 1970's have been less favorable than in

the 1960's. Average growth has been slower in the

1970's and has been interrupted twice by recessions,

the last of which was the longest and deepest cutback

in the real level of economic activity since the great

depression. We cannot blame this uneven perform-

ance entirely on inflation, but the high inflation rates

of recent years probably have contributed considera-

bly to the more uneven growth performance. One link

between inflation and the pattern of economic growth

is that in an inflationary period, such as we have ex-

perienced, it becomes more difficult for businesses to

interpret the price signals they are receiving from the

marketplace. It is difficult to know, for example,

whether higher prices for a particular commodity rep-

resent a shift in real demand conditions or merely the

illusory demand effects of inflation. In such an en-

vironment, "mistakes" by both private firms and poli-

cymakers become more likely, and the cumulative ef-

fect of such mistakes can lead to worsening cyclical

activity as well as create longer run imbalances in the

economy.

In addition, it appears that because of high infla-

tion our future growth prospects may be less favor-

able than in the past. For one thing, while the current

economic recovery is now entering its 5th year, a very

long expansion by historical standards, a persistent

disappointment through much of the recovery has
been the failure of business investment spending to
expand at a more rapid pace. This slow pace of invest-
ment spending has been disturbing in that additions
to capacity are needed to insure future growth in our

output of goods and services. Inflation no doubt has
contributed to slow investment spending since, as

has been pointed out often, assurance of an adequate
return to investment becomes a riskier proposition in

an environment of great price instability. We thus face
the prospect of a cycle in which supply constraints

exacerbate inflation as the economy expands toward

full capacity but in which businesses are reluctant to

invest rapidly in new capacity in light of great consid-

erable economic uncertainties caused partly by high
and uneven inflation rates.

The farm sector is not isolated from these general

trends in economic activity. Developments in the

farm sector have reflected past patterns of overall eco-

nomic growth. For one thing, farm families have come
increasingly to rely on nonfarm jobs, and the continu-

ing growth in off-farm employment undoubtably will

be tied to national economic trends.
In addition, as figure 3 shows, the heightened vo-

latility in the overall economy in the 1970's has been

matched by great volatility in the farm sector.

Whereas in the 1960's there were steady — though

unspectacular — gains in real farm income (net cash

income per farm in the late 1960's averaged about 1/3

higher than in the early 1960's), the 1970's have
brought occasionally spectacular but unsustainable

gains in income. For instance, as the chart shows, net
income per farm adjusted for inflation had fallen bY

1977 to about the same level as at the beginning of the

decade before bouncing back in 1978. As in the non-

farm sector, the heightened volatility in prices and
incomes in the 1970's led to imbalances in the farni
sector. Large cash inflows to farmers in the earlY

1970's encouraged a rapid expansion in capital in-
vestment and a doubling of national average land
values from 1973 to 1978. Later, as commodity prices
dropped and input prices rose inexorably, the longer

run commitments made by some farmers in antic-

ipation of continuing high farm prices became
untenable.

As a result there is now something of an inflation-

ary treadmill in the farm sector. Farm input prices rise

continually as nonfarm wages go up, thereby creating

further pressures for policy actions to support prices.

But upward adjustments in support levels add to in-
flationary pressures in the nonfarm sector which
again can feed back into farm input prices. There are
likely to be considerable gains to farmers, and to the
rest of the society, in getting off this inflationary tread'

mill, although for farmers who are now overcommit"
ted relative to market prospects, getting off the tread'

mill does not promise to be easy.

SUMMARY
First, the data on overall inflation rates indicate a

significant worsening of price pressures in the 1970s.

Second, supply disturbances in the farm sector have

played an important role in this worsening overall

price picture. Third, damping the current rate of infla-

tion in both the food sector and the rest of the econ-

omy may be a lengthy process — even if no further

disturbances occur — and restraint will be required

by both farmers and the nonfarm population. Fourth,

there are considerable risks in not taking efforts t°

reduce inflation because it may be undermining onr
longer run growth prospects as well as increasing c37-
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clical instability. Fifth, because of food's high visibil-
ity, a slowing of food price increases is probably a
necessary, but by no means sufficient, condition in
reducing overall rates of inflation. However, obtain-
ing a slowing in food prices is complicated at least
Politically in that some farm operations are not profit-
able at current farm prices.

APPENDIX I. PRICE INFLATION
. FOR SELECTED FOOD GROUPS

In this appendix I discuss patterns of food price
inflation at a disaggregated level, in contrast to my
Paper in which I dealt mainly with aggregate trends.

Table 1 shows the recent behavior of food prices
in detail. The first column of this table shows the
average compound annual rate of increase in various
food prices from 1968 through 1978. Food prices have
tended to rise about one percent faster over this pe-
riod than have prices in general, although this type of
comparison can be influenced quite a bit by the
hoice of period. Since 1972, for instance, food prices
nave risen more than 1-1/2 percent faster than pricesin general.

The clustering of average rates of increase for
,various food items in the 6-1/2 to 8 percent range of
tncrease over the 10-year period is a little surprisinggiven the enormous range of annual price changes
n°wn in the next column. This suggests that over

`,.'Ine the specific price effects of supply disturbances
Lend to wash out either as supplies recover or as
,substitution effects spread the effects of the distur-
uance throughout the food sector and the rest of the
economy.

The final columns demonstrate that the higher,rates of food price inflation in the past couple of years
;lave not been confined to any particular product lineout have in fact been quite widespread.

Price increases for some of these items have been
P°1icY-related. However, by and large, it is difficult to
adrgue that farm policy actions have been the main
riving force behind higher food prices in the past

c°uPle of years. Primarily, support measures merely

lyevented major price declines for grains and cotton.°wever, price increases for cereals and bakery prod-
ucts in 1978 were influenced by policy actions to
suPPort farm prices and farm incomes. Dairy price
suPPorts also were ratcheted upward in 1978, but re-
,centlY the market has pushed milk prices above sup-
P°rt levels making it difficult to determine just how
t uch of the milk-price increase was policy-related.
i her sugar prices resulting from price supports also
tended to raise prices for a number of food items. In

however, these farm policy actions have not
t',',tded dramatically to overall measures of inflation,
frugh they have helped keep the momentum of in-

ion intact at a time when underlying rates of infla-
"on already were quite high.

Two food groups shown in table 1 accounted forfore than three-fifths of the total increase in retailfouod prices in 1978. These two groups were the CPI's
n-leats, poultry, and fish and food away from home,

glainly restaurant food.
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The consistently high rates ot increase in restau-
rant food prices in recent years explains in part the
tendency of food prices to rise faster than prices in
general. In nearly every year since the mid-1950's,
prices of food away from home have increased faster
than the all-items CPI (figure A-1). Typically the mar-
gin between these two series has been about 1 per-
cent, and in. 1978 restaurant prices rose about 1-1/4
percent more thanoverall prices.

The reasons why restaurant prices rise more rap-
idly than overall prices are not entirely clear, but
probably involve a combination of two factors: (1)
there may be a demand effect boosting restaurant
prices as consumption patterns shift toward eating a
greater share of meals away from home and (2) pro-
ductivity in eating and drinking places historically
has been low so that cost increases tend to a greater
extent to be passed on to the consumer. In addition, in
1978 a minimum wage increase added to the cost of
doing business for eating and drinking places where
wage scales had tended to be relatively low.

Another food price index which rose more rap-
idly than overall prices in 1978 - and in this case
much more rapidly — was the CPI for meats, poultry,
and fish. This food group frequently is the key item in
determining overall food price trends. In 1978, led by
rising beef prices, the CPI for meats, poultry, and fish
rose about 20 percent, a rate of increase exceeded in
recent decades only by the 26 percent price advance
in 1973.

The events leading to this extraordinary price in-
crease are well-known, and I will mention them only
briefly here. The key factor, of course, has been the
sharp cyclical downturn in our nation's cattle inven-
tory which has resulted in falling beef production
since 1976. The other key factor is the rather surpris-
ing failure of pork production to take up more of the
slack in view of the apparent high profitability in that
sector as measured by traditional indicators.

The result of these concurrent supply develop-
ments in face of firm demand for meat was one of the
sharper drops in red meat production in the period
since World War II. Production of red meat (beef,
pork, veal, and lamb) this past year was about 3 per-
cent below 1977. This decline in production was the
sixth largest decline since 1950 and only the 8th year
in the last 3 decades in which total red meat produc-
tion has declined.

The price effects.associated with falling red meat
production are depicted in figures A-2 and A-3, the
first of which includes observations since 1950 and
the second of which shows observations for only a
few recent years.

The data in these charts need some further ex-
planation. The vertical axis on each chart measures
the rate of change in the CPI for meats, poultry, and
fish relative to the overall rate of inflation (that is, the
axis measures the difference between the rates of
change for these two series). The horizontal axis
measures the percentage change in total red meat pro-
duction annually. As this figure demonstrates, de-
clines in red meat production always have resulted in



this price index rising quite a bit faster than overall

CPI prices.
Figure A-2 also indicates that swings in prices

and output generally were considerably less in the

1960's than in recent years, a development which

helps explain the increased variability in overall food

prices in the 1970's.
As figure A-3 demonstrates, the variability in

meat production has become very pronounced in the

1970's with bulges in supplies in 1974 and 1976 but

with production cutbacks in 4 other, years. The chart

also shows that the relationship between production

and prices has been particularly stable in recent years

and that the price response in 1978 was not unusual

given the degree of supply reduction.

If prices for these two food groups, food away

from home and meats, poultry, and fish, are rising

rapidly, then overall food prices are likely to rise rap-

idly because the two groups together account for

slightly more than half of the overall food component

in the CPI. In coming years, further minimum wage

increases make it very likely that food away from

home will continue rising rapidly. And the prospect

of declining beef production over the next couple of

years increases the chances of very large meat price

increases unless pork production expands rapidly at

some time. Thus, without even considering the possi-

bilities of crop failures or other temporary distur-

bances, it is not easy to be optimistic about dramati-

cally slowing food price inflation in the near term.

APPENDIX II. FOOD PRICES, FARM

PRICES, AND LABOR COSTS
The two figures included with this appendix will

illustrate the relationship between retail food prices

and the costs of the major inputs that go into food

production. The empirical results suggest that a fairly

good fix on food price trends can be obtained from

information on trends in labor costs and farm prices.

The returns to other factors, it appears, either tend

to move with labor costs or are relatively small in-

puts, the effects of which can be ignored in aggregate

analysis.
The dotted line in figure A-4 is the Department of

Labor's producer price index for farm products. It is

based mainly on observations of spot prices each

month, and it behaves much like the USDA series on

prices received by farmers except that it includes

some imported food items (such as coffee) in addition

to the prices of domestically produced farm foods.

The other series in this figure is a measure of the rate

of change in unit labor costs in the total nonfarm busi-

ness sector of our economy. Because wage costs

across different sectors of our economy tend to move

upward at roughly similar rates, it is not too unrea-

sonable to use the rate of change in this series as a

proxy for the specific labor costs involved in process-

g and marketing food items.

By weighting the two series in figure A-4, we can
determine what rate of food price inflation is implied
by the rising prices paid to farmers and the higher
wages paid to labor inputs. I have estimated the
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weights using regressidn analysis and have then con-
structed a weighted food price series which is shown
in figure A-5. The solid line in figure A-5 measures the

actual change in food prices over each calendar year.
The broken line is the estimated food price series

which assigns about a two-thirds weight to the per-

centage change in unit labor costs and about a one-
third weight to farm prices. The relatively good fit of
this relationship over much of the period suggests

that trends in food prices are fairly apparent once we
know about developments in labor markets and farm
prices.

This relationship also suggests what is necessary
in a strict accounting sense to obtain a damping in
food prices. If the relationship continues to hold, a

slowdown in nonfarm unit labor costs of 1 percentage

point would result in a slowing of food prices of about

2/3 percentage point. A slowing in farm prices of 1

percentage point would knock about 1/3 percentage
point off of the rate of increase in retail food prices.

Figure 1. Consumer Prices
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Figure 3. Farm operators' realized net income per
farm
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Table 1. Consumer Price Index, selected items

Series

CPI, all items
Total food
Food at home

Cereals and bakery products
Meats, poultry, fish, and eggs
Dairy products
Fruits and vegetables
Sugar and sweets
Fats and oils
Nonalcoholic beverages
Other prepared foods

Food away from home

1December 1968 through December 1978.

Compound annual
rate of change,

(Percent change, December to December)

Range of annual
price changes,

% change over 12 months
ending in December 

1968-19781 1968-1978 1976 1977 1978

6.7 + 3.4 to +12.2 4.8 6.8 9.0

7.6 +.6 to +20.1 .6 8.0 11.8
7.6 -.9 to +22.1 -.9 8.0 12.5
7.4 - 1.6 to +28.2 -1.6 5.4 10.0
7.5 -8.5 to + 27.6 -8.5 4.2 20.7
6.5 + 1.9 to +22.5 3.6 3.2 11.0
6.9 - 1.6 to +14.1 2.0 9.7 8.9
9.6 -19.1 to +101.6 -6.5 13.5 10.5
8.2 - 12.6 to +45.1 -4.6 10.6 11.0

12.7 - 1.1 to +35.4 29.9 35.4 2.2
6.7 + 2.1 to + 12.7 4.8 4.4 9.4
7.7 + 4.2 to +12.7 6.1 8.0 10.3

Discussion
Q: Interest rates are a concern to everyone here. Do
you believe that inflation is really slowed by the Fed-
eral Reserve tightening the money supplies, which
results in higher interest rates? What are your projec-
tions for 1979 on what the interest rate might do?
Rosine: I can't give you an answer about Federal Re-
serve policy. As to whether monetary policy driving
up interest rates can stop inflation, my view is that,
yes, monetary policy can stop inflation. It can do so
quite effectively by reducing monetary growth to a
sufficiently low level over quite a long period of time.
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We might not like some of the other effects which
would come with that policy, however. In farm mar-
kets, the near-term effects of declining aggregate de-
mand would likely be steep declines in farm prices. In
the nonfarm sector of our economy, the adjustments
would probably be somewhat different. Since prices
and wages there tend to be resistant to any pressures
which would tend to force them down, we'd experi-
ence higher unemployment rates and lower levels of
output. Inflation rates might be significantly reduced
only after a number of years and that's the major con-
cern about attempting to reduce inflation through
some sustained tightening of the money supply. -
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Q: Hasn't the American farmer actually been subsi-
dizing the rest of the economy with his efficient pro-
duction over the years? If you go back 10 or 20 years
and compare what the price of wheat or any other
Commodity sells for now compared to what it did
at that time and compare that with the way other
costs have risen, aren't we subsidizing the rest of this
country?
Rosine: It certainly is true that productivity gains in
the farm sector have been very large if productivity is
Measured on a per farmer basis.
Q: Justifying getting more for what you produce,
right?
Rosine: There are real questions about what is a fair
level of income. In my view, farmers are certainly
entitled to share in the benefits of a growing economy,
the same as everyone else. On the other hand, farmers
have been able to achieve large productivity gains in
Part because of research financed by the society as a
Whole. So one could argue that society as a whole is
entitled to a sizable share of those productivity gains.

Moving on the second part of your question, I
don't think it would have been possible to maintain
some type of purchasing power parity for farm com-
modities at the same time that rapid technological
Changes were occurring. The competition among
farmers to take advantage of rapid productivity gains
Was simply too great, and the productivity gains oc-
curred as some farmers were being squeezed out and
average farm sizes were growing. It's another cyclical
Problem. If prices had been held at parity levels,
fewer farmers would have left and the opportunity for
realizing productivity gains would probably have
been less.
Comment: I think it is difficult for us as a farmer
group to accept as much of the responsibility for infla-
tion as we have lately. I think we're producing more
for less in a lot of cases. Some other groups are being
Paid more.
Rosine: I can understand how you would feel that
Way. But when you get into the data, it is really tough
ito find some sector of the economy where the prices
naven't been increasing very rapidly. If you take a
trend line through farm income, it has kept up with
inflation.
Q: How many pennies worth of wheat are there in a
loaf of bread?
Rosine: Very few. I'm aware of that.
(4: How many pennies worth of labor is there in a loaf
of bread?
Rosine: There are a good many.
Comment: Sometime in September, USDA put out a
study. It showed that during the last 12 years, the
increase in the cost of food was, I think, 87 percent
,Ilonfarm. If that's true, then the farmer's share of that
increase in food cost gets incredibly small, and in no
ilray can he keep up with the general inflation.
!Jarrell: If you look at the 1960's and early 1970's,
Iood price increases were almost exclusively asso-
elated with increases in costs of marketing and pro-
essing. Over a long period of time, you find that the

'armer's share is decreasing. The only time increased

cost was from agriculture was 1973-1976.

Q: Have you done any similar studies that might

show correlation between inflation and federal

deficits?
Rosine: I have not personally. A number of those stu-
dies have been done. Certainly federal deficits are a
contributing factor to inflation. I think, again, we
should realize where that federal deficit comes from.
It comes from commitments that the government has
made to a lot of different areas in our society. That
includes farmers. Let me turn the question back to
you. Would you favor reducing the deficit by reduc-
ing payments to farmers?
Comment: I think in the long run that would be
helpful.
Q: The comment was made earlier that farmers re-
ceived 10 billion dollars in subsidies. If you take a
look at what our annual federal budget is and what
our annual deficit is, that ten billion dollars is a very
small part of the cause of inflation. Government
spending is what is causing inflation.
Rosine: You run into the same problem, though, if
you start trying to decide where we can cut govern-
ment spending. Do you want to cut the defense bud-
get? Are we going to cut expenditures for clean air and
clean water?
Q: What if you cut them 10% across the board? How
would that go?
Rosine: California seems to be leaning toward that
experiment. We'll see how it goes. An obvious prob-
lem with a fixed 10 percent rule or a balanced budget
rule is that it leaves no flexibility to respond to chang-
ing priorities or to unusual political or economic
circumstances.
Q: I'll give an example here. In 1969 I bought a new
combine, the largest built by the company, and I paid
$13,000 for it. I just traded it for a combine that listed
out over $60,000. Say with a few improvements on it,
that's about 4-1/2 times as much. At that time, we were
looking at $2/bushel wheat; now we're looking at $3.
That's less than a third increase. From 1969 til 1978
we have been able to exist, but a lot of that has come
through our increase in efficiency, our implementa-
tion of scientific improvements that were learned
during the 1950's and 1960's. It takes a few years be-
fore it gets out on the farms and put into practice. Now
what's going to happen in the next 10 or 15 years
when we've wrung this efficiency thing dry? We've
taken X number of farmers out of the country. A half
million farmers are producing somewhere around 60
to 70 percent of the food. We've wrung size efficiency
out of it. We've got one or two man work units; We've
eliminated the small farmer as far as production goes.
He's out there, but he's earning his living from income
off the farm, and he's a rural resident. Now what's
going to happen to your facts and figures in the next
15 years when you don't have this to fall back on any
more, when you have nothing else to take out?
Rosine: I want to make a couple of comments. First, I
have another chart here which I would like to show.
This is net realized income per farm, and you see
some of the points that the gentleman was making
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here. First of all, there is quite a substantial jump in
net realized income per farm in the early 1970's, as we
had the large increases in grain prices. It fell very
sharply in the mid 1970's, and then you got a rebound.
Well, what do you make out of a series like that? It
jumps all over. Are farmers doing better or worse? It
depends on what year you look at the chart.

Q: What farms are you talking about?
Rosine: This is for total farms. I have no idea of what

sort of results we would get if we looked at the largest

20 percent.
Q: It seems to me regarding inflation that we tend to

forget that one of the chief causes is the volatility of

raw product prices, at least in some areas, meats,

sugar, beans. It occurs to me that processors and

marketers of those products hedge against that vo-

latility and build in a certain cushion. When the mar-

ket goes up, their selling price goes up and stays there.

Unless we get some stability in this thing, that con-

tinued volatility in raw product prices is going to kill

the farmer, not only from the return of his product but

through inflation because the processor and whole-

saler are going to continue to build in that cushion.

Rosine: That may be correct. Let me make an obser-

vation here. I certainly do not want to pin inflation

exclusively on the American farmer. Farmers don't

cause it; they are part of a process in which inflation

has a lot of momentum: It's a cyclical process. The

price pressures which work their way through farm

input prices are going to force some sort of adjust-

ments either in support levels, in cash payments to

farmers, or somewhere else, just like workers in the

nonfarm economy are going to respond to higher liv-

ing costs. Everyone helps perpetuate inflation; we'd

all be better off in the long run if we can slow it down.

Comment: Did you take a drop in your salary in 1974

like we did? I would rather be with the Congress and

say, okay, I'll go back to 1959 prices for my wheat.

And then I want my percentage on my wheat to move

just like your salary moved up. In other words, if your

salary went up 10 percent that year, I want the price of

my wheat to go up 10 percent. I'll just follow that right

along, and I'll have my stability.
Rosine: Of course, you had a good increase in 1973.
Comment: Yes, you give us a good increase in 1973

and you're going to give us another one in 1993. Ihave

to starve for 10 years before I can buy a new tractor. It's

not fair!
Q: You said before we can't do much about inflation.

I don't know if I perceived that correctly. Are they

trying to reduce inflation, and to what levels?
Rosine: Any effort of reducing inflation is going to

take a number of years. Some people have said 5 or 7

years to reduce it to a level of 0-2 percent, the same
level of price increases that we had through the 1950's
and early 1960's. It's going to be extremely difficult. I

think we will have to be very lucky-to accomplish

that.
Comment: The comment was made about the price
situation not being fair to farmers. That is a consider-

ation but it's a matter of competition. It's a world mar-

ket for most of the commodities we're dealing with.
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What happens when the efficiency has been wrung
out as far as we can go? It's a competitive world mar-
ket. We will pick up technology as fast as any other

country will and usually even faster. Generally, there
will be a leveling out of prices. If suddenly land prices

doubled in the States, there would be a movement to

another country or increased pressure on land prices
in other countries. Things have a tendency to double

up. In the long run, you end up getting this situation
because people want to produce food. If no one

wanted to farm, if people had to be practically bribed
into farming with very, very high incomes, we would

have lower land prices, lower costs, and higher net
incomes, given the same level of prices. Or given the
same resource base we have now, a reduction in out-

put, increased prices, and increased net income.
There are a lot of investors throughout all of North

America, both Canada and the U.S., who are looking
at somewhere between a 2 and 4 percent return on
their investment in land. They may only be getting a 2
percent cash return, but this inflation has made the
land a very good investment. It is likely you may find
people willing to buy land at 0 percent cash return.
Some may be already doing it. Why people are crazY
enough to part with a 2 percent return, I don't know.

Comment: I don't worry about my farming competi-

tors in other countries. I worry about the EEC, where

they've got an import levy that goes about $6.40 a

bushel, and they take the increase. Or Japan which
has a little over $10 per bushel to protect their

farmers. And then when the EEC has a surplus, theY
have no qualms about storing it or dumping it on the

so-called world market where we set the competitive

prices. North America has the majority of the wheat in

the free world. They have got to come to us for what
they need. So when we talk about a competitive mar-
ket, I don't see it.
Comment: Farming is a long term thing. You just
don't get in and say, "You're crazy! Why don't you gel
out?" A lot of farmers have been in there for a hundrec

years. There's pride there, and a lot of other things,
that go along with it. You just don't get in and out of

farming that quick. So I think the problem rests in the

federal government employing 23 million people.
They are the ones causing inflation, and it should not
be put on the farmer!
Pickrel: It sounds like school teachers and farmers

have a lot in common: they work for the sheer agonY

of it and the sheer poverty it produces!
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Editor's note: Dawson Ahalt's visuals were slides. We
regret that the charts were not available for this publi-
cation. The basic points are covered in his descrip-
tions, however.

Inflation is a sustained rate of increase in the gen-
eral price level. The rate of inflation is determined by
all the various policies that we as a society pursue. It
is influenced by the business cycle, though less than
formerly because of all the automatic stabilizers now
in use. Sometimes special events — a strike, a war —
affect inflation in the short run.

There are several ways to deal with inflation. Fis-
cal policy tries to slow it by cutting the budget, to the
dismay of anyone with a special program.

Monetary policy tries to affect it by changing the
growth of the money supply and the interest rates.
This method is more effective at slowing an economy
than in speeding it up.

The third policy is to look at all sectors of the
economy very carefully to reduce bottlenecks at the
grass roots level. Another policy is to live with infla-
tion by un-fixing people's fixed incomes so that they
float with costs. The private sector uses this one when
it puts cost-of-living allowances into wage contracts.

A fifth way is to use wage and price controls. This
plan tends to be more effective at controlling wages
than prices.

The sixth way is simply to let inflation take its
course and clear out the system. This results in more
of a shock than we are likely to want.

The Administration is using several of these
methods: fiscal, monetary, and voluntary price-wage
controls. It has also set up a program under Fred Kahn
to evaluate the benefits and cost of micro-programs
and regulations. When we put in a program, we assess
its inflationary impact, but we have never looked at
the cumulative effect of all of them. Mr. Kahn will be
looking at surface transportation, at labor productiv-
ity, and at agricultural programs. Sugar is an issue that
particularly needs to be looked at.

Much public attention has focused on the volun-
tary wage and price standards, which is a visible pro-
gram. But if that works, it will be because of the other
inflation-fighting programs that are backing it up. We
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are in better shape than we were in 1973. There's more
slack in the economy; more food supplies are availa-
ble. It will be a long battle in any case.

The implications for the farmer are not always
clear. We do know that farmers are very vulnerable to
input cost inflation. Inflation is separating owner-
ship and the operator, and making entry into agricul-
ture very difficult. It can also adversely affect the
farmer's expectations and lead him into unwise in-
vestments. Farming may be a lot more vulnerable to
inflation now, because of all its non farm ties, than it
has been in the past.

Before I get into this afternoon's topic, I want to
clear up a point I made this morning. In 1972 when
there was a shortfall in production and the consump-
tion kept up, that, of course, drew down the stocks
and contributed to high prices. If you looked on down
that chart, you saw that in 1974 production went
down and consumption also went down. Someone
asked me why did that happen?

It's a good way to introduce the topic that thave to
talk to you about right now. What happened there was
that in 1974, when we had the drought in the United
States and our feed production and soybean produc-
tion fell some 20-25 percent, we had a big cutback
here in the United States. So the adjustment occurred
here. The rest of the world continued their consumP-
tion. Here is the situation.

The Soviet Union, the People's Republic of
China, and the Eastern European communist coun-
tries operate centrally planned systems — they're not
market-oriented systems. Their prices and supplie 
are basically independent of world price levels. West-
ern Europe, through the Common Agricultural PolicY,
Japan, and a number of other countries in one fashion
or another isolate also their markets from world price
developments. As a result, the price adjustments are
much greater in the United States; they are magnified
into our system.

We made an enormous cutback in consumption
during that period, and that's why it showed up as a
drawdown in consumption that year. Were it to hap-
pen now with the current Administration's policy 0'
reserves, the reserves could be drawn into use, and we
would not have that kind of a cutback. In 1974, of
course, we did not have reserve stocks to fall in the
breech.

I wanted to clear up that point. It's a useful way to

begin thinking about inflation because of the implica-
tions of price adjustments. I thought I'd start out tall('
irig to you about what I think inflation is and what it is
not.

Basically, inflation can be defined as a sustained
rate of increase in the general price level. In other
words, it is how much prices go up over time after you
make some discounts for very short-run shocks in the
system. The basic rate of inflation is the underlying
overall rise in the price level. It derives from the fact
that, if we have too much money or money pushing
faster than the growth in goods and services, prices bY
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definition have to go up.
Now this basic rate also reflects the real fabric of

our society. That is because the level of that rate is
determined by all the various policies that we in the
United States believe are in the best interests of our
People. That includes things like unemployment in-
surance, unemployment compensation, and various
health and welfare programs. It includes direct pay-
Ments to farmers because financial funds have to be
moved into our system without any goods and ser-
vices being produced. So we end up by having a na-
tion that wants to take care of many of the problems in
our society — because we feel we are affluent enough
and doing so lifts that overall basic rate of inflation.
It is also influenced by the business cycle. In

Other words, during periods of very rapid growth and
demand, prices will push up faster than they will
during periods of slack economic activity. However,
the business cycle is beginning to have less and less
influence on the rate of inflation because of all the
Protective measures that we have built into the sys-
tem over time. Examples are the so-called automatic
stabilizers that in recession make unemployment
,compensation available to workers so that they don't
nave to lose some of their possessions or substantially
reduce their diet. All of these protections contribute
to less influence from the cycle.

But basically the rate of inflation is influenced by
What phase we're in in the business cycle. There's
also what I think ought to be called special inflation.
That's. caused by specific events, such as a drought
that reduces the crop — or a strike. We've got a lettuce
„strike out there right now, I see, in Imperial Valley.
When the workers are striking for higher wages, that
hiperishable crop can't be picked, and prices will go up.
uut that's a special kind of inflation, a special thing
tillat affects the size of the supply, just like weather
goes.
. You can have similar things affecting the demand
1„n the short run. You can have a war or something of
t,"at nature that will affect the overall rate of inflation
t1,11 the short run. But I think we have to look at those
ings in a special context. When I talk to people

a°out inflation, I try particularly to emphasize the
v, ulnerability of agriculture to this latter thing. What
's happening to prices of agriculture and food com-
In_odities may be the result of something quite differ-
'nt than the underlying rate of inflation that is rip-
Wing through our system.
w, Well, after we get this thing we call inflation,
i_nat do we do about it? What can the government do
4,,uout it? There are about 6 policy prescriptions that
'an be taken to deal with inflation.

The first is fiscal policy, the operation of the bud-
_

get. Last night you heard the President say he has triedto
Cut the budget because of inflationary problems

gat We have.
iv This means that everybody's program gets on the

and you can already hear the politicians speak-
‘ogg out for their special program. The difficulty in
ePerating fiscal programs is that it's always much
asier to build them up than it is to cut them back.
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Nevertheless, fiscal policy is one of the key tools in
fighting and dealing with inflation.

The second thing that can be done is to use mone-
tary policy. That means affecting the growth in the
money supply, which in turn affects interest rates and
so on. There are different views that come from differ-
ent political persuasions as to how effective monetary
policies can be. One of the real problems with mone-
tary policy is that it can cause a slowdown in the
economy much more effectively than it can speed
things up. In other words, if interest rates rise very
sharply, you can quite quickly discourage invest-
ment. On the other hand, low interest rates, depend-
ing on a variety of other factors, may not encourage
expansion. But monetary policy is being used right
now. You s.ee very high interest rates, and you see the
pressures that have arisen from people who oppose
using interest rates.

The third thing that can be done is to look at the
economy on a sector-by-sector basis. You try to dis-
cern the problems down at the grass roots level that
contribute to inflation. This means looking at various
government regulations that cause bottlenecks and
reduce efficiency. This means looking at concentra-
tion in industry where you have only a few producers
and trying to understand what is contributing to the
growth in concentration. This means trying to take on
and to reduce the bottlenecks that exist in our coun-
try, and it gets 13qck to this basic fabric of society I
talked about. It really means examining the cost and
the benefits associated with all the programs that we
have and operate.

It's a very tough thing to do because when you
begin looking at the individual micro-level programs,
you run head on into various interest groups that sup-
port those particular programs. When you begin look-
ing at those issues, you no longer are looking at broad
aggregatps; you're really down to the grass roots level
of the individual areas.

The next thing that can be done to try to cope with
inflation is to figure out how to live with it. Brazil, in
particular, has done more in this area than anywhere
else. This means you begin indexing everyone's
income to the rate of inflation so that everyone is
protected.

It's not really a solution — it doesn't get to the
bottom of the problem — but it means looking at fixed
incomes and unfixing them, linking them to prices so
that during periods of inflation people that are retired
don't have their earnings completely absorbed in
higher prices. It is one of the main things that you see
happening in the United States with all the cost-of-
living allowances being built into wage contracts.
That to me is learning to live with inflation, and that is
clearly one of the tools that is being used, particularly
by the private sector.

The fifth thing that can be done is to adopt an
income policy — or wage and price controls. We've
had several bouts with them here in the United States.
World War II was the principal example and the most
comprehensive one. We also had them in the Korean

period. We had mandatory wage and price controls in



the 1971-74 period, and we now have sort of volun-

tary controls. Most other countries flirt much more
heavily with wage and price controls than we do in
the United States. Western Europe has a very elabo-

rate system which is constantly being adjusted. The

major problem with wage and price controls is that

they only get at the symptoms of the problem; they

don't really get at the fundamental supply-demand

imbalance.
The sixth thing is what I call "Let her rip." There

are people that believe that's really what we ought to

do — just back away, let inflation take its course, let it

take us through a recession, clear out the system, and

start back over. The problem is that the more we study

economics and how businessmen operate, how
farmers operate, the more we realize that when you go
through shock cycles, that clearly increases the risk to
both the producers and the consumers. I'm not sure
that is a system that really can be tolerated. At least
I'm not seeing that much evidence for doing that.

So there are things that can be done, and there are
pro and con arguments on all of them. What the
Administration's current program does is to try to em-
brace about three or four of these things.

They have tightened up the budget, a very contro-
versial area, and they have opted for much more strin-
gent monetary policy, including efforts to strengthen
the dollar. Second, they've launched a program to

evaluate the benefit and cost of all of the goverment's
micro-programs — the regulations and so on. That's
the thing that Mr. Kahn is heading up. Third, they've
put together a system of voluntary wage and price
standards.

I won't spend any time talking about the fiscal-
monetary things other than to tell you that the battle is
on. The President has sent to the Congress a relatively
tight budget, and we will see what the Congress does
with that. I will say that if they follow in their pattern
of the past, they will try to restore some of the cuts that
the President has put in there. Then the fight will be
on. It will be a tough one because the sides get quite
clearly drawn, and people will fight hard for their
positions.

In regard to Mr. Kahn's activities, looking at the
various policies and programs that contribute to infla-
tion, I will tell you that I really believe there is some-
thing there. I really believe that all the various safety
measures we have imposed on our society are costing
us more than we realize. When we put these programs
in effect, we analyzed their individual inflationary
impacts, but we never looked at and maybe never will
be able to look at all the cumulative effects.

I'm not evaluating whether they're good or bad;
all I'm saying is they cost money. They need to be
looked at. I really believe that Mr. Kahn's activity has
some pay-off. But it's a tough one.

The first thing he's taking on is the whole surface
transportation area. Some people in this room know a
lot more about transportation than I do, but my feeling
is that there's probably- some room for improvement
there.

Labor productivity is another area that needs to

be looked at. We are losing the kinds of productivity

gains that have enabled us to have a much more mod-

est rate of inflation. We're losing that for a whole va-
riety of reasons. Labor contracts get written that im-
pose restrictions on food chains, for example. That
means that in some cities you have to cut up meat and
sell it the same way that you did 20-25 years ago.

We really have to figure out a way to change this
sort of thing. And how do you do that? You've got to

go in there; you've got to analyze what's going on;
you've got to expose it to the public and try to take it
on. It's a tough one.

This activity clearly means that agricultural pro-

grams are going to get examined. That's really what
Will Cochrane was talking about here this morning.
There are programs in agriculture, as all of you in this
room know, that do push up prices, and they're going
to get.looked at.

One program that is on the front burner right noW
is sugar. Sugar was an issue that the Administration
wrestled with last year. It didn't get resolved. It's a
problem again this year.

What do you do? Do you try to put a program
together that protects our industry through the mar-
ketplace, keeps out imports, and provides an um-
brella over the high fructose producers as some would

like us to do? As a result, you will contribute to infla-
tion. Or do you try to put a system together that makes
direct payments to producers so that you don't pro-
vide an umbrella over the corn fructose people but
then are accused of making very large payments to

some sugar producers? You've got a really serious
problem resolving the sugar issue.

I don't know how it will come out. I know that

there are very diverse views within the Administra-
tion itself. The industry has been invited in on several
occasions to see whether or not they can come 1113
with a consensus. But when you're talking about the
sugar industry, you're talking about beet and cane
producers, refiners, users, brokers or importers. It's a
really heterogenous group, and if they can get a con-
sensus it will probably be the first time. But that's a
clear issue, one that is going to be analyzed in light of

the concerns about inflation and the efforts to do

something about it.
The other area, of course, is the voluntary wage

and price standards. That program tends to get all the
emphasis. When you begin talking about inflation,
people see all these rules and regulations and theY
tend to forget about the monetary-fiscal things and the
cost/benefit examination of programs. People keeP
looking at the guideline system, and every time the

price goes up, they say "Oh, my God, that thing can't
be working. Here somebody raised the price of 3
Hershey bar," and so on. It is a program in the breech.
It's highly visible.

If it is a successful program, in large part it will be

successful because, we were able to do something in
the other areas such as slowing down and tightening
up on the monetary, coming out with a much sounder
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fiscal policy, and doing something in these areas that
cause the bottleneck.

That will take the pressure off the voluntary con-
trols and allow you to get through what is a very diffi-
cult wage bargaining year. It will allow business and
labor to work out settlements that will fit within the
guidelines, and that is a big part of the problem. How
do you cope with large wage settlements in a year like
1979? You have some very large ones coming up.

The other thing I would say about the program is
that it doesn't over-promise. It doesn't tell people
they can go into a grocery store and see no change in
Prices. What it does is try to set some overall stan-
dards that allow for some flexibility but at the same
tune try to keep the price increases down more in line
With productivity to achieve a slower rate of inflation.

There are a lot of people that say that what's really
going to happen is that we're going to have to get some
Wage settlements that will exceed the wage standards,
and we'll wind up with mandatory price controls be-
cause there will be pressure on the Administration to
"Do something". That could very well be. You cannot
rule out that sort of thing. Some people in agriculture
look back to 1973, and that sort of thing did happen.

But I think there are a lot of differences between
t,he current situation and that year. Unemployment is
nigher than it was in 1973. There's more slack in the
economy, or capacity utilization is lower. Commodity
Prices in general are not going through the roof as they
Were in early 1973. We did have some price pressures
1978, and we're starting off with a bad winter here,

out there's simply not the upward pressure going
through the system like there was in 1973. We do have
reduced beef production, and that's one thing that has
the cattlemen concerned. They were an industry that
„was discriminated against quite adversely in 1973.
heir supplies are down this year, but there are indi-

cations, as I mentioned this morning, that supplies of
competing meats are going to expand. So I don't think

re going to have a situation where the shelves will
°e bare and people will be charging into food stores
Fnunning prices up sharply. Grain stocks are substan-
uallY higher than they were in 1973. Generally, the
orld food situation is on a much sounder footing

.`nan it was about six years ago. So I believe that we're
much better shape. Also, we don't have an Ad-

1111,inistration that is in the kind of trouble that the
ixon Administration was in in 1973. I don't think

You can overlook that kind of thing.
How is it all going to turn out? Well, I don't know.

tnink this is not a battle where you're going to get any

rrick solutions. You're not going to get any suddenh °P in the consumer price index or the producer
Vice index. Anybody who believes that is not really
tacing up to the fundamental problem that exists in
11ilation. It's been with us a long time. It's been with

long time. It's going to take a long time to begin to
tLe9uce the rate of inflation, and it is a tough battle. I
ink there are a lot of things that we have to work

'ard on to change if we're going to make any progress.
I'M not sure that we understand the implications

4°r agriculture as well as I would like for us to do.

There are a couple of things that we know, however.
One is that farmers are more and more vulnerable to
input-cost inflation. They buy roughly 70 percent of
their inputs from the non-farm sector, so it's much
more difficult for farmers to tighten their belts and to
make adjustments to very rapid increases in inflation
than it was in the past.

I think that's a problem that makes it difficult to
understand the implications of inflation. We know
that many farmers are willing to take a negative return
or to live on sub-standard incomes because they are
benefitting from inflation in land values. So if they
can live long enough, they can benefit from deprecia-
tion in their assets.

But that's a double-edged sword. What that is do-
ing is separating the ownership and the operator in
agriculture, which has really been a fundamental idea
about family farming in this country, and making it
more and more difficult for young people to get
started in agriculture.

You talk about government programs — the
Farmers Home Administration in fiscal 1978 loaned
over $11 billion. That didn't all go into agriculture
because they've got one category called business in

loans. But that's just the Farmers Home Ad-
ministration. They only loan money to people who
can't get it somewhere else. So the financial require-
ments are enormous, and what I see inflation doing is
raising real questions about whether the system that
we have in this country in agriculture and farming
can survive in the future. It means to me that outside
capital has to come in to help finance this kind of
situation we have.

There have been people who have studied
whether farmers benefit when you have a sharp run
up in inflation or whether they lose in trying to take in
the depreciation of land values. I think if inflation
comes from excess demand, that pulls up commodity
prices, which will mean an improvement in incomes
of the kind we saw in 1973-74. However, the farmer
has to be very careful not to lock himself into future
investments that will wipe out his cash flow in the
future. In other words, it can adversely affect his ex-
pectation and get him in trouble down the road.

Other people think that farmers benefit from in-
flation in the long run but get hurt in the short run.
There are a lot of arguments on both sides of that coin.
I'm becoming to feel increasingly that farming is a lot
more vulnerable to inflation than some farmers think
and than we have traditionally believed. I think that's
because of the much closer tie for farmers with the
non-farm sector because of all the inputs, both capital
and production, that are needed to keep the system
going.

Discussion
Q: Are you in favor of zero inflation?
A: No, I don't think you can have such a thing as zero
inflation if you want to have growth in the economy.

Q: What would be an acceptable rate?
A: I'm not sure you can put a figure on it. It depends
on what you want to give up for that. How much
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growth are you willing to forego? How high an unem-

ployment rate is tolerable? All those things have to be

factored into the equation to answer that kind of a

question. We used to talk about the price of growth,

and it used to be 1-1/2 to 2 percent. It's substantially

higher now than that.

Q: I understand that agriculture has led the nation in

productivity gains. Would you comment on that?

A: Labor productivity gains in agriculture have been

much greater than in other sectors of the economy.

There isn't any question about that. However, a big

part of that came from the transfer of labor out of

agriculture. As we moved from, labor-intensive agri-

culture to a capital-intensive one, we kept our output

up by substituting capital. Now the excess labor is

pretty much gone out of agriculture. You fellows

know that whenever you try to hire somebody to help

you. So in the future, productivity gains will become

much more difficult in agriculture than they .will in

the non-farm sector. However, I think that agriculture

will continue to be able to slightly outstrip the pro-

ductivity gains in the non-farm for a whole host of

reasons.
Q: How rapidly can we reduce inflation without that

process itself becoming chaotic?

A: That's the point I tried to make. It's been building

for a long time, and you don't wipe it out overnight. I

don't think that any of us should kid ourselves into

thinking that. I think the Administration is on the

right track, and they've not built a set of expectations

that it's going to be wiped out overnight.

Q: Are we headed for the kind of runaway inflation

there was during World War I?
A: No, I don't think so. West Germany has a very low

rate of inflation right now, but things probably will go

in the opposite direction for them. Prices are going to

be rising more rapidly over there. In this country, in

the post World War II period, we've become more

affluent, enjoyed it, wanted to enjoy more, demanded

cleaner air, water, food, and we've been analyzing all

of these demands kind of independently. Before you

can pass a regulation to clean up the environment, to

raise the price of milk, or whatever, you've got to do a

study, an impact analysis. We do them all indepen-

dently. When a Congressman produces a piece of leg-

islation, he'll say, "Sure, this thing will raise the price

a little bit, but it's only a little." What happens when

you look at the cumulative effect? I think that's one of

the ways that we've been drawn into this trap. We've

been living much, much better than we ever have, and

we?ve been demanding more than we've ever had.

We've built up a system that suddenly is costing us

more to operate.

Q: With all the inflation, are we putting a lot of dis-

tortions into the economy? For example, are the rich

getting richer and the poor getting poorer?
A: Yes, we are distorting the economy, and that's

what inflation does. It doesn't treat everybody the
same. It's causing enormous distortions. What hap-

pens in inflation is that society shifts from focusing

on production to focusing on investing in assets that

will appreciate in value. That's one of the problems
that I believe is contributing to the escalation in land
costs. We've pushed these land values up because
people have invested in land, not for its return, not for

its ability to produce crops, but as a hedge against

inflation. Now the thing is going to come around and
bite us in the tail. I'm afraid it may be damaging our
system. Now we've got such high land prices that

we've got to pass some kind of legislation to keep
them up there.
Q: You said wage and price controls were better at
holding down wages. If prices are going to go up any-
way, is the average worker supposed to take a cut in
real pay?
A: I said that wage and price controls were probablY
more effective on the wage side than on the price side.
Now the reason I say that is that there are so manY
more price changes in an economy than there are

wage agreements. Prices change every day. To put 3
system together that somehow puts some standards to

prices is just an unbelievable thing. I can't even con-
ceive what it would take to do that. Wages, on the

other hand, are often determined in long-term con-
tracts — maybe a 3 or 4 year settlement. Therefore,
you can put some kind of standard together, with vari-
ous criteria in it, to effect that wage settlement. What
you try to do is to link that wage settlement to the
productivity gain. If workers are in an industry where

productivity is increasing, say, at 5 percent per year,

and they get a 7 percent wage increase, that means

that prices there will probably not go up more than

about 2 percent when you adjust for the labor cost.

But if you get a situation where wages are greatly in

excess of the productivity gain, then the system gets

out of bounds, and the only thing that can happen is
that prices go up. My point was that I think criteria

and standards can be developed which try to bring the

wage and labor costs better in line with the productiv-

ity gains, but it's extremely difficult to do the other

thing on the price side, unless you get into rationing

and such things. People say, "Look, this prograrn

can't work because it will cause distortions. Back in
1973, they put a price freeze on when there were verY

tight supplies, and suddenly there wasn't any meat on

the counter." But Fred Kahn makes a distinction to

people who say that the thing won't work. He will say,

"If wages for the teamsters go up 7 percent instead of

13 percent, will there be any fewer teamsters?" He
was trying to make that same point.
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Inflation:
What It Is
and What It Does
Dennis Starleaf
Professor of Economics
Iowa State University

of Inflation is the rise in the money price level
r, goods and services in general or in the aggregate.

th
Mated differently, it is the decline in the real value or
e real purchasing power of a sum of money.

, Inflation is measured with price indices. Thetnr . . .cc most commonly used price indices of the U.S.
9/AeT°nomy are (1) the Consumer Price Index, (2) the
p holesale Price Index, and (3) the Gross National
roduct Price Index. The Consumer Price Index mea-

stires the relative dollar cost at different points in time
a market basket of about 400 goods and services
Ilich is thought to be representative of the purchas

It 
-

'11g Patterns of urban consumers. The Wholesale Price
iri
o
ciex (now officially titled the Producer Price

h e
„
x ) records the relative dollar cost of a market

uaasket of about 2,800 goods which are sold in bulk
21•10unts. The Gross National Product Price Index is
,re comprehensive or general than the other two

4̀1Ce5. It records the relative dollar cost at different
rints in time of a market basket of all goods andoer,.

vIces produced in the economy.
io Inflation is often explained in terms of the behav-
, r °f unit labor costs. The rate of growth in unit labor
'cist • f+, s is the rate o increase employee compensa-uo,..ra," (Wages and salaries plus fringe benefits) less the

Le of growth in labor productivity. Since labor costs
4re the dominant factor cost of producing goods andse
tervices in the United States as well as in other coun-
0,19s, there is a very high correlation between the rate
14 Inflation and the rate of increase in unit labor costs.
°Ivever, this correlation is as consistent with the
jPothesis that inflation causes excessive wage in-
weases as it is with the hypothesis that excessive
4ge increases cause inflation.

rat The underlying cause of inflation is ,too rapid a
othe of growth in the money stock. Money is like any
id

)i 
Or Commodity When its supply is increased rap-.

41 Y, its value tends to fall (and this is what inflation is
- 1 about the decline in the real value of money).
410 In order to reduce the rate of inflation, the rate of

Iley stock growth must be reduced. No package of
th_l'inflation public policies can succeed (except in

short run) unless it includes a reduction in the rate
111°ney stock growth.
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However, reducing the rate of inflation without
precipitating a recession is not just a simple matter of
reducing the rate of money stock growth. This is be-
cause Americans have become used to inflation and
expect it to continue in the future. In such an environ-
ment, a reduction in money stock growth is likely to
bring about a reduction in the nation's real output
before it has a significant effect upon the rate of
inflation.

Contrary to popular belief, inflation does not
hurt evefybody. While some people are hurt by infla-
tion, others benefit. In general, people with fixed
money incomes lose real income to people with vari-
able money incomes. In addition, an unanticipated
inflation tends to benefit debtors at the expense
of creditors.

I always feel more comfortable when I talk about
inflation if I begin by defining it fairly rigorously. That
is how I will begin today.

Inflation is the rise in the money price level of
goods and services in general or in the aggregate. In-
flation can as well be defined as the decline in the real
value or the real purchasing power of a sum of money.
These two definitions are interchangeable because to
say that the money price level of goods and services in
the aggregate is rising is the same thing as saying that
the real purchasing power of money is falling.

Inflation is measured with price indices and there
are a large number of different price indices available
for the U.S. economy. The three most often used price
indices of the United States are (1) the Consumer
Price Index (CPI) which is sometimes called "the cost
of living index", (2) the Wholesale Price Index (WPI),
and (3) the Gross National Product Price Index
(GNPPI) which is sometimes called "the general price
index".

CONSUMER PRICE INDEX
Figure 1 shows a chart of the CPI as well as some

of its major components or sub-indices for the period
from early 1970 through November 1978. The total or
"all items" CPI measures the relative dollar cost at
different points in time of a market basket of goods
and services which is thought to be representative of
the purchasing patterns of urban consumers. There
are about 400 items included in this market basket.
The CPI shown on Figure 1 is based on the year 1967,
that is, the value of the index is by definition 100 in
1967. The average value of the index was 181.5 in
1977, tndicating that the CPI market basket in 1977
cost about 81.5 percent more dollars to buy in 1977
than it did in 1967.

Within the all items CPI there are component or
sub-indices. For example, Figure 1 shows sub-indices
for food, commodities less food, and services. There
are much finer sub-indices of the CPI available from
the Bureau of Labor Statistics than are shown on Fig-
ure 1. For example, there are sub-indices available for
transportation, utilities, rental housing, entertain-
ment, etc.



The top graph on Figure 2 shows another chart of
the all items CPI from early 1970 through November
1978. The nice thing about this particular chart is that
it indicates the average rate of change of the CPI over

various time periods. Notice that from January 1970
to June 1971 the CPI rose at 4.9 percent per year. Then

from June 1971 to February 1973 it rose at 3.9 percent

per year. This was followed by a rate of increase of

10.6 percent per year from February 1973 to Novem-

ber 1974. Then the rate of increase in the CPI became

more gradual. From November 1974 through Decem-

ber 1977, it averaged 6.3 percent per year. However,

the rate of inflation as measured by the CPI picked up

in 1978. From the end of 1977 through November of

1978, the CPI rose at an average rate of 9.1 percent per

year.
Figure 3 shows a plot of the CPI over a rather long

time period, from 1913 through 1977. Notice the

sharp increase in the CPI associated with World War

I (1914-1919). Following the war, the price level

dropped quite a bit. However, on the whole, the dec-

ade of the 1920's was one of a stable price level. The

CPI dropped sharply during the first three years of the

1930's in connection with the depression. During

World War II and for the first few years following the

war, the CPI rose very substantially. Then starting in

about 1952 and ending in about 1965, the CPI rose

very gradually. Over this whole time span of about 13

years, the rate of increase in the CPI was only about

1.5 percent per year. This was the longest period of

relative price level stability which the United States

has ever experienced. Since 1965, the average rate of

increase in the CPI has been much greater than 1.5

percent per year.

WHOLESALE PRICE INDEX
Another popular price index of the U.S. economy

is the WPI. At the beginning of 1978, the official name

of this index was changed to the Producer Price Index

(PPI). The reason for the change is that the term

"Wholesale Price Index" is somewhat misleading.

What the PPI, or the old WPI, measures is the relative

money cost at different points in time of a market

basket of goods (no services are included in this in-

dex) which are sold in bulk or in large quantities. A

large portion of the approximately 2,800 commodi-

ties included in the WPI or PPI are goods that are early

in the production-distribution chain running from

raw materials producers to consumers. For example,
important items covered by the WPI or PPI are such
things as number two yellow corn, soybeans, soybean
meal, soybean oil, pig iron, sulfuric acid, crude rub-
ber, aluminum ingots, sheet steel of such-and-such a
specification, etc. Finished goods are also covered by
the WPI or PPI, but they are few in number compared
with the number of primary goods covered.

The second graph on Figure 2 shows a plot of the
PPI or WPI for the period from early 1970 through
November 1978. Note that the rate of increase in this
index averaged 3.6 percent per year from January
1970 to October 1972. Then it picked up very sharply.

The average rate of increase in the PPI was 18.9 per-

cent per year from October 1972 to November 1974.

Then the rate of increase in the PPI or WPI slowed

down to an average rate of 4.6 percent per year from

November 1974 to December 1977. Since December

1977, the rate of rise in the PPI has increased again to

9.9 percent per year.
The last two graphs of Figure 2 show the behavior

of the two major sub-indices of the PPI or WPI — the

Industrial Commodities PPI and the Farm Products

PPI. Figure 4 shows a plot of the PPI or WPI for Fin-

ished Goods and it also contains some data on various

other sub-indices of the "overall" PPI or WPI.

Figure 5 shows plots of the Industrial Commodi-

ties and Farm Products PPI or WPI from 1913 through

1977. Note the sharp increases in both of these sub

indices associated with World War I. Following the

war, they came tumbling down, but they were fairly

stable throughout most of the 1920's. They dropped

sharply during the period from 1929 to early 1933 in

connection with the depression. (Note in particular

the extreme drop in agriculture prices.) The WPI rose

considerably during the 1940's, but it was quite "stable

during the period from 1952 to 1965. Since 1965, the

WPI has risen almost continuously.
Up in the left-hand corner of Figure 5 is a plot of

the all items WPI running from 1800 to 1977. A glance

at this chart should be sufficient to convince you that

periods of price level stability have been few and far

between in the United: States. In fact, the period frorn

1952 to 1965 is the longest period of price level stabil-

ity which the United States has ever experienced.

GROSS NATIONAL
PRODUCT PRICE INDEX

Figure 6 shows a plot of the GNPPI or the General

Price Index for the period from early 1970 through the

third quarter of 1977. The Gross National Product

measures in dollars the total output of the U.S. econ-

omy and the GNPPI is, thus, a price index for the total

output of the economy. The GNPPI is called the "gen-
eral price index" because it covers so many more

goods and services than are covered by the CPI or the

WPI. The GNPPI covers all goods and services pro-

duced in the U.S.; unlike the CPI it does not just cover

goods and services which tend to be purchased bY

urban consumers and unlike the WPI it does not just
cover goods sold in large quantities.

You don't encounter the GNPPI as frequently as

you encounter the CPI and WPI, because the data for
the GNPPI are only compiled quarterly. In contrast,

data for the CPI and WPI are compiled monthly.
The qualitative story which the GNPPI tells about

inflation in the United States since 1970 is similar 
to

the story told by the CPI and WPI. In 1970, 1971, and
1972, inflation was rather mild by today's standards.

Then it rose sharply in 1973 and 1974. This was fol-

lowed by a decline in the rate of inflation for the three-

year period 1975, 1976, and 1977. However, in 1978'

the rate of inflation picked up again. -

INFLATION AND LABOR COSTS
Whenever the subject of inflation comes up, there

is always a good deal of talk about what is happening
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to wages. The reason that this is the case is that labor
costs are the dominant factor costs of producing
goods and services in the United States as well as in
all the other countries of the world. Labor costs ac-
count for about 75 percent of the factor costs of pro-
ducing goods and services. To see this, look now at
Figure 7. In 1977, the Gross National Production
(GNP) of the United States amounted to almost $1,890
billion of goods and services: we produced $1,890
billion of output. Where did the receipts from sale of
this output go? Figure 7 provides this information.
About $197 billion went for Capital Consumption
Allowances which is a fancy name for the deprecia-
tion of business fixed plant and equipment. (When
Capital Consumption Allowances are subtracted
from GNP, we have Net National Product which in
1977 amounted to almost $1,693 billion.) Indirect
Business Taxes absorbed another $165.2 billion. Indi-
rect Business Taxes are sales, excise, and property
taxes. Subtracting Capital Consumption Allowances
and Indirect Business Taxes plus some other minor
items (which all together in 1977 amounted to $6.8
billion) yields National Income. National Income is
the total factor costs of producing goods and services:
it is the total of compensation of employees (which is
Wages and salaries plus employee fringe benefits),
Proprietors' income (the net income of unincorpora-
ted businesses), rent, corporate profits, and interest.
In 1977, compensation of employees was 76 percent
of U.S. National Income or 76 percent of the factor
Costs of producing goods and services in the United
States. This was a typical year. For many years, com-
Pensation of employees has accounted for abotit 75
Percent of National Income in the United States.
, Turn now to Figure 8. The middle graph on this
figure shows what has been happening to hourly com-
pensation of employees in the United States since
early 1970. It shows the plot of an index of wages and
salaries plus fringe benefits per hour. Note, for exam-
ple, that for the past three years hourly compensation
rose at an average rate of 8.8 percent per year.
• The bottom graph on Figure 8 shows a plot of an
index of real output per employee hour or of labor
Productivity. Note that, for example, labor procluctiv-
,ity rose at an average rate of 1.3 percent per year dur-
ing the last three years.

The top graph on Figure 8 is a plat of an index of
unit labor costs. Its behavior is essentially the behav-
ior of compensation of employees less the behavior of
'abor productivity. For example, if compensation of
employees is rising at 9 percent per year while labor

productivity is rising at 2 percent per year, then unit4bor costs are growing at approximately (9 — 2) = 7
Percent per year.

Unit labor costs are the labor costs which the em-,
Oyer pays per unit of real output or production.
Ince labor costs are such a large portion of the cost of

Producing goods and services, it is impossible for the
te of inflation to deviate very much from the rate of
ange of unit labor costs for very long.

s Figure 9 shows a plot of unit labor costs, compen-
4tion per employee hour, and real output per em-
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ployee hour for the period from early-1948 through
mid-1977 in the United States. Note that unit labor
costs were rising rather slowly during the period
1952-1965 when the rate of inflation in the United
States was quite low. Since 1965, unit labor costs
have been rising much more rapidly.

Figure 10 shows additional evidence of the close
connection between the behavior of unit labor costs
and the behavior of the price level. The solid line on
this chart is a plot of an index of the prices charged by
nonfarm business firms for their output. (Nonfarm
business firms account for about 80 percent of the
total output of the U.S. economy.) The dashed line is a
plot of an index of unit labor costs of nonfarm busi-
ness firms. Notice how these two lines move right
together. This is not surprising since labor costs are
the dominant costs in the production of goods and
services.

From the above information you could jump to
the conclusion that it is excessive wage increases
(i.e., wage increases in excess of labor productivity
growth) which causes inflation. But you don't have to
reach this conclusion. The data are also consistent
with the hypothesis that it is inflation which causes
wage increases in excess of productivity growth. Sim-

ply because there is a high correlation between the

behavior of unit labor costs and the behavior of the

output price level in no way establishes the direction

of causation. It could be from wages to prices or it

could be from prices to wages.
Which is it? Do excessive wage increases cause

inflation or does inflation cause excessive wage in-
creases? In my opinion, it is a bit of both, but it is
mainly inflation which causes excessive wage in-
creases. If I am correct, if inflation is not primarily
caused by excessive wage increases but, in fact,
causes excessive wage increases, what causes
inflation?

INFLATION AND THE RATE OF
MONEY STOCK GROWTH

Inflation is caused by too rapid a rate of growth in
the amount of money in an economy. Think about it

for a moment. What is inflation again? Inflation is the
decline in the real purchasing power of a sum of

money. Now money is like any other commodity.

When you increase its supply rapidly, its value tends

to decline.
Look now at Figure 11. Between-1952 and 1965 in

the U.S., the average annual rate of increase in the CPI

was 1.4 percent per year, the WPI was 0.4 percent per

year, and the GNPPI was 1.9 percent per year. During

this same time period, the U.S. money stock rose at an
average annual rate of 2.4 percent per year.

Then from 1966 through 1977, the U.S. money

stock rose at an average rate of 5.8 percent per year.

During this period the CPI rose on the average at 5.6

percent per year, the WPI at 6.0 percent per year, and

the GNPPI at 5.5 percent per year.
The fact that the U.S. money stock grew more

rapidly during 1966-1977 when we had a fairly rapid

rate of inflation than it did during 1952-1965 when

the rate of inflation was quite low is not just a coinci-



dence. The higher rate of inflation during 1966-1977

than during 1952-1965 was caused by the more rapid

rate of money stock growth during 1966-1977 than

during 1952-1965.
Let's look at some additional evidence of the con-

nection between the rate of money stock growth and

the rate of inflation. Figure 12 shows information rel-

evant to the United Kingdom and Sweden. I chose

these two highly developed western economies be-

cause the governments of these two countries have

experimented a great deal with wage and price con-

trols since the end of World War II. During 1953-1963,

the U.K. money stock grew at an average annual rate

of 2.5 percent per year and the U.K. CPI rose at an

average rate of 2.9 percent per year. During 1963-70,

U.K. money stock growth averaged 4.7 percent per

year and rate of price increase average 5.1 percent per

year. During 1970-1976, money stock growth in the

U.K. was 15.1 percent per year and the rate of infla-

tion average 16.6 percent per year. The correlation

between money stock growth and the rate of inflation

is not as high for Sweden as it is for the U.K. (wage and

price controls do have some effect, at least in the short

run), but the high rate of money stock growth which

occurred in Sweden during 1970-76 was accompa-

nied by a correspondingly high rate of inflation.

Figure 13 shows average annual rates of inflation

and average annual rates of money stock growth in 16

Latin American countries during 1950-1969. The

countries are ranked according to their average rates

of inflation. Uruguay heads the list with an average

rate of inflation of 43 percent per year; El Salvador is

at the bottom with 0.3 percent per year. Note the high

correlation between the rate of inflation and the rate

of money stock growth in these countries. The corre-

lation is not perfect, but it is very high. Countries with

high rates of money stock growth are countries with

high rates of inflation; countries with low rates of

money stock growth are countries with low rates of

inflation.
Figure 14 shows some data on some outstanding

inflations. During this century, there have been seven

cases of what we call "hyperinflations" for which we

have excellent data. A hyperinflation is a very high

rate of inflation — in excess of 50 percent per month.

Austria experienced a hyperinflation for about eigh-

teen months in 1921-1922. From the beginning to the

end of this period, the price level in Austria went up

almost 70 times. This means that the typical good in

Austria had a price tag about 70 times higher at the

end of the period than it had had at the beginning.

During the Austrian hyperinflation, the money stock

of the country increased rapidly; at the end of the

period, it was more than 19 times larger than it had

been at the beginning. Please study Figure 14 to see

what happened in the other six hyperinflations. They

are truly amazing.
What I am trying to get across to you with all these

examples is that the rate of money stock growth and

the rate of inflation are connected: the higher the rate

of money stock growth, the higher the rate of infla-

tion. As a matter of fact, there is no single historical

example where a country experienced a fairly appre-

ciable rate of inflation over a lengthy time period un-

less the money stock was growing essentially in steP
with the price level. Or to turn it on its head, there is

no single historical example of a rapid increase ill
money stock over any appreciable period of time

which was not also accompanied by price inflation.
If you are removed from what is happening to the

money stock, you observe individual prices changing
and concentrate on what is happening to individual

prices instead of looking at the big picture. We get, for

example, as recorded in the news, a villain shifting
from month to month. One month it is the farmers, the

next month it is the OPEC cartel, the next month it Is

the coal miners, etc. Individual sellers, whether they

be labor unions or business firms, do have some con-
trol over the price that they receive, but prices will not

increase year after year unless you have supporting it

a similar rate of growth of the money stock. If you

want to reduce the rate of inflation in the U.S., you
must reduce the rate of growth of the money stock.

DEALING WITH INFLATION
We could reduce the rate of inflation in the U.S.

down to 1 or 2 percent per year within a year or two bY

simply clamping down on the rate of growth of the

money stock. However, in doing so we would cause

one hell of a recession if not a depression. The prob-

lem is that we have experienced an appreciable rate of

inflation for quite a long period of time. Americans

are pretty sophisticated about inflation. It is built int°

their expectations. They expect inflation of 6 or 7

percent or more a year. Those expectations get built

into contracts. For example, when labor contracts are

signed, whether they are the result of negotiations

between employers and unions or whether they are

simply a contract between an individual firm and an

employee, the wage change built into the contracts

reflects expectations about the rate of inflation. If you

slow down the rate of growth of the money stock

rapidly, you are going to slow down the rate of growth

of spending. Prices and wages will be affected onlY 3

little by that action at the beginning. So real output

will fall. The problem is how to reduce inflation with-

out causing a severe recession.
What is the policy of the Carter Administrati0n?

with respect to these wage and price guidelines.

Jimmy Carter never mentions the money supply. The
Administration is trying to persuade the American,

people that it is serious about reducing the rate 01

inflation. That is why we have the guidelines for price

and wage incfeases. The Administration is trying t°

coax people into holding prices and wages down;

This presumably can be followed by or accompanie°

by a slowing down of the rate of growth of the rnoneY

stock and maybe a tightening up of fiscal policy at the

same time. (Carter does talk about fiscal policy sorne-

what.) If you can convince people, if you can reduce

those anticipations and expectations of inflation,

then you can tighten up on the money stock growth

and are much less likely to ,cause a depression or 
re-

cession. But it is a tricky business, a very tric101

business.
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The great fear of causing a recession or a depres-
sion is the fact that inflation really does not hurt
everybody. Some people benefit from inflation, and
Other people are hurt. Inflation is like a game of poker.
It is what we call a zero sum game. The winnings of
those who gain are essentially equal to the losses of
those who lose. A redistribution takes place. A reces-
sion, on the other hand, is not a zero sum game, be-
cause the losses of those who lose are really not offset
bY any gains. During a recession we lose real output;
!he output of the economy goes down. During an in-
1,1ation you just redistribute. What tends to happen
'luring an inflation is that the people who have fixed
Inoney incomes, that is fixed in terms of dollars, losereal income. What many people do not recognize isthat people who have flexible dollar incomes gain
during an inflation. They gain at the expense of those
Who lose.

For example, let us suppose that we have a little
1e,c°n0rny. The output of this economy is a hundredimousand physical units (if you want to you can call it°,11shels of corn). Each unit of output has a price of $1.60 the dollar value of the output of this economy is
S100,000. We've got a hundred families in the econ-
?Illy and at the beginning, I am going to assume just
r the sake of simplicity, that the income from pro-

ction (the income generated from production) isiustributed equally among those 100 families. Each
f°ne gets a $1,000. So the total money income of all the
alnilies is $100,000. They, of course, take that income

i
an d buy the output of the economy and you have a
rctilar flow taking place here. You've got productionVlich begets the incomes, and then the incomes are

„ed to buy the output of the economy. Now supposeTat we have a whomping inflation and the price levelsut°11bles. So after the price level doubles, here is the
10°„rY• We are still, I'm going to assume, producing

,000 units, because during an inflation real output
LYPically does not go down. So I am assuming that the
°,11tPut is unaffected and the price level has doubled.io0 the total money value of the output of the economy
n°w $200,000. Real output is the same, the price

:el has just doubled. So we are selling $200,000
rth of output and that means aggregate income is

0 000. If the income is distributed equally again,
family now has a $2,000 income.—Total family

te"conle is $200,000. Nobody is any worse or any bet-
air, °ff. True, all the prices have doubled, but so have
w, the money incomes. Everybody in real terms is
liore they were before.

tak But now let's suppose that before the inflation
tr es Place, half of the families in this economy con-
0thet for a fixed money income of $1,000 a year. The
doper half of the families don't contract for a fixed
Th tar income. They are the risk takers, essentially.

Y are willing to bear the risk of changes in their
be7neY income. So the price level again doubles. As
out°re, the doubling of the price level raises the total
thi,P,,Ilt in money terms to $200,000. The families in

"xed income group are still getting their $1,000 a
grnee. So the total income going to the fixed income
-Up is $50,000. We know that $200,000 of income is

being generated from production and so $150,000
goes to the variable income group; they on the average
each have an income of $3,000. What has happened
here, you see, is that the families in the fixed income
group have suffered a loss of real income of 50 per-
cent. Their money income has remained the same, but
the price level has doubled. The families in the vari-
able income group have experienced a 50 percent
increase in real income. This is because the money
income of the families in the variable income group
has tripled (rising in the aggregate from $50,000 to
$150,000 or, on the average, per family from $1,000 to
$3,000) while the price level only doubled. What we
have here as a result of the inflation is a shifting of real
income from those with fixed money incomes to
those with variable money incomes.

This is a very simple example. There's no govern-
ment in it for one thing. What happens during an
inflation when there is a government is that real tax
receipts tend to go up more rapidly than real income,
because people get pushed into higher marginal tax
brackets. However, the government might cut tax ra-
tes to compensate for it. As a matter of fact, real per-
sonal income tax receipts of the federal government
as a fraction of before tax family income aren't any
higher today than they were ten years ago. In fact, they
are a little lower, because the tax cuts have more than
compensated for the shoving up into higher marginal
tax brackets, which has happened to individuals as
the price levels went up.

Inflation also tends to redistribute real wealth. It
tends to hurt people who are net creditors and it tends
to help people who are net debtors. Now what do I
mean here by net creditors and net debtors? By a net
debtor, I mean someone who has liabilities, defined in
terms of dollars, which exceed the assets which he
has, also defined in terms of dollars. He's a net mone-
tary debtor if his dollar liabilities exceed his dollar
assets. Now a net monetary creditor is just the reverse.
That's someone who has dollar assets which exceed
his dollar liabilities.

Now let me give you some examples here. Figure
15 shows balance sheets for two individuals: a Mr. A
and a Mr. B. Mr. A at this point in time has an asset
which is a $10,000 bank deposit, which I've assumed
is at 5 percent interest. He has no liabilities at all, so
his net worth is $10,000. Mr. A is a net monetary
creditor. He has assets, defined in terms of dollars,
which exceed his liabilities, so defined. Mr. B has two
types of assets, he has a monetary asset which is a
bank deposit just like A does, but he also has a non-
monetary asset, he's got 300 acres of land which I've
assumes to be worth $1,000/acre. It's true that the
value of that land is $300,000, but it is not defined in
terms of dollars. He has no liabilities, so his net worth
is $310,000. Mr. B here is also a net monetary creditor.
He has assets defined in terms of dollars, $10,000,
which exceeds his monetary liabilities, but he is not
quite as vulnerable to the effects of inflation as Mr. A
would be because a lot of his assets, a lot of his wealth,
is held in the form of variable price assets.

I am going to assume that inflation takes place.
But before that takes place, I am going to assume that
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there is a transaction between these two parties. Mr. B

is a farmer in his 60's. He's about ready to give up

farming and Mr. A is a young farmer, just starting out.

A wants to buy the farm and B wants to sell it. That's

what is going to happen: B is going to sell the farm to

A. Figure 16 shows the way it works out after the sale,

this is what the balance sheets of A and B look like

after the sale. How does A pay for the land? He takes

the $10,000 out of the bank and turns it over to B.

Then for the balance of the purchase price, which is

$290,000, he signs a note for $290,000. The note is at

10 percent interest. So after the transaction, A's net

worth is just the same as it was before. That is, he has a

net worth of $10,000 but all of his assets now are

variable price assets, land. And he has this whopping

dollar liability: $290,000. He is now a net monetary

debtor. His debts defined in terms of dollars exceed

his assets defined in terms of dollars. Mr. B's net

worth hasn't changed either. He doesn't have the land

any more. All of his assets now are defined in terms of

money. He's got the bank deposit and he's got the note,

but he doesn't have any variable price assets. He is

very vulnerable now to unexpected inflation.

So what happens. We have an inflation, and over

the course of let's say a year, the price level doubles. I

will assume that the price of land, like the price of

other things, doubles as well. Now you all know that

in recent years the price of land has been going up

more rapidly than the price•level. So I am making a

conservative assumption here, that the price of land

doubles just like the general price level. So one year

later, what does A's balance sheet look like? Look at

Figure 17. The land is now worth $600,000, because

the price of land doubled. Mr. A still has the $290,000

note as a liability and he hasn't made any interest

payments so there's accrued interest of $29,000. So he

has a liability now that has grown to $319,000. Look at

his net worth: it's $281,000. He went from $10,000 net

worth in Figure 16 to $281,000 in Figure 17. Of course

the price level doubled, but in terms of the original

price level his net worth is $140,500. He could sell off

a little more than half of that land and use the pro-

ceeds to pay off the note plus accrued interest, and he

would still have a lot of land left over. On the other

hand, look what happened to Mr. B. B's assets have

risen: the note with the accrued interest is now

$319,000 and there's $1,000 of interest earned on the

bank deposit bringing it to $21,000. So his net worth

is $340,000. He went from a net worth of $310,000 in
Figure 16 to $340,000 in Figure 17. But the price level

has doubled in the meantime and his net worth in
terms of the original price levels is $170,000. Now
what's happened here is we've had a massive transfer

of real wealth. We've had a massive transfer of real
wealth from B to A. There's some other people in-
volved in here as well. The owners of the bank, for
example. But for the most part it has just been a mas-

sive transfer of real wealth from B to A. That's what
tends to happen during an unanticipated inflation:
debtors gain at the expense of creditors.

If the inflation had been anticipated by both par-
ties, the story would have been quite different. Antici-
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pating a doubling of the price level, Mr. B would not

have loaned Mr. A $290,000 at only 10 percent inter-

est. He would have insisted on an interest rate of at
least 120 percent to compensate for the expected de-

cline in the purchasing power of money. And Mr. A,

also anticipating the doubling of the price level,

would have been willing to pay 120 percent interest.

With an interest rate of 120 percent on the note, a

doubling of the price level would not have resulted in
a massive shifting of wealth from Mr. B to Mr. A.

There would be very little shifting because the inter-

est rate would be high enough to compensate for the

halving of the purchasing power of money.
Thus, when people come to expect a higher rate of

inflation, interest rates tend to rise to compensate 
for

the higher anticipated inflation. Interest rates have

been higher in the United States during the decade

of the 1970's than they were back in the late-1950's,

because in the 1970's people have come to expect a

higher rate of inflation than they did back in the late

1950's.

Figure 1. Consumer prices
Index, 1967 =--- 100 (Ratio scale)

220

200 -

180

160

140

120

100

Services

r7e'

Unadjusted

Food

Commodities
Less Food

All Items

1970 1971 1972 1973 1974 1975 1976 1977 1978

Figure 2.
Ratio Scale
1967 = 100

210,

200

190

180

170

160

150

140

130

120

PRICES
,Seasonally Adjusted

Consumer Price Index (CPI-U)

A:L1
1973 Urban Percent

Jul. 196.4 6.5

Aug. 197.6 7.6

Sep. 199.1 9.5

Oct. 200.8 9.4

Nov. 201.7 5.8

Dec.

Percent is compounded

annual rate of change

110 —
AN. '70

loo 
190

180

170

160

150

140

130

120

110

gok, A" '9°1'

Consumer— All Items2
JUNE '71

1 4 1

FEB. '73

i4
NOV. '74

I 4

30[0

boJo

k

Ratio Sca2l1e0
1967 = 100

°. 80 2100

201.5 190

170

160

300

290

270

250

230

• NOV. '78

DEC. '77

Producer—All Commodities

210

— 190

— 180

— 170

_1.60

—.150

— 140

130

120

110

• JAN. '70 OCT. '72 NOV. '74 DEC. '77 NOV. '78

10014 t I 1 I I 4t  I 41 4 

1970 1971 1972 1973 1974 1975 1976(1977 1978

1CPI-U For all urban consumers (new series beginning January 1978)

2CPI-W For urban wage earners and clerical workers (revised series

beginning January 19781
Note: CPI, seasonally adjusted (old series), terminated beginning januarY

1978
Percentages are annual rates of change for periods indicated.
Latest data plotted, November.

Prepared by Federal Reserve Bank of St. Louis

Ratio
1967

220
210
190

170

150

130

120

110
1O0

901iA.
200
190
180

170
160
150

140
130
120

110

R
<20
140
100

60
40

20
220
140
100

60

40

20

240 II

220
200

180

100

140

100
"7.



ot
;r-
at
e-
A,
31,
3t.
a
in

of
or
ye
de

La
tp-

••••

3

Ratio Scale1967 100
220
210
190

170

150

130

120

PRODUCER PRICES
Seasonally Adjusted

Ratio Scale
1967 = 100

- Industrial Commodities

+3.5%

10
90 - '70
200
190
180
170
160
150
140
130
120

llo

100 +0.5%
90 AN '70 SEP. '71

OCT. '72 OCT. '73 NOV. '74

OCT. '72 OCT. '73

--

A- '46 216.0.

215.2

Farm Products
and Processed

Foods and Feeds

DEC. '77 NOV. '77
1970 1971 1972 1973 1974 1975 1976 1977 1978Perce
Lt 

ntages are annual rates of change for periods indicated.est data plotted: November.
PrePared by Federal Reserve Bank of St. Louis

220
210

190

170

150

130

250
240

220

200
190
180
170 _
160
150
140
130
120

110

100

90

tigUre 3. Consumer prices (all items and food)(R),Iiarterly averages, 1913-
220 ... atio scale, 1967 = 100
140
100

60
40

20
220

140
100

60

40

20

1920 1930 1940 1950 1960 1970 1980

igure 4. Prices — producer prices
240 tricleX, 1967 = 100 (Ratio Scale)220

Seasonally Adjusted20 Finished Goods
0 .

Consumer Foods pr-160

140

Goods f
Total Finished Capital Equipment

1 0 Consumer Goods
Excluding Foods

1971 1972 1973.1974 1975 1976 1977 1978 1979

Figure 5. Producer prices — formerly wholesale
prices
Quarterly
Ratio Scale, 1967 = 100

1800 - 

/64

20 
-1980 Farm Products

( Industrial Commodities

1920 1930 1940 1950 1960

Figure 6. General Price Index*
Ratio Scale
1972 = 100

160
155
150
145
140
135
130

125

120

115

110

105

100

95

90

85

80
1970 1971 1972 1973 1974

"As used in national income accounts
Percentages are annual rates of change for periods indicated.
Latest data plotted: 3rd quarter.
Source: U.S. Department of Commerce
Prepared by Federal Reserve Bank of St. Louis

Figure 7. U.S. GNP from Income Point
of View, 1977 (billions of $'s)
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Figure 11. Recent Inflation in the U.S.
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Figure 13. Inflation in Latin America, 1950-1969
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Figure 14. Seven Hyperinflations
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3.
Mr. A
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$290,000 note

$ 29,000 accrued interest 
$281,000 Net Worth

Net Worth in terms of original price level is $140,500.

Mr. B
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$319,000 note
'eluding accrued interest) $340,000 Net Worth

1\let Worth in terms of original price level is $170,000.

Q: Is the real cause of the rapid rate of increase in the
U.S. money supply the large deficit spending of the
federal government?
A: The size of the government's fiscal deficit and the
rate of increase in the money stock are not necessarily
connected.

Let's consider what happened in the late 1960's.
The Vietnam War started heating up in 1965 and
1966. As a result, federal government expenditures
rose rapidly, much more rapdily than federal tax re-
ceipts. To cover its fiscal deficit, the federal govern-
ment borrowed funds in the bond market. This put
upward pressure on interest rates. The rise in interest
rates was not politically popular, and pressure was
put on the Federal Reserve authorities (the Fed) to
expand the money stock in an effort to hold down
interest rates. The Fed gave in to this pressure and
began increasing the money stock rapidly. So here
we have a case where a big federal government fiscal
deficit resulted in a rapid expansion in the nation's
money stock.

Now let's talk a bit about what has been happen-
ing in the U.S. within the last year or so. First of all,
the money stock has been rising rapidly, at about 8
percent per year. However, all the governments in the
U.S. collectively have pretty nearly had a balanced
budget over the past year. The federal government has
been running a sizable fiscal deficit, but the state and
local governments have been running large fiscal sur-
pluses. So while the federal government has been bor-
rowing in the bond market, the state and local govern-
ments have been lending about the same amount of
funds in the bond market. So here we have a case of a
nearly balanced budget for all of the governments in
the United States, and yet the U.S. money stock is
growing about four times as rapidly as it should for
long-run price level stability.
Q: I have always thought that the federal government
had to print money to cover its deficits.
A: No, that's not true. The federal government fi-
nances its fiscal deficits by selling bonds in the bond
market. In recent history (that is, within the last 50
years) it has never printed money to cover a deficit.

The size of the money stock in the United States is
determined by the Fed. The Fed is an independent
agency. It does not take orders from the President or
even from the Congress.

The way the Fed increases the money stock is by
buying existing faleral government bonds from
banks, ordinary business firms, and ordinary people.
When the Fed buys such bonds, it prints the money
with which to buy them. If this newly printed money
ends up in the hands of banks then it can support
several dollars of bank demand deposit liabilities.

At the present time, the federal government has a
debt of about $700 billion. Only about $100 billion of
this debt is owned by the Federal Reserve.
Q: If tfie rate of inflation in the United States is higher
than it is in Germany and Japan, will this cause the
value of the dollar to fall in terms of German and
Japanese money?
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A: In the long run, exchange rates between the cur-
rencies of different countries respond to differences
in the rates of inflation in the countries. But in the
short run there are many other factors besides differ-
ences in rates of inflation which affect exchange rates.

Q: What effect does the fact that we are supplying a
military defense for a large part of the world, includ-
ing Germany and Japan, have upon the U.S. inflation'?
A: It presumably makes federal government expen-
ditures larger than they would otherwise be. But this
does not in itself result in inflation.

During the Korean War, the U.S. had very large
military expenditures. Yet there was very little infla-
tion during that war. This was mainly because the rate
of money stock growth was held down.

Although the U.S. currently has large military ex-
penditures, in real terms (that is, corrected for infla-
tion) they are smaller today than they were back in the
mid-1960's. And yet the rate of inflation is higher

today than it was back in the mid-1960's.

Q: In order to avoid the redistribution effects of infla-
tion, what would be wrong with indexing incomes?
This seems to be done in some other countries.
A: There is a good deal of indexing already in use in
the United States. For example, social security bene-
fits are indexed and many union contracts specify
wage changes over the life of the contract based on
what happens to the CPI. But it is probably impossible
to index all incomes.

Q: Generally, the statement is made that farmers are
hurt by inflation because they cannot pass on their
costs. Do you agree with that?
A: No, I don't agree. Farmers have all the attributes of
a group which ought to benefit from inflation: they
have variable incomes and they tend to be in debt.

The period from about the end of the Civil War
until about 1900 in the U.S. was a period of deflation
— falling prices. During this period, much of the
midwest was put under the plow for the first time.
People came from Europe and the eastern states to
farm Iowa, Nebraska, the Dakotas, etc. On the whole
they were not wealthy people and they went into debt
to buy land, machinery, horses, etc. With a declining
price level, when they went to repay their loans they
found they were repaying them with dollars which

were worth more in real terms than the dollars which
they had borrowed. These people were not stupid,
they knew what was happening. That is why so many
of the farm organizations which came into existence
during this period advocated inflation. They didn't
come right out and argue for inflation, they argued for
the free coinage of silver. The farmers wanted free
coinage of silver because they wanted the money
stock to grow rapidly to bring about inflation. They
wanted inflation because they knew that inflation
would reduce the real value of their debts.

The decade of the 1920's was a period of a gener-
ally stable price level in the United States, but it was
not a period of good times for American agriculture-.

The mid-1950's was another period of a generally
stable price level in the United States. But, as I recall,

farmers were not doing too well during the mid-

195 0's.
In 1973 and 1974, the rate of inflation was verY

high in the United States and yet these were very good

years for American farmers on the whole.
I don't mean to give the impression that whether

there is or is not inflation has a great bearing on how
well farmers are doing. I think that other factors, like

weather conditions in the U.S. and in other parts of

the world, are much more important so far as the

health of American agriculture is concerned than
whether the rate of inflation is 2 percent or 7 percent

per year.

Q: If you had been the president of the U.S. in the

20's, what would you have done to prevent the

depression?
A: You know what happened between 1929 and
1933? The money stock fell 25 percent. That is the

major factor that caused the depression. Prices

couldn't fall fast enough to compensate for the ded

cline in the money's stock. If the money stock had not
fallen, you might still have had a recession, it might
even have been classified as a depression, but it
wouldn't have been anywhere near as severe as it was.
What caused the money stock to drop? To be honest,

the people who were running the Federal Reserve at

the time did not know what they were doing. TheY
didn't know what they were doing and, moreover,
they didn't care. If you look at the minutes of the

meetings of the people who were deciding monetary

policy in that period, you find very little reference to

the depression. They were talking about how to rear-

range the portfolio of the Federal Reserve in order to

increase its earnings. They thought they were ordi-

nary bankers. They didn't realize that they were con"
tral bankers. Their concern should not have been the

earnings of the Federal Reserve, their concern should
be the health of the U.S. economy. But they didn't
realize that and they carried out policies which
brought the money stock down and caused a severe
depression.
Q: Do you think they are any wiser today?
A: Yes.
Q: Will you give me your definition of the moneY
stock?
A: It is, first of all, currency and coins in the hands of

the non-bank public. Secondly, it is the total amount
of checking deposits or what we call demand deposits,
owned by the members of the non-bank public. Ad°
the two of those together to get the money stock. At

the present time that comes to around $330 billion.

That's what they call the M-1 money stock. That's the

one that people primarily refer to. There are other
definitions of the money stock, but it doesn't make at
lot of difference which one you use. M-1 is the rn°s
commonly used definition. It's currency, plus de-
mand deposits owned by the non-bank public. So

are excluding currencies and depand deposits oWne
by the federal government and by commercial banks'

Q: Are they considering including time deposits ill

the definition of the money stock?
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in the late 40's you couldn't get it for love nor money.
In that sense you see, there has been a big decrease in
the cost of medical care services. You can buy an ef-
fective preventative for polio for peanuts whereas
back in the 40's you couldn't get it for any price. Both
'of my parents, within the last six months, have been
cured of cancer. Each had a different type of cancer
and both were cured in a period of about six months.
Now that simply wouldn't have been possible ten
years ago. I'm not saying that the bill for those cancer
cures was low. It was high, but it wasn't as high as it
was 10 years or 15 years ago, because 15 years ago it
was essentially infinity. In the judgment of many
economists, including myself, the CPI and GNPPI are
biased upward by about 1.5 percent per year: that is, if
there was no true inflation, the CPI and GNPF'I would
still rise by about 1.5 percent per year. This is why I
think that there was no real inflation in the United
States during the 1952-1965 period.
Q: But that isn't a one-way street.
A: I know it isn't a one-way street, but for the most
part I think it is safe to say that the quality of items
tends to rise with the passage of time.
Q: This doesn't mean the quality of the environment
tends to rise?
A: Okay, then you are moving away from the concept
of a market basket of purchased items and you are
talking about smoke in the air and stuff like that. Then
you are beginning to move out of economics.
Q: A couple of us in the crowd are ex-G.I.'s. Between
paydays we used matches for poker playing. If you
add two more people to the game, and you are still
going to play the stakes at a nickel a limit, somebody
has to add some more matches. I'm asking how does
this money stock relate to population and net worth of
property and goods?
A: If you wanted to have stable prices, the money
stock should be growing at about 2 percent a year.
That would be enough to accommodate the real
growth in the economy due to population growth,
labor force growth, output per unit of labor. That
would be about enough and you would have stable
prices. Now the thing is that when you start raising
that rate of increase, it not only directly brings about
inflation, but it also causes people to economize on
the use of money. That's why in those high inflations
(the hyperinflations) the price level went up so much
more than the money stock. As inflation takes place, it
becomes expensive to hold money. People try to
avoid holding money and they turn it over quicker. So
in Germany for example, towards the end of the hy-
perinflation, people were getting paid several times a
day. They would work for a few hours in the morning,
get paid, and then run out and spend their pay before
it became worthless. Then they would go back to
work for a few more hours, get paid, run out and
spend their pay, and so on. When people are increas-
ing the rate at which they turn over money, we are
talking about a rising velocity of money. An increase
in the velocity of money causes the price level to rise

all the more.

A: Yes. We've had some important changes in the
Payment system in the U.S. in the last few years.
Some very important ones. For example, many sav-
ings and loan associations have what for all practical
Purposes are demand deposits. They are called NOWaccounts. That needs to be added in. NOW accounts
are still pretty small, but they are growing in impor-
rtance. Secondly, it is now possible to move funds
irorn some time deposits to a demand deposit whenYu want to spend them. At least those time deposits
should be included in the money stock measure.There is in fact a modified M-1 measure that they arebe

to use which includes some types of timedeposits.
Q: What would be the lowest rate of inflation that
will keep us rolling? 0 percent per year?A: I think you could have zero rate of inflation. As a
'natter of fact, I think that between 1952 and 1965 we
r,eallY did have a zero rate of inflation. The price in-
u,ices are not perfect. They are biased upward because
tueY do not adequately take into account quality im-
ovements in the commodities which they cover andIS in turn is due to the fact that quality changes are°ften very difficult to measure.
Let's consider some examples. It is relatively easy
measure the quality of automobile tires. Supposethat the price of an automobile tire goes up by 10

Percent. Suppose that at the same time the tire is im-
Proved in quality so that (by actual objective test) it
will deliver 10 percent more miles than before. Then
0 Conclude that the price of the tire per mile of ser-

vice has not changed — the price rise has been com-
Pensated for by the improvement in quality.

NOW let's consider medical care services. It is
verY difficult to measure the quality of medical care
ts,ervices. Suppose we talk about a gall bladder opera-
hilcin back in 1950. I don't know precisely what a gall
'Ladder operation cost in 1950 but I would guess

$200. What does a gall bladder operation cost
zklay? I don't know that either, but I'll bet it's around
b1,000. However, a gall bladder operation of 1978 yin-

is not the same thing as a gall bladder operation of
fr'50 vintage. It is a lot safer — the probability of death
:41 a gall bladder operation is a lot less today than it
,as back in 1950. So we know the quality of this
i7edica1 procedure has improved, but by how much?°I'v much has the improvement in quality offset theioncrea, se in price? I don't know and neither does any-
snt ef.eise• Neither do the people in the Bureau of Labor
adstics, who are responsible for the CPI, the changea iquality of medical care service. They act as though

1„978 gall bladder operation is the same thing as a
°°0 gall bladder operation.
40, give you another example. Let's go back to the

Remember when they used to close the swim-
Pools because of those polio epidemics which

kid
pt the country? Parents used to worry about their
and the kids were bored because they had to stay

theue house and out of the pools and parks for fear
tiveY;wc'uld get polio. Now you can get cheap, effec-
$2 

at for polio. It must be no more thanc" a Public health clinic. Sometimes it is free. Back
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Even the 6-7 percent inflation that the U.S. has
experienced in the last few years has caused the rate
of turnover or the velocity of money in the U.S. to rise.

Q: What will happen if the constitutional amend-
ment passes forcing the federal government to operate
on a balanced budget?
A: I doubt if it would make a whole heck of a lot of
difference. I'm not in favor of it myself. The reason I
am not in favor of it is because I can envision a situa-
tion when you had a severe recession or depression,
when it would be very advisable for the government
to have massive deficits in order to get the economy
out of the recession or depression.

The way fiscal policy is supposed to work if it
works well, is that during recessions and depressions,
the deficit should get big, then when the economy
improves and approaches full employment, the defi-

cit should get smaller and possibly even be a surplus.
I think that one could say that in the last ten years

that the administrations and the Congress have to-
gether misused fiscal policy. They have tended to
overstimulate the economy with fiscal policy.

I view the move for a constitutional amendment
as essentially a move to take fiscal policy away from
them. I think that is kind of dangerous and I am per-
sonally not in favor of doing that.

Moreover, when you talk about a balanced bud-
get, what does that mean? A good accountant can give
you a balanced budget every year. It is very simple to
do it. You just redefine the budget. And we've done
some of that you know. Back in '67 in order to make
the budget look a little better, President Johnson had
some things moved out of it. He had the Home Loan
Bank System moved out of the federal budget to make
the deficit look smaller.

Q: Do you prescribe to the thesis that one of the rea-
sons we are facing such a difficult time in handling
inflation is that the politicians are such poor econo-
mists and economists are such poor politicians? You
don't have to answer.

U.S. Agricultural
Outlook in a
World Setting

Rex Daly
Senior Analyst
World Food Situation and Outlook Board
USDA

Last year, 1978, showed much improvement in

farm prices, farm income, and cash flow. The figures

aren't all in yet, but net farm income will probablY

be almost a third higher than the $20 billion rep
orted

for 1977. Farm product prices averaged nearly 15%

higher. Farmers benefited from expanding foreign

and domestic markets and from programs to maintain

farm income especially the farmer-owned grain

reserve.
The outlook for the coming year is more uncertain

than usual. There are some basic imbalances in the

domestic economy which make it particularly vul-
nerable to shocks. These imbalances, all related 

to

inflation, include: stringent monetary policies, slow

productivity gains, rising government spending, 3

large trade deficit, pressure on the dollar, and increas-

ing consumer indebtedness. In addition, world con-

ditions which contribute to uncertainty include: ris-

ing energy costs, unpredictable USSR trade, the large

deficit in nonagricultural trade and the recent PRC

entry into the world market.
The 1978-79 marketing year looks promising a

record supplies of grains and oilseeds move into do-

mestic and foreign markets. Problems may arise later

in the year when Southern Hemisphere crops begin t°

compete. There will be record grain stocks carrie

over. This year's record grain crop follows two 
years

of good world crops. Estimated carryover of wheat,

coarse grain and rice for 1978-79 is 235-245 mi
llion

metric tons, or about 18 percent of production.
The build up in carryover stocks caused a price

decline in 1977-78, but within the last year prices rose

again. The increase was due to expanding world 
de-

mand and to the U.S. grain reserve program, which is

temporarily isolating large stocks from the market.

World markets continue to be strong for grains, soY-

beans, livestock products, and cotton.
The main market-impact feature of the U.S. farrv

program has been the farmer-owned grain reserv

The release trigger lead is $3.29 bushel for wheat an

$2.50 bushel for corn. The call level, which provides

inducement to market the grain, is $4.11 bushel 
for

wheat and $2.80 bushel for corn.
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h?7,7-78 level in tonnage, but prices will average
4g_'gher, so the value may run higher, about $29 billion
l',Apected imports of $14 billion will leave a net export
lance of around $15 billion
Growing conditions and U.S economic activity

1l affect theprospects for U.S. agriculture this year.At Present, wheat looks more vulnerable than the
°t baseder major crops. Grain reserve programs are

th f I te expectation extensive crop oss in some par°_I the world one or two years out of five. If we have
t°4,,Ilother year or two of good crops, it will be necessary

quire production cuts. U.S. planting of all major
c Ps continue to increase.

Farm incomes in 1979 will depend heavily on
P conditions and the movement of Southern Hem-

qPhere crops. Restrictive measures to reduce infla-
hc,,)11 May lower net farm income from the $26 billion
iltedicted last fall. Retail food prices averaged a tenth
th!her in 1978. Food prices this Year will depend on

overall economy and the world picture for crops.
6...,eat prices may rise slowly. A retail price increase of

, e '° Percent will about match the advance in the gen-
rat Pric elevel.

keting year. The USSR is expected to buy 5 million
ons of wheat and 9 million tons of coarse grain. The
mese have already bought nearly 3-1/2 million tons

c'f heat and 3 million tons of corn. Even with larger
ain crops coming from Canada and the Southern

rlenlisphere, U.S. grain shipments will match an
ay exceed last year's record exports. U.S. exports of

1 0P •and livestock( products may not quite match the

Protein meal and oil are in large supply aro
the world. The output of meal may be 6 or 7 percent
larger than last year. The increase will come from
larger Southern Hemisphere crops. Expanding mar
ets will keep the price of U.S. soybeans high, at $6-7
or bushel, even though the U.S. crop is about the

same size as last year's. The world demand is mainly
from the increasing production of hogs and poultry.

World cattle herds declined in 1978, it is hoped
that the numbers may begin to turn up next year. U.S
cattle numbers are not likely to drop much below 110
'fliIlion head this year. Feeder cattle supplies are re-
duced also, but with low-priced feed, many cattle
ave been placed on feed recently. They are being fedt,O heavier weights, which helps to offset the decline

ln nonfed beef production. Rebuilding of herds will
e slow, perhaps lasting well into the 1980's
Pork and poultry production is expanding in

Irlost of the world. High beef prices will help to keep
P.ork and poultry production high. U.S. pork produc-
!ion for 1979 may be more than 10 percent larger than
'or 1978. Poultry production may run 8-10 percent
ar8er. Overall gain in total meat production will nev-ertheless be relatively small.

The decline in milk production and the increase
commercial use of milk has created a closer supply-
einand balance for dairy products.

Trading will continue strong in the 1978-79 mar-

U.S. farmers have just completed a much im-
proved year with higher farm prices, increased farm
income, and an improved cash flow. Despite this
overall improvement, many farmers who incurred
heavy indebtedness in the inflationary 1973-1975 pe-
riod are still in hock to their banker. This is especially
so for those who also suffered drought, flood damage
or freeze damage to their 1978 crops. We may yet see
another winter of farm unrest, but I doubt it will be as
widespread or as vigorous as last year.

1978 FARM INCOME HIGHER
Income for 1978 is still an estimate, but net farm

income will likely total almost a third above the $20
billion reported for 1977. Farm product prices
averaged nearly 15 percent higher, with livestock
product prices up 23 percent and crop prices up about
5 percent from 1977 averages. With output of live-
stock products up a shade and another large crop, the
higher average prices and larger program payments
have increased 1978 gross income by almost $14 bil-
lion, from $108 billion in 1977. The gain was well in
excess of a substantial (9 percent) further rise in farm
production expenses.

U.S. farmers benefited greatly in 1978 from (1)
expanding domestic and foreign markets for the rela-
tively ample supplies of farm products and (2) pro-
grams which were designed to maintain farm income
by isolating part of grain stocks through the farmer-
owned grain reserve, and which were begun at a time
when domestic markets were depressed by large
supplies.

U.S. AGRICULTURAL OUTLOOK
The U.S. agricultural outlook for the coming year

is clouded by more than the usual uncertainty. You
have undoubtedly heard that trite statement hun-
dreds of times in outlook discussions. I will try to
justify the assertion.

THE OUTLOOK SETTING
The near-term outlook and prospects for agricul-

ture in the next 12-18 months will be importantly
influenced by the resolution of some rather basic im-
balances in the domestic economy and by world de-
velopments affecting U.S. trade.

The economy is now acutely vulnerable to out-
side shocks such as jumps in energy costs, severe
weather disruptions, labor-management disputes,
and transportation tie-ups. This vulnerability springs
from a number of imbalances in the economy which
are reflected in a pervasive and very intractable
inflation.

* Stringent monetary measures to bolster the
dollar and ease inflation threaten cuts in in-
vestment, housing, and general economic
activity.

* Small increases in new plant and equipment,
slow productivity gains, and inflation-inspired
wage rates fuel the inflation.

* Rising government outlays due mainly to infla-
tion, social programs, and rising defense costs ,
continue a large inflationary federal deficit.
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* The large trade deficit in nonagricultural

trade, in part due to rising energy costs, keeps

the dollar under pressure and adds to domestic

price inflation.
* Consumers, in anticipation of further inflation,

are buying houses and big ticket consumer

items, which is pushing indebtedness to high

levels.
Another related set of conditions add uncertainty

in both directions about the outcome of U.S. eco-

nomic activity and the world markets for agricultural

products.
* The recently scheduled acceleration in energy

costs and the related chaos in Iran, a major sup-

plier, further threaten our access to oil.

* The widely varying USSR trade is further

clouded by frictions over personal freedom,

Middle East tensions, conflicts in Africa, lack

of progress in the SALT disarmament discus-

sions, and the recent recognition of the

People's Republic of China.
* Although the trade balance is improving, the

large deficit in nonagricultural trade keeps

pressure on the dollar in world markets.

* Recent PRC entry into world markets is a new

and possibly positive development for ex-

panded U.S. trade.

THE CURRENT MARKETING YEAR
The outlook setting points us in a number of dif-

ferent directions. Some are negative outlook factors,

while others are positive. If they do not indeed change

the outlook, they surely widen the uncertainties for

the next 12 to 18 months.
, Economic developments so far in the 1978/79

marketing year are promising. Record supplies o 

grains and oilseed products are moving into expand-

ing domestic and export markets. Stronger demands

are maintaining prices well above last year. Grower

prices in December averaged a fifth above a year ear-

lier — a tenth higher for crops and almost a third

higher for livestock products. A record volume of

grains and soybeans is moving into foreign markets.

These conditions imply a substantially improved cur-

rent income flow to farmers.
But crop prospects are less buQyant for later this

Table 1. World Grain Supply and Use, 1975/76 to 1978/79

year when the expected larger Southern Hemisphere

crops begin to move in volume. Moreover, even with

continued heavy utilization, we will go out of the year

with record grain stocks. But with about half of this

grain in the farmer-owned reserve, the usual price

depressing impacts will be limited.

RECORD WORLD GRAIN CROP
AND CARRYOVER

A Soviet grain crop more than a fifth larger than in
1977/78 and gains in wheat production in Western

Europe, Australia, Canada, and many other countries

contributed to the record 1978/79 world grain croP.

The area planted to grain increased by about 2-1/2

million hectares despite reduced plantings in the U.S.

But output gains reflected much higher yields, espe-
cially in the U.S., USSR, and West Europe.

The world wheat crop will total more than a tenth

above the 382 million tons reported for 1977/78. With
a record corn crop in the U.S., the world coarse grain

output will total 5 or 6 percent larger and the world

rice crop could run 2 to 4 percent larger. This year

record grain crop follows two years of good world

crops and three years of large U.S. grain crops.
Larger crops and the build up in world carryover

stocks brought declining grain prices well into the

1977/78 marketing year, despite expanding world

markets. Wheat prices c.i.f. Rotterdam in June-MaY
1977/78 averaged $130 per ton (No. 2 Hard Winter, 13-

1/2 percent), down from over $200 in 1973/74. Cool
(U.S. No. 3 yellow) at Rotterdam was down to $106
per ton in 1977/78 from $145 in 1974/75.

But grain prices have strengthened since the fall
of 1977 despite large supplies and prospects for a
further build up in already large world grain stocks.
Price advances from depressed levels a year ago re;
flect mainly two forces: an expanding world demana

for grains for both food and feedstuffs and the opera-
tion of the U.S. grain reserve program, which is tem-

porarily isolating large U.S. stocks from the market.

The continued expansion in world economic ac-
tivity, policies to improve diets and nutrition in manY
countries, expanding livestock production, and rela-

Item 1975/76

Production

Wheat
Coarse grain
Rice (rough)

Trade (exports)

Total utilization

Carryover stock

US percent of production

US percent of trade

US percent of ending stocks

Estimated

1976/77 1977/78 8/79

1355

350
644
361

173

1351

146

18

49

25

71

1466

415
702
349

173

1412

200

18

46

31

million metric ton--------------------------
1442 1525-1540

382 420-425
694 730-735

366 375-380

184 175-180

1447 1485-1490

195 235-245

18

49

38
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tively low U.S. grain prices (in terms of a depressed
dollar) combine to result in continued strong world
Markets for grains, soybeans, livestock products, and
cotton, despite greatly expanded output in major
World markets.

FARM PROGRAM IMPACTS
U.S. grain programs are designed to provide mini-

Inum support in the market at approximately world
Prices (the loan rate). Programs also provide defi-
ciency payments to support income if market prices
drop below the "target price." But perhaps the main
Market-impact feature of the program has been the
farmer-owned grain reserve. By mid-December nearly
1-1/4 billion bushels of grain had been isolated from
the market in the farmer-owned reserve. By the end of
the 1978/79 season, close to 40 million tons of grain, of
an expected 84 million ton U.S. carryover, will be
isolated from the market, mostly in reserves owned
and controlled by farmers. This reserve can easily
ove back into the market at the release trigger level

}$3.29 bu. for wheat, and $2.50 bu. for corn). At the
iligher call level for the loan there are strong induce-
tnents to move the grain to market. The call level is
175 percent of loan for wheat ($4.11 per bu.) and 140
Percent of the corn loan ($2.80 bu.).

WORLD PROTEIN MEAL AND OILS IN
LARGE SUPPLY

Larger 1978 crops of soybeans, peanuts, and sun-
flower, along with a substantial increase in rapeseed
clutPut, will more than offset modest cuts for cotton-
seed, coconuts, and linseed. World output of high
Protein meal may total 6 or 7 percent larger than in
1977/78. And this gain follows an increase of 18 per-
cent last year.

Much of the tonnage increase in 1978/79 will
from expected larger Southern Hemisphere

°Ps, mainly soybeans in Brazil and Argentina. Non-
'S. output may be up around 12 percent, with ex-

1;ected gains of 35 to 40 percent in soybeans south ofRe border. -
a, The 1978 U.S. soybean crop was only slightly
apove last year's large crop. But expanding markets
fre expected to absorb U.S. supplies at prices to
l'nriners around $6 and $7 per bushel, well above

al, Production of fats and oils also will run well
errve trend, possibly 4 to 5 percent above 1977/78.
bine increase will be mainly in vegetable oil, with a

sh

d,g gain in Malaysian palm from last year's drought-
cL,Maged crop. Production of animal fats may decline
ghtly.

al World demands for protein meals and oils are
ah5,? very strong. Production is increasing for hogs
p-rg Poultry, big users of protein meals. Moreover,
ercIduct/feed price ratios are highly favorable to in-
poeased feeding of concentrates. Increased use of im-

rted cassava in Europe also strengthens world de-
ja,11c1 for the complementary high protein meals, and
Pan continues an expanding market for meal.
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CATTLE HERDS DECLINING
World cattle numbers declined further in 1978.

The downtrends continued in the U.S., Canada, Aus-
tralia, New Zealand, Argentina, and Uruguay — main
producing and trading nations. However, numbers
are increasing in parts of Latin America, in Europe,
the Soviet Union, and Asia.

We have hopes that the downtrend in cattle num-
bers may bottom out and begin to turn up in the next
year. The U.S. inventory probably was down to 110 to
112 million head on January 1, reflecting an estimated
liquidation of 4 or 5 million head in 1978. Although
there may be some further decline this year, U.S. cat-
tle numbers are not likely to drop much below 110
million head.

Feeder cattle supplies are already greatly re-
duced. In mid-December, prices of 600-700 lb. feeders
at Kansas City averaged around $69 per hundred, up
from $41 a year earlier. With relatively abundant low-
priced feed, there have been heavy placements of cat-
tle on feed in recent months. Currently around 70
percent of total slaughter are finished animals. These
cattle are also being fed to heavier weights, which
helps to offset part of the big decline in production of
nonfed beef. But the big decline in slaughter of nonfed
animals 'continues to sharply curtail output of lean
beef used in hamburger and processed meats.

Smaller calf crops and fewer animals available for
slaughter or for breeding stock will slow rebuilding of
herds in the U.S. and the rest of the world. As rebuild-
ing takes place, it will further limit cattle slaughter
and the supply of beef. Consumption of beef totaled
around 120 pounds per capita last year and another 6
or 7 pound decline is likely in 1979.

It may be well into the 1980 decade before num-
bers build back enough to permit per capita use levels
up to the 129 pounds consumed in 1976.

HOGS AND POULTRY OUTPUT
EXPANDING

Pork and poultry production is increasing in most
countries of the world. But if consumer demand for
beef continues to expand, reduced beef supplies will
keep upward pressure on cattle prices, even with fur-
ther sizable gains in output of hogs and poultry. Rela-
tively cheap and abundant feed, along with favorable
prices for hogs and poultry, are stimulating increased
production worldwide. Big output gains are under-
way in Eastern Europe, the Soviet Union, Japan, the
U.S., and many other countries. •

Although prospective returns to hog producers a
year ago would have suggested a big increase in pro-
duction in 1978, the overall gain was only around 1
percent. Severe weather and disease last winter
brought breeding problems, smaller litters, and in-
creased death losses. This year surprises are develop-
ing again in the hog industry. September Hogs and
Pigs report suggested almost no gain in hog slaughter
in early 1979 as compared with last year. Moreover,
breeding plans indicated only a modest pick-up for
late 1979. In contrast, the recent December Hogs and
Pigs report points to a major expansion in pork pro-
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duction — an expansion more in line with big sup-

plies of relatively cheap feed and the prospects of

favorable returns for hogs.
Hog slaughter is now expected to run 6 to 8 per-

cent larger in the first half of 1979, coming mostly in

the spring. If breeding plans for December-May are

carried out, second half slaughter could run 12 to 15

percent above the last half of 1978. Pork production

for the year may be more than a tenth larger than 1978

output. Larger supplies would lead to lower prices for

hogs. How much lower will depend in large measure

on economic activity and the strength of consumer

markets for meats of all kinds. Even a 10 percent in-

crease in per capita supplies of pork will not materi-

ally tilt the relatively stable per capita total supply of

red meat and poultry.
Producers of poultry — one of the most efficient

converters of feed concentrates — are enjoying profit-

able returns on virtually full draft output. Output in-

creased around 7 percent in 1978 and prices averaged

nearly a tenth higher. With relatively favorable re-

turns prospects, poultry production this year may run

8 to 10 percent larger than in 1978.

If 10 percent gains materialize for both pork and

poultry, the increases would more than offset the ex-

pected 4 to 6 percent decline in beef output. But

the overall gain in total meat production would still

be relatively small. The major price-making forces

for meat animals and poultry will be the strength of

economic activity, consumer demand for meats,

and developing worldwide crop conditions by next

summer.

DAIRY SUPPLIES CHECKED
Milk production last spring and summer ran

slightly (around 1 percent) below a year earlier. This

decline and increasing commercial use has resulted

in a closer supply-demand balance for dairy prod-

ucts. Cheese producers are using more milk, which is

reducing supplies available for butter and nonfat dry

milk. As a result, commercial use of milk increased

sharply and commercial stocks of dairy products

were drawn down. Government purchases to support

the market in 1978 were only about half 1977 pur-

chases. Still, uncommitted inventories of butter and

nonfat dry milk continue to be large.

ANOTHER LARGE TRADE YEAR

UNDERWAY
As we move further into the 1978/79 marketing

year, world markets are continuing to take much more

U.S. grain than they did a year ago. As of late Decem-

ber, wheat exports for the season were running

around 30 percent larger and corn exports were up 15

percent. The USSR by late December had purchased

0.6 million tons of wheat and 1-1/4 million tons of

corn for the 1978/79 year. Last year they took from the

U.S. about 3-1/2 million tons of wheat and over 11

million tons of corn, nearly 14.6 million tons in all.

With their grain supply situation much improved, the

Soviets are expected to import around 8 million tons

or so less than the 22-1/2 million in 1977/78. The mix

is expected to be around 5 million tons of wheat and 9

million tons of coarse grain. The Soviets will likelY

buy the 3 million tons of wheat, as provided under 
the

Agreement. Also most of the coarse grain will come

from the U.S. as the USSR buys relatively cheap U.S.

grain to help rebuild depleted grain carryover stocks.

But this year for the first year in many, the Chi-

nese (PRC) are filling their woks with U.S. grain.

They have already bought nearly 3-1/2 million 
tons of

wheat and almost 3 million tons of corn for 
delivery

in 1978/79. They are also expected to import aro
und 3

million tons of wheat from Canada, 2 million 
frog],

Australia and a million from Argentina. Recen
t re-

ports out of China suggest they may import 10 
or 12

million tons of grain annually in the next 
several

years. Possibly as much as half these imports would

continue to come from the U.S.
Larger grain crops in Canada and the 

Southern

Hemisphere may curb U.S. grain exports later in 
the

season. But export volume is at a record clip, and,

grain shipments in 1978/79 probably will match ana

may exceed the record movement last season.

U.S. export tonnage of crop and livestock 
prod-

ucts in 1977/78 exceed 125 million tons, a record vol-

ume and nearly a fifth larger than a year earlier. Unit

prices averaged 4 or 5 percent lower in 1977/78. But

the value of agricultural exports exceeded 27 
billion,

a record and around 14 percent above 1976
/77. The

big export year reflected continued world economi
c

expansion, policies in many nations to improve di
ets

and nutrition, a growing world livestock 
industrY,

and relatively low prices for U.S. farm prod
ucts in

European and Japanese markets. The record export

volume also was made possible by abundant 
U.S.

supplies of major food crops.
Although export tonnage of all commodities MaY

not quite match the record movement in 1977/78'

prices will average somewhat higher. Tentatively, the,

value of exports in 1978/79 may run 5 to 7 percenì

larger — around $29 billion. Imports probably will

rise only modestly as outlays for coffee decline 
froill

1977/78. Imports around $14 billion would 
suggest a

net export balance around $15 billion. Such a 
surplus

would again provide a substantial offset to the verY

large U.S. export deficit on nonagricultural products

____ for energy, autos, electronic equipment, 
textiles

and many other products. An export deficit of $48

billion on nonagricultural products in 1977/78 was

reduced by the surplus on agricultural exports to lesjs

than $35 billion. A slightly larger offset is indicate'

for 1978/79.

THE 1979 SEASON
As we move closer to the 1979 planting season'

growing and harvesting conditions for 1979 
croPs

will become a major force shaping world grain noir:

kets. This will be true even if U.S. economic 
con'tions were to slow markedly or even decline modestlY

next summer.
By next summer, U.S. agriculture would e

ncoun-

ter economic difficulties if 'a decline in economic ac-
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tivity and in the demand for feed were accompanied
,bY prospects for another large world grain and soy-
oean crop. At this time, I think wheat looks somewhat
more vulnerable than corn, soybeans, or cotton.

U.S. farm programs, in addition to providing
Price and income support, were designed to build a
grain reserve that would help to stabilize market
Prices and provide "food security" in a world ex-
Pected to suffer rather extensive crop loss in some
areas in at least one or two years out of five. This
continues a reasonable expectation. However, it is
quite obvious that another year or two of good grain
crops in the U.S. and the world would bring problems
'or U.S. programs. With the grain reserves full, a rig-
orous application of the dynamic progam for 1980
crops might require production cuts that would prove
Politically unacceptable.
, Farm programs for 1979 are essentially un-
etlanged from the set-aside and diversion provisions
for 1978 crops. Early indications point to larger plant-
ings of wheat, though harvested acreage will depend
NI the strength of the market as well as on weather
onditions. There may be little change in plantings of
teed grains. With the relatively favorable high market
Prospects for soybeans and cotton, there will be no
creage set-aside and virtually no restraints on plant-

itig. If markets continue strong, plantings of these
croPs will likely increase from 1978 levels.

ARM INCOME
Farm incomes in 1979 will depend very heavily

1°311 developments later this year as crop conditions
,egin to emerge and Southern Hemisphere crops
move to market. This year, too, the considerable un-
nrtainty about economic conditions later in 1979
ds to the usual uncertainty about crop conditions

14 the U.S. and the rest of the world.
i Last fall our best judgment on this year's net farm
bil,olne was that it might about hold the higher $26
vulion level estimated for 1978. This was before the
f r̀°nger economic initiatives to control inflation, be-
me restrictive measures taken to bolster the dollar in
°rld markets, before the larger OPEC oil price in-

prelse, and before current prospects for much larger
st°11( production. These developments put added
v,ra, in on inflation control guidelines and increase the
eginerability of the economy to slower growth or
0\7°,11 recession. Current prospects for much larger
i:hic output would reduce the price impact of declin-
eig beef output. But on the plus side, the upcoming
theretion in 1980 will bring into play program initia-

to keep the economy growing and reduce overall
iationary pressures.

'ETA IL FOOD PRICES
at Retail food prices in last half 1978 averaged
Qhclund 11 percent above a year earlier with little
oe llge from mid-summer levels. Most of the increase
seleTurred in first half 1978. The price surge followed a
ftve,re winter which resulted in freeze damage to

s and winter vegetables as well as disease, breed-
Problems and greatly reduced hog production.

The result was much higher meat prices than had
been expected, as well as generally higher prices at
both the farm and retail level. As a result, retail food
prices averaged around a tenth higher in 1978. The
price of food at the farm level was 17 percent higher,
while the farm-to-retail price spread widened by
nearly 8 percent from 1977.

Food prices this year will depend heavily on the
success of programs to moderate inflationary pres-
sures, the health of the general economy, and the de-
velopment of U.S. and world crops. Beef output will
drop further by possibly 4 or 5 percent. But if hog
producers carry out recently reported plans to ex-
pand, larger output of pork and poultry would more
than offset the expected decline in beef production.
Even if meat supplies overall are up slightly from
1978, meat prices may rise slowly if economic activ-
ity and consumer demand for meat continue to
increase.

If food supplies are abundant as expected and
inflation control measures moderate upward pres-
sure on costs of marketing and processing food, retail
food prices could still average in 1979 around 6 per-
cent above 1978. But if rising costs for wages, energy,
and many other products and poor growing condi-
tions for major food crops intensify the inflation spi-
ral, food prices this year could again average 10
percent or so higher than in 1978. Barring a rather
atypical deviation in weather and growing condi-
tions, the rise in food prices may be pretty much in
line with the advance in the general price level.

Discussion
Q: Is it true that the American consumer pays an

average of 17 percent of his earnings for food and the
average for the world is 25 percent spent for food?
Daly: It will vary all the way to 50 percent in a lot of
countries, even in countries like the USSR. The U.S.
is about the lowest in expenditures for food as a per-
cent of our income, after taxes, it is around 17 percent.
It has been as low as 16 percent. Of course, not every-
body in the U.S. pays that percent. There are a lot of
low income families that pay much more than that
and some high income families that pay substantially
less.
Q: With the U.S. trade deficit every year, the Ameri-
can farmer is expected to produce the crops to get
some type of balance. If the exports are making up for
a lot of imports, how can we still expect to feed the
American consumer at the cheapest rate in the \width
Isn't there some justification for the American con-
sumer paying more for his food?
Daly: Many Americans (although when they go to
Europe, they are unhappy with the high cost of food),
do wonder if we shouldn't be devising an agricultural
program that would keep more people on the land
and. that would require us to pay a bigger portion of
our income for food. I think that's a legitimate ques-
tion. I don't have the answer to it because, as you
know, there is a tremendous concern about food and
the cost of food. The Administration wants us to have
a very big supply of livestock products and food gen-
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erally because this helps to counter the inflationary
pressures of the non-agricultural sector. I'm sure the
President and the people who make policy will be
pretty hard-nosed about any kind of measures that
would step up food prices.
Q: What will the price of hard red spring wheat be
next November?
Daly: I think the statistics on the wheat situation are
not quite as good as for some of the other crops. Our
whole farm program is built on the assumption that in
at least a couple of years out of five we're going to run
into difficulty. If we don't run into difficulty in the
next couple of years in the U.S. and the world, then a
dynamic operation of the farm programs would dic-
tate cuts in production, set asides, and so on that
would be politically unpalatable, if not impossible.
Q: The recent report on hogs projected a very rapid
increase between now and next year. Is there any indi-
cation that this might be an over-reaction of the
hog industry to the same basic issues that still have
not been resolved and which will affect the total
industry?
Daly: I don't know what caused this last year. If we
had gotten the kind of increases a year ago that we
were expecting, say in September or October, then we
could have expected prices down around $35 to $40.
Undoubtedly that had something to do with it, but I
don't know just how much was due to this projection
and how much was due to severe weather and the
breeding problems, disease and so forth. We really
couldn't unravel that. And that's why I feel so uneasy
this time. Look how badly we missed last year. Now,
in September, we certainly would have thought the
economics of the situation — the price of hogs, the
cost of corn, feed, and so on, and the prospective re-
turns -- were such that we would have expected an
increase in hog production. We did not expect this
kind of an increase. I wouldn't have been surprised if
this December-May pig crop had been half as much as
this 15 percent.•

Food Additives
and Policy Goals
D. Mark Hegsted
Administrator
Human Nutrition Center
USDA

In the 1960's, partly because of Senate hearings
on nutrition, there was a big expansion of govern-
ment-sponsored food programs, which are now a $9
billion effort. Last year, a Human Nutrition Center
was created by the USDA. There is an indication
of the public and Congressional concern about
nutrition.

The Senate Select Committee on Nutrition and
Human Needs published the "Dietary Goals of the
U.S." Essentially, it said that American eat too much
food and that they should eat less fat, cholesterol,
sugar, and and salt. Instead, they should eat more
fruits, vegetables, and grain products. This report re-
ceived mixed reactions. The nutrition community
tended to support it, but some producer groups have
been vocal opponents.

The main criticism has been that there is no proof
that a different diet would be more beneficial. Deci-
sionmaking, however, can't wait for conclusive proof.
We have to look at what we know and then make
decisions. We have much evidence from epidemio-
logical and laboratory studies that links heart attacks
with serum cholesterol levels, and atherosclerosis.
Cholesterol levels begin to rise in American men in
their late teens who, as shown by Korean War autopsY
studies, have much atherosclerosis in their 20's. We
have watched the rate of heart attacks rise as the stan-
dard of living rises in the developing countries. With
these kinds of evidence, we cawlot say we have no
information upon which to make decisions.

We know less about cancer, but epidemiologica
studies show a relationship to diet. We now live in a
society where we are all exposed to carcenocrenic
agents. There is reason to believe that diet affects t
potency of these.

Salt is linked with hypertension, and sugar pro-
vides no nutritional advantages. One argument for
reducing sugar in our diet -- as well as fat — is that
Americans, particularly females, consume a rela-
tively low number of calories per day. If these are
primarily from sugar and fat, there isn't much left to
provide vitamins and minerals We need to increase
the "nutrient density" of our diet.

Some changes are already coming about. Cattle-
men are producing lean beef, men are eating less ch°-
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iesterol. EarlCND consumption is down. The important
thing for people to understand is that too much of
anything is bad. I am not talking about eliminating
any elements from our diet, but about moderation in
the consumption of cholesterol, fat, sugar and salt.

I'm pleased to be here. I interpret an invitation to
Come here as a recognition that nutrition finally has
Come of age. I think the creation of the Human Nutri-
tion Center of the USDA also is some recognition that,
for various reasons, people are beginning to pay some
attention to nutrition problems.

I am going to disappoint some of you in terms of
food additives. I didn't object to its being put in the
title of my speech, but I want to make it clear that I
don't have any responsibility for decisions on nitrites
and food additives in general. That is in another area
of the department. Since I have only been in Washing-

since September and the Human Nutrition Center
Was only defined in terms of what belonged to it in
December, I'm going to stick fairly close to things that
I know something about. I don't know how many of
You saw the Minneapolis Tribune this morning. The
Cattlemen are hearing the call of the consumer, and I
think that is an important kind of thing that I want to
talk about.

By way of background, some of you may recall
that in the 1960's, Kennedy and certain senators
toured the South and decided there were a lot of poor
People there and in some of the big cities. They cor-
rectly or incorrectly concluded that there were a lot of
hungry people in those areas and that something
Ought to be done about it. That led to the formation of
the Senate Select Committee on Nutrition and Human,
Needs that held hearings over a period of years. Prac-
tically everybody got their inputs into that. At least
Partly because of that activity, there was a big expan-
sion of the food programs: food stamps, school lunch,
the nutrition education program in Extension, special
,Programs for women, infants, and children. As you all
know, the USDA now makes about a $9 billion effort
to try to provide food for people in need. That activity
is now so large that it is becoming attackable. People
want to know what we are getting for our money. Con-
gress is demanding evaluations and evidence of its
doing some good.

Actually, most of those programs are not really
Utrition programs. It's not likely in most school

lunch programs that we can demonstrate any nutri-
tional benefits for the children who are being fed. Our
tools aren't really good enough to do that. Certainly,
the food stamp program is largely an income mainte-
nance program. The thing I think we have to bear in
inind is that in our country, where we really have
fibre food than we know what to do with, it is almost
a right for people to be fed. How well we feed them is
,not a nutritional problem: it's a social decision as is
IlOW much money we want to put into it.

But after the committee had looked at that side of
nUtrition, they began to hold hearings on diseases
related to over-nutrition. Out of those hearings, the
staff of the committee prepared a document which
was called "Dietary. Goals for the U.S." I had some
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association with the preparation of that, but I cer-
tainly didn't write it, and I won't accept that — al-
though I have been accused of it. I did have a role to
play in defining what the dietary goals were. The di-
etary goals stated that Americans eat too much food. I
think that is certainly true. The estimates are that

somewhere between 30 and 40 percent of all adults in

the U.S. are obese. So Americans should eat less food,
and specifically, Americans should eat less fat, espe-

cially saturated fat, less cholesterol, less sugar, and
less salt. To make up for those, we ought to eat more
fruits and vegetables and grain products and some-
what more unsaturated oil. These recommendations
have caused quite a lot of argument and concern by

producer groups. My estimate would be that if we had
any way of taking a poll, about 80 percent of the nutri-

tion community would support those goals, but there
are some pretty vocal opponents.

One of the major problems in defining those
kinds of goals is in deciding what levels we mean if
we say that Americans are eating too much fat and
that they ought to reduce it. Scientists can argue
endlessly on what those recommended values ought

to be, which in practice doesn't make much differ-

ence. Most of us can't regulate our diet that carefully

anyway. For instance, the data now suggest that

Americans are getting about 38-40 percent of their

total calories in fat. The dietary goals said 30 percent

would be a desirable level. Obviously there is no

magic in that figure. It is a matter of trying to devise

values which are reasonable in terms of dietary prac-

tice. There's no point in recommending things that

nobody is going to be able to do or even have any

interest in doing. It's almost certain that if we ate a

diet like the Banuts' in South Africa, we'd eliminate

heart disease in this country. Most of would rather

have our heart attacks than put up with that kind of a

diet. I think that is a reasonable decision.
Another criticism has been that there isn't any

proof that we'd derive any benefit even if we ate the

way that the dietary goals specify. Proof, I think, de-

pends on a lot of things. One of the reasons I like to

talk to economists is that I think they ought to under-

stand better than anybody else that decisionmaking

doesn't depend on proof. Dr. Cochrane said that it

depends on happenstance more than anything else.

Once issues get raised, somebody has to make a deci-

sion, whether they have proof or not. The nutrition

community would like to argue that we need proof.

The American Medical Association, in particular, 
op-

posed these recorrimendations and said that we 
ought

to wait until we identify who is in need of 
dietary

modification before we make any recommendations. 
I

think we have to reject that, too.

Let's just consider what we know about diet 
and

heart disease as a primary example, because 
we know

more about that than we do about some of 
the other

diseases we're talking about. Half of American
s die of

heart attacks. Now that's not so bad; we all 
have to die,

and maybe that is the best way to go about 
it. The issue

is when. Thirty percent of those deaths
 occur before

age 65. I think by anybody's definition 
that is prema-



ture. And there are big socio-economic consequences
of early deaths, primarily in men, before age 65. Some
of you will appreciate that the nearer you get to 65, the
less sure you are that that is a very desirable cutoff
point. As far as I'm concerned now, 70 is much better.
Five years from now, if I'm still around and haven't
had my heart attack, maybe I'd like to raise the age
limit again. In any event, the only thing we could
expect to do through dietary modification is to delay
heart attacks. We don't have the capability to prevent
them, and I'm not sure we want to. But it is a major
killer of Americans, and anything we can do to mod-
erate it effectively is desirable.

Now we know that the risk of having a heart at-
tack, based on epidemiological evidence, is essen-
tially proportional to serum cholesterol levels. Popu-
lations that have cholesterol levels below 180 have
essentially no heart attacks. The average level in
American men is about 230, and we know that peop. le
who have cholesterol levels above 275 have a very
high risk of heart attacks. All the evidence, from both
individual studies within the U.S. and population
studies around the world, is that there is almost a
linear relationship between risk and serum choles-
terol levels. That does not mean, of course, that you
can predict for any individual what is going to hap-
pen to him, when or if he is going to have a heart
attack based on his cholesterol level. But simply in
terms of the statistical risk, the data are very, very
firm.

There is, I think, essential agreement that the un-
derlying cause of heart attacks is atherosclerosis. Pop-
ulations with high levels of cholesterol will have
more atherosclerosis; populations with low choles-
terols have essentially none. Within the population,
people who have high cholesterol levels have more
atherosclerosis than those with low cholesterol
levels. That, again, is a statistical association; it
doesn't predict on an individual basis. We know that
if we elevate the serum cholesterol of animals, they
will get atherosclerosis. Species vary greatly in their
susceptibility. You have a very difficult time raising
the cholesterol of rats and dogs, and they are very
resistant to atherosclerosis, but if you do raise the
level by dietary manipulation, they will get it. Pigs,
monkeys, and chickens are relatively susceptible; it is
easy to produce atherosclerosis.- Again it relates to
serum cholesterol.

Serum cholesterol levels in Americqn men begin
to rise in their late teens. We know from autopsy
studies of Americans killed in Korea that we have a
lot of atherosclerosis in our early twenties, but heart
attacks don't really become a public health problem
until the late 30's and 40's. It is clear that the early
lesions of atherosclerosis don't do us much damage. It
is only when they become advanced that we begin to
have our heart attacks. The other thing we know is
that one can modify serum cholesterols by modifying
the diet. The more saturated fat we eat, the higher our
cholesterol level goes. Lowering saturated fat con-
sumption lowers serum cholesterol levels. Eating
cholesterol raises serum cholesterol. There isn't any

doubt about that, in spite of the position that the egg
and cattle and dairy people have taken. It is a fact that
you can raise serum cholesterol by feeding choles-
terol. Consumption of unsaturated fat lowers choles-
terol levels. If we put all this together, what other kind
of proof do we need that dietary modification will do
us any good?

There have been quite a few studies where groups
of adult men have been fed diets that did lower the
serum cholesterol level. And in general, the heart at-
tack rate has been decreased, but not as markedly as
many people would expect or would like to see. It
doesn't seem to be very effective, even though it does
apparently do some good in middle-aged men. The
data suggest that the younger the men, the more good
it does, and one would expect that on the basis of how
atherosclerosis develops. If one wanted to do an ade-
quate study to determine what dietary modifications
would do, one would have to begin with a bunch of
teenage boys. We would feed them a diet that would
prevent the rise in serum cholesterol, which we can
do, and then follow them over a 20- or 30-year period,
which is practically impossible to do. It's hard
enough to keep people under some dietary control for
4 or 5 years, and I can't imagine a 20-year study being
done. If one demands that kind of evidence, that fore-
closes the possibility of really trying to do anything
about the problem of heart attacks.

Now the reverse experiment is happening all Over
the world. Affluent groups in all the developing coun-
tries, as was pointed out this morning, begin to eat
more meat, more fat, and they are, as predicted, de-
veloping a lot of heart attacks. The health problems of
the upper class in the developing countries are essen-
tially the same as ours. Most of the affluent men in
those countries are now dying of heart attacks. It
seems to me that with that kind of evidence, one can-
not ignore the problem and simply say we don't know
anything. If we wait, as the AMA suggests, until we
identify people who either have had their first cor-
onary — which certainly won't be very effective be-
cause about 30 percent of first coronaries never even
get to the hospital — then it's too late for the maximal
effect of dietary change, even though it may do some
good.

Let us look at the problem of cancer, which is a
much tougher one, because we know less about it.
The evidence is that cancer of the breast in women
and cancer of the colon in men and women, two of the
major cancers in our population, have essentially the
same epidemiologic relationships to diet as does
heart disease. There appears to be almost a linear rela-
tionship between the prevalence of these cancers and
fat intake, mostly animal fat, which goes up as afflu-
ence develops. That doesn't prove, of course, that fat
causes cancer, but it's consistent with it. We know in
animals that high fat diets increase susceptibility to
either spontaneous or induced cancers.

Nobody expects to treat cancer by diet. The prob-
lem of prevention and treatment may be quite differ-
ent. Certainly even if cancer in our society is related to
carcinogenic agents in the diet, nobody believes that
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taking that carcinogenic agent out of the diet of a man
who already has cancer is going to do him any good.
The point I want to make in regard to nitrosamines is
that we live in a society where we are now all exposed
to a multitude of products that are either known to be
or are potential carcinogenic agents. There is no pos-
sibility of -producing a carcinogenic-agent-free diet.
Our analytical capabilities are too good now, you can
find carcinogens in practically anything you analyze.
Given the fact that there are a lot of them around, there
is also reason to believe that diet affects the relative
Potency of these agents. I don't think there is any
Possibility of proving that nitrosamines or any of
these others —like saccharin, which hit the headlines
recently — do cause cancer in man at the levels con-
sumed. But can we take the position that because of
that we shouldn't do anything? Should we simply
ignore the whole problem and wait until we have
Proof of their effects which probably won't be availa-
ble for a long time? Most reasonable people will agree
that we must try to minimize exposure to carcino-
genic agents without absolute evidence of their effect.

The current concern over nitrate, nitrites, and ni-
trosamines is a case in point. These are possible
causes of cancer as shown by animal studies. Even
those with financial interests in products containing
these materials will agree that we cannot simply ig-
nore the issue even though we do not really know
What effect they have on man. Since their use has
considerable benefit in the preservation of meat, we
have some benefits to measure and be considered in
the decisionmaking process. Also it is important to
note that some nitrate is produced in the body and
certain green vegetables also contain nitrates. There is
not much point in eliminating nitrates from one class
of products if we are going to consume it in others.
Thus these kinds of data give us some guidelines in
trying to reach rational decisions about tolerable
levels.

The Delaney Amendment, of course, says that no
carcinogen (a carcinogen in animals) can be added to
the diet. The Food and Drug Administration has no
alternative but to ban such materials as food addi-
tives. Nitrites in spinach are not added and therefore
do not fall under the Delaney Amendment but those
in ham and bacon do. These kinds of inconsistencies
in the law apparently have to be resolved by Congress.
They either have to change the Delaney Amendment
or make special decisions related to certain products.

The real point that I want to make, however, is
that making decisions about a desirable American
cliet involves or should involve the same kind of rea-
soning we use in making decisions about carcino-
gens. Animal studies have to be used to identify a
carcinogen or possible carcinogen. If epidemiologic
data show that increased exposure to a carcinogen or
suspected carcinogen is related to increased cancer,
this is accepted as practical proof that the material is
carcinogenic in man. We feel we must try to minimize
exPosure even though we know that the evidence
does not prove the effects of the suspected carcino-
genic agent. In animals we know that a high fat diet
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increases susceptibility to cancer and the epidemi-
ologic evidence shows the same relationship. Thus it
is reasonable to recommend that fat consumption be
decreased.

Let's look at some of the other issues. With salt,
we know that many Americans get hypertension. Es-
timates now vary somewhere between 25 percent of
all adults up to somewhere around 60 percent in adult
black women. That is a tremendous problem. We
have epidemiologic data again that relate the amount
of hypertension in the population to the amount of
salt ordinarily consumed. In northern Japan, where
the ordinary salt consumption is from 20 to 30 grams
per day, hypertension is a tremendous problem. In
populations where very little salt is consumed, there
is essentially no hypertension. Blood pressure
doesn't rise with age in those populations. We know
that any increase in blood pressure increases our risks
of heart attacks and stroke. Clinical hypertension, the
level that deserves the attention of a doctor, affects
somewhere between 25 and 50 percent of all Ameri-
cans. Increased blood pressure is a problem with
practically everybody. We know that a lot of hyper-
tensives will respond to low salt diets. We know that
animals will develop hypertension when fed high salt
diets and that it becomes a permanent, progressive
disease in animals. Finally, we know that an acute
dose of about 30 to 40 grams of salt will raise the blood
pressure in most of us. And yet Americans are con-
suming around 8 to 10 grams of salt a day. In other
words, we are consuming about a quarter of the mini-
mum toxic dose. Given the fact that we need only
about a gram or two of salt a day, I can't see any possi-
bility that one wouldn't want to reduce salt intake.

The other issue is sugar. Actually the evidence
against sugar is weaker, and that is probably too bad
because I think most of us wouldn't mind getting that
damn sugar out of our diets. But the evidence isn't as
strong, except for dental caries; everybody agrees that
sugar relates to dental caries. Even there, it is how you
eat your sugar rather than the amount you eat. It turns
out, in fact, that sugared cereals are probably one of
the best ways to eat sugar if you are going to eat it. The
major point with sugar is that there are no benefits,
certainly no nutritional benefits, that can be identi-

fied with high sugar consumption. There is some evi-

dence that relates sugar consumption to diabetes.

That sounds at least reasonable, although I don't find

the evidence very good. The recommendation is to

lower sugar consumption, but that is based primarily

on the fact that it has no advantages and is probably
disadvantageous.

Another argument for reducing fat and sugar in

the diet, which I think is becoming more and more
important, is that most Americans now are eating rel-

atively little food. Even though obesity is increasing,

the amount of total energy consumption of American

females, in particular, is low, about 1500 calories a

day. If we get 40 percent of our calories from fat and 20

to 25 percent from sugar, there just isn't much left to

provide vitamins and minerals. I don't see much pos-

sibility of getting most people to exercise more so they



could eat more food. We don't want people to eat
more food when obesity is a primary problem. If we
are going to meet mineral and vitamin requirements,
at least those defined by the National Academy of
Sciences, we have to find some way to increase the so-
called nutrient density of our diet. And that can be
done only by getting rid of these calories that don't
carry any nutrients.

This article from the Tribune has a sentence I
want to read to you. This old cattleman says, "What
the hell is all this talk about? You people talk like we
should pay some attention to them damn consumer
radicals and health food addicts." I have been ac-
cused of being a health cultist and a variety of other
things. Most of these groups are overreacting, particu-
larly the cattlemen. There is no possibility that
Americans are going to quit eating meat. As I said
before, we would rather have our heart attack than do
that. That's not necessarily an unreasonable option.
But it is also true that the cattlemen are already begin-
ning to modify the kind of beef that they are produc-
ing. We've been trying to look at what kind of dietary
recommendations we could make that would fulfill
nutrient requirements and not get too much fat and
cholesterol in the diet. If we move to a lean beef, we
might even recommend more lean meat to meet nutri-
ent requirements. The cholesterol-fat limitations are
taken care of easily if we move toward relatively low
fat products. It is apparent that the consumers are
already moving in that direction.

The dietary goals suggested that we average
Americans should eat about 300 milligrams of choles-
terol daily. The latest data that we have suggest that
the average American man is eating about 350 milli-
grams. We thought it was about 500 milligrams a few
years ago. So changes are happening already. I re-
member as a student at Wisconsin when word was
that the margarine industry was going to put the dairy
people out of business. You know Wisconsin resisted
about as long as anybody. That didn't happen; many
of the dairies are now making more money off lowfat
milk than off any other part of their produce. Egg
consumption has gone -down. I think it is true that
eggs have taken a little more beating than they should.
Dietary fat is more important than dietary cholesterol
in trying to control your diet. Most people learn what
cholesterol is and that eggs are an important source,
and they find reduction in egg consumption not to be
too difficult.

There isn't any way in which dietary recommen-
dations will be satisfactory to everybody. I think
everybody must understand that too much of any-
thing is bad for you. I don't care what it is. When
people eat more of one thing, they eat less of some-
thing else. Certainly we are not talking about
eliminating products from the diet; we are talking
about moderation in the American diet. I simply can't
see that we have any alternatives but to recommend
moderation in cholesterol, fat, sugar, and salt con-
sumption, based on the evidence available.

The degree to which Americans will moderate
their diet will depend upon a lot of things. We hope

that nutrition education will have some effect, but it
cannot be expected to have any dramatic effect on the
market. Prices will probably play a greater role. It is
also important to emphasize that if Americans are to
modify their diet, appropriate alternatives must be
available such as low fat milk or margarines. Any
dietary recommendation offers new opportunities in
the market place. Even if Americans choose not to
respond to dietary advice, the nutrition community
has an obligation to try to educate the public so that
their choices are not made in ignorance.

Discussion
Q: It appears that research is interpreted in different
ways. I have heard that there is a tribe in Africa that is
immune to heart attacks even though they consume
considerable cholesterol and fat.
A: That is correct. We are talking about tribes like
those shown in the movie, King Solomon's Mines.
They are tall and skinny, and the warrior class is said
to consume blood and milk as the principal food.
They are obviously not obese and are in good physical
shape. It is entirely possible that if we lived like the
Masai we could also tolerate our diet better but we
don't and I don't think we will. We have to develop
dietary recommendations that are relevant to the pop-
ulation we have to advise.
Q: Are there general standards on any of these four
things? Is there any possibility of minimum
standards?
A: I don't believe we are going to legislate. We don't
want Washington telling us what we must eat. I think
Washington has a responsibility to tell us what we
ought to eat.
Q: A case in point. California has a minimum stan-
dard for solids non-fat in their milk. That is the direc-
tion of my question about minimum standards.
A: I think there should be some changes in some of
those kinds of standards. Standardizing milk on the
basis of fat was a poor choice. It appears to me, at least,
that the dairy industry has itself tied up in so manY
regulations that they now find it difficult to take ad-
vantage of their opportunities. A milk containing a
vegetable oil, for example, would be a useful product
but not legal in some places.
Q: Do you foresee more human nutrition research
relating to food policy as more of this is pursued?
Would it encourage research related to ag and food
policy?
A: I think the creation of the Human Nutrition Center
is an attempt of the Department of Agriculture to do
that. Unfortunately, the political climate now of level
budgets and decreased bureaucracy makes this not
the best time to build a new organization in Washing-
ton. But the amount for nutrition research in the 1980
budget that has just been announced is up a little,
whereas most of the activities in the USDA are clown.
I think there is a demand for more nutrition research,
particularly on humans.
Q: Do you think you might be putting too much ern-
phasis upon diet and not enough on the way of life
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that the American people have developed? If you
Could go back to 1920, you'd see a population who
had a livelihood doing manual labor. We've come to
the point in the last 40 years where you can sit in an
Office, drive a nice car to work, ride a golf cart, and
You really don't have to exercise. You can take a
healthy individual and put him in a hospital for 3
Weeks and give him a sedate life, and he will come out
unhealthy. And there are rehabilitation places where
they take a person who has had a heart attack and put
him back on an exercise program so he can live a
Productive life. The individual who didn't have one
but is on the verge of having one and who gets on a
good program, no longer is on the verge. I think we are
looking at a wrong thing in this country.
A: We have about 15 recommendations of the heart
associations around the world. Not only the Ameri-
can Heart Association — the Swedish, the British —
they all come up with essentially the same kind of
recommendations. Everybody admits that diet is not
the only factor. But if we take the position that the
American has got to go back and do what he did 40 to
So years ago, that isn't accomplishing anything. We
ought to be recommending more exercise, but we
have to deal with the population we have. We can't
Just throw up our hands and say it is too late for all
You guys; there is nothing we can do. The only solu-
tion is to go back and live the way you did 20 years
ago. I think that is so negative that it isn't even useful.

Q: Is it fairly easy to get a cholesterol test and are
there 'a lot of people doing it?
A: There is some argument about it. It is easy to do. I
think the main problem now is that the medical pro-
fession usually interprets normal as average. When
You have a population where the average person has a
50 percent chance of having a heart attack, that's a
Poor standard. We ought to be talking about desirable
levels, not normal ones. If you have a cholesterol level
of 230, most doctors will say you're fine, that's nor-
Mal- Of course, it is true that the higher it is, the worse
it is. It is a fairly simple test. I think it is not a bad idea
to know what you cholesterol level is, to give you
some idea of what you might be willing to do. About
10 percent of American men eat anything we usually
eat and their cholesterols will say down. There is a big
genetic component in this. Those who are most sus-
ceptible genetically are exactly those who need the
Most dietary modification.
Q: Is your office involved in the food additive and
qutrition labeling question, and where do you think
We are going on that?
...A: Our office is not involved directly. I think nutri-
lion labeling is desirable, but that most people have
greater expectations about it than are reasonable. My
Ption is that I think if people want to know what's
fin a food, they have a perfect right to know and there-
ore, you can justify labeling. The nutrition label is so
complex that even nutritionists have a very difficult
time in knowing what to do with it. There seems to be
all assumption that you have a little computer and
You walk down the grocery aisle and punch in vi-
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tamin A, B, C, D, E and F and when you finish you

have a nice diet for your family. That isn't the way

nutrition labeling works.

Q: Do you see any particular development in what

the requirements are going to be?
A: I think that the developments that are going to

come immediately will have more impact. There will

be labeling for sugar and for salt. Those labels where

the message is don't are going to be much more impor-

tant than the nutrition labels. The other thing is that

most Americans recognize that the nutrition label is

not very relevant to them. Most of them think and

have pretty good evidence that we are eating a reason-

able diet in terms of vitamins and minerals, therefore

most Americans don't have to worry about that nutri-

tion label. I think for factors like cholesterol, fat,

sugar, and salt, where the message is fairly simple in

saying avoid the ones that are high, labels will have

much more impact.

Q: I think you just answered my question when you

said that the average American is getting the neces-

sary vitamins and minerals. For a minute there, it

made me think that maybe we should be buying vi-

tamins and minerals every day.

A: That is still a debatable issue. The worrisome part

about it is that we simply are eating so little food. And

while we don't have any evidence of much nutri-

tional deficiency around, a fair proportion of the nu-

trition community would like us to have somewhat

higher intakes-of several nutrients. What we are goi
ng

to do about that, I don't know. The one nutrient 
defi-

ciency we can identify is iron. When I was a mem
ber

of the Food and Nutrition Board, we raised the 
iron.

recommendation deliberately to get the food commu-

nity to respond by putting more iron in their 
prod-

ucts. The Food and Drug Administration 
ruled

against us on that and said that the *problem 
didn't

justify the solution. We know we have a mild 
defi-

ciency in a fair number of people, but we don'
t have

the capacity to deal with it. I don't know wha
t is going

to happen. There is some inconsistency 
in the posi-

tion of the nutrition community right no
w.

Q: Dr. Hegsted, will The Human Nutritio
n Center be

studying the efficacy of the vegetarian diet?

A: We don't have any plans for it. I thi
nk somebody

really ought to do it, but I'm a little reluct
ant to have,

USDA do it. I've been accused of enou
gh things al-

ready. Some of the studies are very 
interesting. It is

almost certain that when most people ad
opt a vegetar-

ian diet, they lose weight. Usually 
their blood pres-

sure goes down. Almost always their 
cholesterol level

goes down. That doesn't mean, of 
course, that 'we

have to eat a vegetarian diet to achie
ve this, but ob-

viously one can interpret the dietary 
goals as a move-

ment in that direction.

Q: So it's politically inexpedient to 
study it?

A: I can imagine the response of the
 meat, milk, and

egg industry if we found adva
ntages in a vegetarian

diet. You are talking about programs
 like those of Dr.

Pritikin. The subjects are placed on 
a very restricted

vegetarian diet and made to exe
rcise. The word of
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mouth is that many heart patients do much better but
little data are available. I consider this kind of diet to
be therapeutic and not very relevant to what most of
us should or will do. Most of us will chose to have our
heart attack rather than accept that kind of lifestyle
and dietary regimen.
Q: A lot of your recommendations come from the
studies of different countries. As countries get more
affluent, have you attempted to identify the stress fac-
tors? Does stress increase as countries become more
affluent, or is this impossible to measure?
A: I think it is probably impossible to measure, but I
must admit I have changed my mind about stress in
the last few years. I used to think that it was sort of a
way to justify our heart attacks. The typical hard-
driving American man who had a heart attack at least
could blame it on being a good American. The evi-
dence that is beginning to come out of, in particular,
the Harvard laboratory is that in animals which have
atherosclerosis, you may precipitate a heart attack by
mental stress. In other words, if you restrict the circu-
lation in the coronary artery of a dog, then you can
stimulate his nerves and throw that animal into a
heart attack. This won't happen if the circulation
is normal. Somehow the atherosclerotic lesions set
up a condition where the animal is much suscepti-
ble to fibrillation. I am prepared now to believe that
stress is a factor, but the underlying problem is still
atherosclerosis.
Q: What do you think of the basic American teenage
diet of a hamburger, french fries, a Coke or a Pepsi,
and a cigarette?
A: It is one of those factors that to some degree
we have got to learn to live with. If we can get Mr.
McDonald to put out low-fat hamburgers, that may
very well be the easiest way to begin to approach the
problem. I think, again, that just to be against that
kind of diet is not going to do us very much good. We
must figure out some reasonable alternatives. The nu-
trient content of that diet is not so bad, but it is high in
fat. If we could get the fat and salt down and substitute
skim milk for the Coke, then we would be in reasona-
bly good shape.
Q: Is it likely that the food industry overall in the U.S.
is over-using salt?
A: Well, I think so. The interesting thing about salt is
that it is a learned taste. Newborn babies prefer sugar
to nonsweet things, but they don't prefer salt. Some-
how we learn to like salt. The food industry caters to
our tastes. It is a self-perpetuating system. The food
industry makes a product; they get a bunch of "nor-
mal" subjects to come in, taste it, and decide which
one they like. Obviously, they like the one nearest to
what they have been eating. There is a perpetuating
level of many of these things that are based on taste. I
think, again, a salt label will help. I'm told by people
who have been on low salt diets that after a week, you
have adjusted all the way down to where you find
many of these products too salty. I think the food in-

dustry would find substantial ways to move in that
direction with a lot of products if the label Produced
consumer demand.

Q: Fiber has been emphasized in the diet lately. How
do you feel about that?
A: I should have mentioned that because the fiber
story is a very interesting one, and it is almost certain
that there is some truth in it. The basic problem is that
we don't know what dietary fiber is, and we can't
measure it. All these paperback books that list the
fiber content of food you might as well throw away,
because they are measures of crude fiber. As many of
you know, crude fiber was developed to prevent peo-
ple from throwing straw and sawdust into animal
feed. It's a primary measure of cellulose. That's not
what we are talking about. We're not sure that cellu-
lose is part of fiber. It certainly isn't the major thing we
are concerned about. Even though we can't specify
levels, I think it is reasonable to recommend food
sources — fruits, vegetables, and cereal grains _____ that
we know have dietary fiber in them. And fortunatelY,
it fits into the kind of dietary pattern you arrive at
from the other direction as well.

Q: Are the politics ripe to finally get that Delaney
Amendment revised, so it is a little more reasonable
for the FDA?
A: I can't evaluate that very well. It is really a tough
problem. What bureaucrat or Congressman wants to
be in favor of carcinogenic agents? It is a lot easier to
try to avoid it than to decide how much you want to
expose yourself to. Saccharin must be a very low po-
tency material in terms of developing cancer, but how
much carcinogenic agent do you want your kids to
consume? There is a 20-year lead time between expo-
sure and cancer. I would just as soon have sugar in mY
soft drink as saccharin, even though I don't think sac-
charin a substantial risk. We have enough trouble de-
fining acceptable levels of material that are purelY
toxic; with cancer it is a much tougher problem. I
think the nitrites might force the issue, though.
Q: Is there any food which could be defined as per-
fectly safe?
A: I think there aren't any. Too much of anything is
bad for you. That's what the message has got to be,
moderation in all things. The industry has got to ap-
preciate that. All industry wants is to use nutrition to
sell their product. They want to emphasize the nutri-
ents, vitamins, and minerals, even though they are
often very trivial levels. They don't want anything
bad said about their product. Right now the consumer
needs some kind of a balanced presentation between
what is good and what is bad. There is something bad
about everything, but no food is bad per se. It all de-
pends on how much we eat and what we eat with it.
That's why it is so difficult to come up with the simple
answers everyone would like to have.
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Energy, A Special
Issue for Agriculture
Otto Doering
Professor, Department of
Agricultural Economics
Purdue University

The amount of energy used by production agri-
culture is a very small percentage of the total energy
Used in the food system. What is important is that
farming uses mostly liquid and gas fuels, which
Means that its energy problems are liquid fuel prob-
lems. There is limited opportunity to switch agricul-
ture to coal, in spite of a national energy policy that
talks about doing that.

Recently it has been very difficult to get people to
act on energy problems. The issues are so complexthat people have become discouraged. In addition
there is a lack of accurate and credible information.
Energy accounting can be manipulated by particular
interest groups to prove whatever is favorable to
them. The Department of Energy is constructing a
model of energy use upon which its decisions will be
inade. People in the private sector who could be try-
ing to fully determine their own energy needs are
sirnPly waiting to see how the D.O.E.'s model will
affect them.

There is no general consensus about whether were running out of energy. This is one reason for the
lack of energy legislation. Yet conclusions can be
rnade. According to geologists and geophysicists, wehave now used 40-60 percent of the oil and the natural
gas that is recoverable under current methods at cur-
rent costs.

We as a society must decide how we will distrib-ute these finite resources. There are two distinct but
related issues, which never were separated during the
Congressional debate on energy. First, there is the re-
ource issue, which is simply an allocation problem.

it asks: how can we be sure that the resource is used inthe way that is most efficient? One answer is that we
should let its price go, and the market mechanism
Will allocate it.
, Second, there is the welfare issue, the social prob-
'em of providing for these segments of society which
cannot control resources. It asks: how can we keep
Mother McCree from freezing to death in the dark?

ii:he answer is that the operation of the market must be'Rifted according to society's priorities.
We have tended to make compromises between

ese two issues The plan for natural gas makes a
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distinction between industry use and home or farm-
ing use until 1985; then pure pricing policy takes
over. We have a national public policy that calls for
cheap petroleum, although that subsidizes the impor-
tation of foreign oil.

Some of these short-term decisions may be da-
maging in the long run. We will never actually run out
of oil; it will simply become so high-priced that it will
be used only as a petra-chemical. We need to look at
long-run policies. But in the short run, decisions are
often made on the basis of political expediency. An
example is our government's refusal to buy Mexican
oil at a price which will be a real bargain in a very few
years. Another is blind faith that many people have in
technology's ability to solve problems.

Domestic energy policy affects everything in so
many different ways that it is not a separable entity.
Decisions about energy affect income distribution,
foreign trade, balance of payments, and inflation.
Trade-offs are required. There is no painless way to
tackle the problem. One policy alternative is to ration
gasoline for a year, getting along on less imported oil,
and then lift the rationing but put the price at $1.70
per gallon to keep its use limited. This, too, would
create problems — but breaking into the cycle of
usage at any point is going to be painful.

This is a rather difficult topic to discuss as an
economist because first I am going to tell you energy
isn't a problem and then try to convince you it is. I
guess economists tend to end up doing this, which is
one reason no one believes economists. We will have
to live with that. What I would like to do is to give you
some perspective about energy use in the agricultural
sector. But I do not want to get you overly concerned
with energy use in the agricultural sector. I think the
really key issue now is how are we going to handle our
energy resources generally. How are other sectors go-
ing to be using it? That is going to determine how
much is left over for agriculture. Or, depending on
how you feel your political power goes, what will be
left over for them once you have yours?

Let's look for a minute at energy use in the food
system. Production agriculture uses a relatively small
amount of energy, a small percent of the total energy
usage in the U.S. Processing takes a great deal more,
as do consumption and preparation in the home. In
terms of agricultural production, it's a relatively small
amount of energy. So when people say we have a na-
tional need to conserve energy within the agricultural
sector, I will agree with them. But if we saved 10
percent of the energy used in agricultural production,
we would have nothing like the impact that would
occur if we could get 5 percent savings on driving
automobiles. So keep these things in perspective.
Don't get guilt feelings that we have to do things that
threaten the system as a whole.

So we're using a certain amount of energy, but
what is it coming from? The thing that is important
about the agriculture and the food sector is that a lot of
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COa j it is coming from liquid fuels and gas fuels. What I am

going to be talking about as I move to a broader discus-

' sion is really liquid fuel problem
s, to some extent gas

fuel problems. That is because We really don't have a

0 

total energy problem; we have important problems

with liquid fuels and gas fuels. In production, pro-

0 

cessing, and marketing there is a heavy dependence

on liquid fuel. In processing, particularly, there is

high use of gas fuels. On the marketing end, electricity

Et: use is high. The bulk of that is refrigeration. The 
load

on refrigeration in the marketing chain is rather spec-

Er tacular. That was one of the great concerns we had last

year during the power brown-outs. (As an interestin
g

a j sidelight to this, we had people from USDA call up

and ask, "Who knows where all the frozen food is

H stored in the Midwest and how much electricity
 it

takes to keep it going? If the power system in th
e

CO Midwest goes down as a result of the coal strike, we

have a lot of frozen food around that we know may be

I j jeopardized." We found, in fact, that no one had a cluewhere all the frozen food was, how much electricity it

..1 took to keep it frozen. We had a food supply in jeop-

ardy and no information to build on that would allow

0 us to cope with that.)
We use very little coal for direct burning, a little

0 

bit in processing. There is limited opportunity to

switch agriculture to coal, which is one of the real

problems of a national energy policy that talks about

1 this form of substitution. In the food system, we use a

lot of mobile power units for transportation and for

fr 
tillage. That's a liquid fuel requirement. We use a lot

of direct heat in food processing. Here natural gas is

LLI very important because it is a clean burning fuel.

F--- 
I drew some budgets last year for Indiana and

Minnesota. In fact, on the Indiana farm accounts,

Add the fuel cost to $194 land rent and a cash rent of
W 

— gas fuels and lubricating oils — for corn produc-
they're running $6 to $8.50 an acre for all liquid fuels

LLI
tion. Let's say they get 135 bushels per acre in Indiana.

I
$120 an acre. That puts them up over $300 an acre. So

far the Indiana farmer is only spending $7-$8 an acre.

He is not going to turn his operation upside down and

0 
drastically change what he is doing to make a ten

percent savings on $7-$8 an acre, if he's talking about

C a total expenditure of over $300 an acre. I think you

Er things we do in agriculture, the direct energy cost is a

relatively low proportion of our total cost.

CC high investment in confined hog operations. For both
This works for hog enterprises as well. There is a

Indiana and Minnesota, feed is about 60 percent of the

1.1.1 total budget. Heating fuel is 2% of the budget in In-

1"1"111'11"

diana and 3 percent of the budget in Minnesota. Are

you going to turn down the thermostat and take the

CO 
risk of higher animal loss? The answer, clearly, in

many of those cases is no, you aren't. It just doesn't

LL1 
come out that way. Some of the things that pop into

people's minds, particularly people who don't know

I 

much about agriculture, don't really work very well.

Another thing that emphasizes this is some worlc

0 

we did at USDA a while ago. Starting with the produc-

tion level, we looked at the value of the product and

compared it with the value of the direct energy input

that went into it. It is a relatively small percentage, 5

percent. Then we passed this same product through

the system. By the time the product gets processed, a

very low proportion of the value of the product is

involved in the direct energy expenditure. It's low for

processing because they buy their fuel wholesale.

They are using much higher BTU's but paying a lot

less because they are buying bulk fuel. You are not

going to get people to turn their operation upside

down when their direct fuel cost is such a low propor-

tion of their total operation.
There is also something called the indirect fuel

costs. That is a bear to get a handle on or to deal with.

What it amounts to is that there is energy embodied in

the farm tractor. It has a cost. We spend many hours

trying to figure out what that energy is but it is very

difficult to do. Do you count the energy that went into

the steel? You almost have to. Do you count the energY

that heats the home of the worker in the International

Harvester factory as part of the energy cost of the trac-

tor? When you start carrying it back like that, it de-

pends on which way you want the books to move f
or

IRS. That is really the way you can do energy account-

ing. You can make it go however you want, depending

on how far back or forward you wish to take it. The

indirect energy budget can be quite high. So, in a

sense, I am understating the total energy picture. The

energy that you see directly and that you make every-

day decisions on at the farm, at the processing p
lant,

at the supermarket, and in the home is direct energy. It

is a small part of the action, so how do you get people

excited about it? The answer to that one is that you

can't. I think the federal government has found ou
t,

much to its dismay, that it is very difficult to get peo-

ple excited about it. Almost impossible.
Let me switch from that and talk a bit about the

energy problem in general. We've been through a

whole series of political pronouncements about ener-

gy's importance, yet we end up in a situation where

no one is willing to agree on any set of measures 
that

seem strong, straightforward, simple, and easy to un-

derstand to solve this very important problem.
One of the things we labor under here is the lack

of what I would call accurate information and, even

more importantly, the lack of information that might

be credible to a large group of people. An example 
is

my comments on energy accounting. You can make
those BTU's go any way you want, depending on how
you choose to count them. You can really go all the
way back in the tractor cost to the heat of the home of

the worker on the Deere line. You will get one kind of

energy accounting if you do that, but you can get
others.

Here's another example. How do you count elec-
tricity as an energy form? Let us say that you turn on
your electric stove, and you run your meter for about a

kilowatt's worth. Electricity is almost 100 percent ef-
ficient as a heat source. You've gotten a kilowatt of

energy as heat out of the meter. Is that a kilowatt of

energy? Most of the federal accounting says no, it
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isn't. In terms of what the Federal Energy Administra-
tion consultants decided a few years ago, you count
that at about 3 times a kilowatt because you count that
electricity delivered to your home on the basis of
What you might call "heat generation." The actual
energy you're using is not just the kilowatt that you
have there heating on the stove, that 1000 watts of
electricity. It's the coal that was burned to make that
electricity, which is substantially more than a kilo-
watt of heat. That's because if you take heat and turn it
into high pressure steam, you turn it into mechanical
energy. You run it through a generator, which has all
sorts of losses. Most engines are only 20 to 30 percent
efficient. You have quite a bit of loss on that transmis-
sion line. And then you finally get it to your home to
turn on the stove. Does that just represent a kilowatt of
energy at your home, or is it really closer to three
kilowatts because that is what it took to get it there?
An accounting convention like that could enable the
American gas industry to prove that we can save mas-
ive amounts of energy in the food system in the home
nY throwing away every electric stove because an
electric stove is using three times as much energy for
that one unit that is actually cooking. It would be
much more energy efficient to put in all gas stoves. In
that case, the fact that we have coal but we don't have
so much natural gas also has to enter into it.

How do you have credible energy data in that sort
of situation? We don't. What we do have is a large
number of particular interest groups moving the en-
ergy numbers around in ways that are favorable to
them. They're all hiring consultants to work the en-
ergy numbers so that their industry comes out good.
Now "good" can be several things. "Good" can be that
they use a tremendous amount of energy so that ifrationing comes they've got to have at least 90 percentof their needs. Or "good" can be that they are tremen-
d°usly energy efficient so if there are to be penalties
Placed on people who use too much energy, they are
not at fault. They keep two sets of books. They can
Pull out whichever set of books they need to prove

tither that they are energy efficient and doing marve-ously or else that this is such a difficult problem that
Lit takes a great deal of energy, and the feds are going to
have to guarantee it to them. Under that sort of situa-
tion, it is very difficult to have credible enugy data.As a result, we don't.

The Department of Energy has spent a great deal
of money to build some very large models. And what
are private sector people doing with their own model-

of energy use? They are trying not to do anything.
they are trying to find out what the Department of
flergy's model says. It will not matter if that model is

an accurate representation of actual energy flows; the
critical thing is that the Department of Energy will

Take decisions based on it, accurate or inaccurate.he important thing for private industries is to know
What that model says and to be prepared for what is
going to come out of it. That presents a particular
Problem to people who don't happen to fit into that
model
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So we have a real need for some kind of consensus
about where we are. There are people saying we are
running out of energy; there are people saying we're
not running out. You get the full gamut. I think the
public is so confused by numbers that we are beyond
the point where it makes sense to stand up and say we

have so many quadrillion BTU's of this one left and it
will last for so many years. So many other people are
saying different things. However, if there is no general
consensus on where we are with respect to our energy
resources, how can we ever decide to do anything? I
think the answer is, we can't. This is one reason why
we've seen so little movement and activity in such
things as energy legislation.

Yet I would argue that there are some things we
can say that will hold water. I think we can say tha 
these resources are finite, particularly within the con-
tinental U.S. Granted we have the New Jersey Off-
shore and some other things we can do that we are not
doing for environmental reasons. We have some idea
of some of these, although the big oil companies have
been having bad luck in the Baltimore Canyon. They
thought it was better than it turned out to be. I think as
we follow what some of the geologists and geophysi-
cists say, we can come to some sort of general conclu-
sions. With respect to oil, there has been quite a nar-
rowing in the last couple of years of the differences
between the federal estimates and the private indus-
try estimates. There is nearly a consensus now that we
have gone through most of our easily discoverable oil
such as those shallow holes in Oklahoma. Given our
current technology of recovery, the feeling is that we
have used somewhere around 40 to 60 percent of
what is recoverable under current methods at current
costs for oil. So we've used a third to a half of what
we've got. With natural gas, we can look at drilling
rates and various other things within the continental
U.S. I think we can say we've also run through most of
the easily discoverable deposits of gas. There are very
few large fields near the surface waiting for us. We are
drilling deeper. If you plot finding-rates against wells
drilled, you'll see a very definite trend on that. It's just
going to be more expensive. The gas industry is less
willing to say how much we've used up. The geophy-
sicists will also put it at maybe a third to a half of what
is discoverable under current technology and current
prices. I think this gives us something to start from.

Then we get into a new concern. We've used a
certain amount of these resources, the low cost ones,
and now how do we make sure that what is left to be
discovered will be used fairly and distributed fairly?
One of my greatest concerns in listening to the
President's State of the Union message the other night
was his use of the word "fair". He uses the term in a
great many different ways, and I'm not sure that there
is any way that I could define as fair for the use of a
finite resource. Someone is always going to get their
ox gored. It is just the nature of a finite resource. I'm
not sure that we can apply a standard of fairness to
this distribution of a finite resource, particularly if we
look at it over time. If we look at the kinds of demands



uJ
Col) that all our great, great grandchildren might have,a j they will be convinced that the rate we're using it at

now is very unfair. I think that goes without saying.

Unless technology does a great deal more than I think

it has the capacity to do, our great grandchildren are

0 going to have to scramble harder for these resourc
es

than we do. So I'm not sure fairness is a concept we

can tie our wagon to. I think we almost have to expect

0 
that in some way there is going to be some unfairness.

We have to recognize that the political system oper-

CC ates in a variety of pushings and shovings in terms of

who gets more than others. It is the George Orwell

theory that some pigs are more equal than others. The

first thing we have to do is recognize that this is the

Lu way society does operate and not delude ourselves

that there is a fair way to distribute this kind of finite

H. 
resource.

Even if we were to say forget future generations,

(J0 
let's just concern ourselves with how it would be most

fair to distribute it within our own time frame, then

LLI how would we go about doing it? I think we have two

distinct but related issues that only recently began to

I be separated. I was very discouraged at 
the time of the

Congressional debate on the energy package that

0 these two things never did get s
eparated.

There is what I might call a resource use issue,

0 
which is the first one. That is the development and

wise use of our finite fossil fuel resources. It is a re-

source conservation and allocation problem. In other

words, how do we use these, from just the pure stand-

point of resource use and resource substitution? If

you are going to use natural gas, how do you make

LLJ 
sure that it is used in the way that is most efficient?

If I were a resource economist who had also gra-

1,......,_ duated from the University of Chicago and believed

in free markets, I would say on a resource use basis we

u) should let the price of these fuels go. Then we would

be sure that you would use the fuel in its optimal way,Li j to get the best economic return. And I could predict

some interesting things would happen. First of all,

..L._there would be a lot less use of natural gas as a pure

heat source, particularly in terms of process heat in

0 
the market mechanism for petra-chemicals, things
industry. We would see natural gas being reserved by

like fertilizer and everything from Glad trash bags to

0 
rubber duckies. These are all high value items — you

can tell that because they have such large advertising

Cr 
budgets. A little bit of natural gas at relatively low

values creates something of very high value. It's an

awful lot better use than firing a process steam boiler

Cr for a tomato cannery in Fowler, Indiana, which we are

LLI 
doing because of EPA regulations on coal. The EPA

regulations have distorted the market so that we are

H 
burning natural gas when we should be burning coal.

So, in essence, we would have to get natural gas

CO 
priced high enough so that not only would coal re-

place it, but coal would also be able to bear the cost of

1.1.3 
the clean-up of air quality. A whole group of econo-

mists would be standing off in one corner happy as

1 

clams, watching the market system allocate.

There would be an equally large group of econo-

mists and probably a larger group of politicians stand-
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ing in another corner wringing their hands. What they

are concerned about is the second issue. The second

issue concerns the economic well-being of segments

of our population who have very limited command

over resources. This translates to the phrase, "Mother

McCree will freeze in the dark." You've got Mother

McCree on fixed income, and if you let the price of LP
gas go up, Mother McCree freezes in the dark. She

can't pay her fuel bill, and you know gas companies

always cut people off. Then they freeze to death, and

that makes the front page. You don't see the stories

about the people they didn't cut off because there are
too many of them. This is a very real concern. I'm
talking about it in rather a light way, but it is a very

real concern. If you let the market go, you have groups
of people who get hurt and who cannot fight back. Its

going to get worse as the ability of our economy is
more and more strained by, for example, supporting
Social Security payments at the current levels in real

buying power. I'm the beginning of the war baby
boom. Unfortunately, I'm not going to retire quite

early enough. There will still be enough of us around

to support those of you who are about ready to retire.
But when I come along, there are going to be more of

us in Leisure Village than there are out in the facto-

ries. That is going to put some real strains on the
economy. It will put real strains on the ability to keep
fixed income people at a standard of living that will

allow them to adjust to things like the fuel prices
increases.

These are two very distinct issues, and they are

both very real and very important. The American way
on many of these has been to compromise between
the two. Don't let the price system go. Don't ration it.

Just do a little bit of both. Then pull down the hatches

and hope it works. We're finding to some extent, it
doesn't. The halfway solutions to meet some con-
cerns of the resource issue and the same concerns of

the welfare issue don't necessarily help us that much.
And they sometimes get us into trouble.

How have we chosen to try to get through this?
The President's energy plan required some very inter-

esting footwork to try to get through this dilemma. If
you remember his energy bill and the gas section of it,

we are to free natural gas prices in 1985. We have a
very complex schedule between now and then deter-
mining how natural gas prices will increase. They
will increase at different rates for different people.
Industry will get all the price increases for natural gas
that could be possibly loaded on them in a phased
way. Homeowners will not. Homeowners will only
pay an inflation factor. Industry will pay a catch-UP
factor to try to bring natural gas up to the price of oil
on a heat BTU basis. Agriculture has a special exemP-
tion and will be treated like the homeowner. It wilt
not have the same kinds of price increases for natural
gas or for inputs which are products of natural gas,
like fertilizer, that the rest of industry has. The argu-
ment on this was that we have to stop the cost in-
creases in agriculture because cost increases in agri-
culture will result in higher food prices, which will
stimulate inflation. How many of you in agriculture
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are able to work on a cost-plus basis, to figure out how
much it costs you and then tack $.15 a bushel on and
sell it that way? Not very many. But the argument the
farm groups used was: we have to be protected against
these cost increases, or else the price of food will have
to go up. In fact, as you might have guessed, this was
an argument that came more from food processing
and marketing than it did from agricultural produc-
tion. Those are sections where it is a very real con
cern, and that is the way the market operates. Agricul-
ture is protected from some of the price increases that
Will come between now and 1985 on natural gas.
Then in 1985, you get it socked to you, all in one
lump. I think this has some disadvantages. I think it
would be easier for you as businesses to take your
lumps with the rest of the industrial sector over time,
rather than have it socked to you in 1985. Also, under
the new bill, you've been guaranteed all the natural
gas you need. It has been done on a basis of need
rather than of historic use, which is correct, because
agriculture is so weather-dependent in its fuel use. I
think this is a correct policy determination. It has to
be done on the basis of need.

So you do have a price protection that I'm not sure
is terribly advantageous to the industry over the long
term. That's one way the government has chosen to
get around this pricing-welfare issue. An example of
,the other one is what they did with private autOrno-
piles. They did not slap a major tax on gasoline. In-
stead they slapped mandatory fuel requirements on
the automotive industry. You do not make the indi-
vidual pay more for gasoline; you require him to buy a
More gasoline-efficient car, which you hope will
lower total national usage as much or more than high
gasoline prices would. In a sense, it treats everyone
equally in that the cost of going some place remains
relatively stable in comparison to other goods.
, Use of the term "relative" here is also important
°ecause the real question is somewhat different. Even
if You were going to raise the price of gasoline and use
,the natural resource pure-market-economist solution,
111 order to get any significant change in the way peo-
Ple use this resource, you would have to have its price
Changed more than the price of other things. How
many of you would say that the price of gasoline has
gone up since the Arab oil embargo? Well, we've had
an increase in the general price index between 1967
and this December of just about a 100 percent, accord-
ing to the Bureau of Labor Statistics consumer price
index. At the same time, premium gasoline has gone
kilP only 93 percent. On a relative price basis, we are
,u,tlYing premium gasoline at the pump today cheaper
'nail we buy a general bundle of goods. Politicians
Come to economists and say the market system
doesn't work; the price of gasoline has doubled, and
People are consuming even a little more. But the real
question there is what has happened to the relative
price of gasoline? What has the price of gasoline done
In relation to other things? I would argue very
strongly that if you wanted the price system to oper-
ate, You would have to jack up gasoline in the same
Way that, for example, the French and other European
nations have done. Gasoline in France is now over $3
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a gallon as of December. I would guess you would
need probably close to a $1.70 a gallon to see it really
affect the way people operate.

This whole notion of relative prices is very im-
portant if the price system is going to do anything
effective. In fact, what we've had is a cheap petroleum
policy— and very explicitly so — to protect ourselves
from increases in the cost of energy, particularly of
liquid fuel. Our $5.24 barrel is now about $14 a barrel
or approaching that with some of the grades. Our do-
mestic producers are getting about $8 a barrel. What
you pay at the pump, about $11 a barrel, is an average
price that represents the fact that we are importing
about half of our oil and producing about half of it
domestically. Let us say that this year one of you out
there drives an extra long trip and uses an extra barrel
of oil. So as far as this room is concerned, this year we
used an extra barrel of oil as compared with last year.
Because our domestic production is tapped effec-
tively, that extra barrel of oil has had to come from
overseas at $14 a barrel, but that nasty person among
you who is using it is only paying $11 a barrel. What I
am saying is there is a price incentive now to consume
oil, a price incentive that makes you want to consume
at a greater rate than you would if you were paying the
world price for oil. We're not paying the world price
for oil here. This is a matter of national public policy.
Part of this cheap petroleum policy is that it is liable
to increase dependence on foreign oil. Since we're not
paying the real price for that foreign oil when we
bring it in, that is an indirect subsidy to the import of
foreign oil. But that has been our choice in order to
keep the price down.

Given this sort of thing going on, I think probably
my greatest concern now, as I look at the policymak-
ing apparatus and some of the decisions that are being
made, is that I think we are making some short term
decisions about resource use that may be damaging in
the long term. Frankly, I don't ever expect us to run
out of oil. Eventually oil will get highly priced enough
and we'll be using so many substitutes that we'll end
up using oil and natural gas only as petra-chemicals,
and then only as very highly specialized petra-
chemicals. But it will never run out. We'll use less
and less and have to substitute other things, very pos-
sibly at higher costs. The warning that the world will
end if we run out is not true. We're just going to see a
slowing down in some of the usages of these things as
they become scarce. We are still using some whale oil
today, but not very much; it is very expensive. So
these things do go in that way, and I think as we make
policy, we have to look at them in fairly long-term
time spans.

What have we been doing? We've been doing
some things recently that — I will interject my value
judgment — just drive me up the wall. I see them as
short-term expediency over long-term concern about
natural resources which are vitally important to us,
both in the sense of our national productivity and
defense, and of the welfare of our grandchildren. We

had an opportunity a little while ago to buy Mexican
natural gas at $2.60 a thousand cubic feet. The Mexi-

can government had started building a pipeline to-



So we have now what was called last month a

natural gas glut. The American Gas Institute estima-

ted that this represented .7 percent of a total year's

usage. I don't call .7 percent of a total year's usage a

glut. One of the reasons we had that is that we had a

relatively warm fall. We had moved a lot of industrial

users away from gas; that is another reason we had the

glut. And all we need is what we are getting, that is, a

cold January and maybe a cold February, to move

these people back to natural gas, and the glut will be

gone. What he's talking about is an immensely short-

term expediency to try to save some balance of pay-

ment dollars and rescue the dollar a little on foreign

currency markets. Now, how do you convince people

there is a natural gas shortage when you first told

them sometime ago: there is a shortage. In moving to

oil, these firms have cut off their pipeline. That i
s

okay, but then they have built oil storage facilities,

which do not come free. They have also found a sup-

plier. They have laid in a lot of oil. They have got 
this

oil sitting outside in these tanks. Then the govern-

ment says: we have loads of natural gas, stop using oil,

and turn on your gas pipe again. They have got the

investment in the oil and in the oil handling facilities,

and they have a dealer with whom they may have

signed a two-year contract to supply oil. Now they are

being told to go back to natural gas. If they go back 
to

natural gas, there will be a shortage again. I see thi
s as

immensely short term, immensely damaging. I find

these things incomprehensible and I'm very 
dis-

couraged by them.

Another thing we are doing that bothers me even

more, because I'm more closely involved in it, is 
that

we're putting a tremendous amount of faith in 
new

technology. In a sense, I'm a technocrat. I work with

people not only in the agricultural school at Purdue

but also in the various engineering schools, people

who are involved with a variety of new energy tech-

nologies. The idea is that there is a gadget out 
there

somewhere that will solve our problems. We don't

really need to do very much; we just need to throw

enough money at something to find that gadget and it

will solve our problems. You install a widget in

everyone's home, and it reduces their energy con-

sumption to 10 percent of what it was before, and 
that

way we can go on with business as usual, and every-

thing will be hunky-dory. It is one of the great 
ratio-

nales for setting up the Department of Energy. You

want a large, centrally organized bureaucracy that can

throw money at the problem in hopes you won't have

to do anything else. I think that presents problems t°

us. Technology can help us; there are things we can

do. But the basic laws of physics apply in the areas we

are dealing with — heating, heat transfer, the use 
of

energy to give you power. These are areas that physi-

cists and engineers have worked with over a number
of years, and there are just limits to what we can 

do.

We can make marginal improvements, and move t°
some new technology, but we can't solve the problem.

Another problem is just setting up an organiza-

tion like the Department of Energy. Here's a depart;

ment that is mission-oriented. It is not a functional

in

H

CO 
wards the Texas border. They have some massive new

gas fields. A consortium of American companies had

11.1 made an arrangement to tie into that pipeline and

bring in some rather large supplies of natural gas at

I 
$2.60 a thousand cubic feet. The gas companies went

to the federal government to get permission for this

0 

right near the end of the debate on the natural gas

portion of the Energy Bill. At that point, the Depart-

0 

ment of Energy said no, we are going to void the whole

deal; we will not allow you to do it. Until that time the

Department of Energy had given full support to these

Cr negotiations. I suspect that a large part of the reason

for that was that under the natural gas bill, the top

Cr 
ceiling price allowed on new gas discoveries was

$1.75 a thousand cubic feet. How could you politi-

LLJ cally keep your own producers down to $1.75 a thou-

sand cubic feet, while you were signing a large con-

l''''''as 
tract with the Mexicans at $2.60 a thousand cubic

feet? For relatively short-term political reasons it was

W 
scratched. I think 3 years from now Mexican gas at

$2.60 a thousand cubic feet will be an incredible bar-

LLI gain. We missed a real opportunity. People are going

back and forth on it. Schlesinger wants a pipeline to

al 
bring natural gas down from Alaska. That gas will

start at a cost of $4 to $5.50 per thousand, but Schle-

Co) 

singer, remember, was a Secretary of Defense. A lot of

the things he does, he does on the basis of having been

0 
the strategic vulnerability of being dependent on
a Secretary of Defense, and he's very concerned about

other people for our oil and gas supplies. My answer

Er 
to that is that if you really want to exerciseto
diplomacy, it is easier to invade Mexico than Iran. I

Cr 
prefer to be dependent upon the Mexicans rather than

the Iranians, particularly with the Russians sitting as

LIJ neighbors to Iran. I think we missed an opportunity.

The Administration has gotten embarrassed about

H 
this one and is continuing to give reasons why they

did it.

CO Another thing happened just before Christmas.

On November 16, the Wall Street Journal printed an

W article entitled, "Energy Unit Urges Firms to Switch

to Gas From Oil Instead of Moving Right to Coal."

1 
Secretary of Energy James Schlesinger told a news

conference that he expects a short-term surplus of

0 
natural gas due to the federally mandated gas price

increases that take effect December 1, and that we

0 

wish to burn all the gas that we can in the short run
 to

hold down imports. The emphasis on burning ga
s

Er 

runs counter to one of the key goals of Mr. Cart
er's

energy program expressed over an 18-month peri
od,

which was to switch industrial fuel users from b
oth

fr 
oil and natural gas to coal and other abundant fue

ls.

But Mr. Schlesinger said that in carrying out the n
ew

LLI energy laws applying to existing plants, the depart-

ment would be stressing in the shorter run anothe
r

H program hierarchy of objectives, the need to reduce

oil imports. As many plants currently burning oil are

CO capable of burning gas, he said it would be better to

quickly convert them to readily available natural gas

W and save on oil imports immediately, rather than to

wait for them to be remodeled so that they can burn

I 
coal. I frankly think that was an immensely damaging

decision for a number of reasons.
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department in the sense that some of the older, tradi-
tional government departments are. When you talk
about the Department of Agriculture, you have some
idea that it relates to farm and food. You have a func-
tional idea of what these people are doing. Is the De-
Partment of Energy really to make the decisions
throughout the economy wherever energy is used? Ifit is, then we are in trouble. I'm not so sure these
People know enough to do that. And yet, as a depart-
inent, that is the end goal of their mission. One of the
best comments on this comes from a geophysicist at
the University of Wisconsin who says it is as logical toset up a department of typewriters as to set up a de-
Partment of energy. Both are absolutely essential to
our nation; without either one, government and so-
ciety would grind to a halt. Therefore, we ought to
express as much concern about the fate of typewriters
in our nation as we do about energy— and in the same
bureaucratic way. This is a real problem. You set up a
Department of Energy. Where does it stop? Where
does it begin? How does it have a consistent mission?
EPA had it easy. All it had to do was clean up all the
Water and air. You see how easily that has come about.
With the Department of Energy, it's the same sort of
thing, only much larger and much more difficult. Yet
inany people have implicit faith that the creation of
this organization can solve problems for us. I'm not so
sure it can.

Part of what I am saying here is that domestic
energy policy affects everything in so many different
Ways that it is not a separable entity. We've got a largenumber of different things going on at the same time,
and we've also got loads of trade-offs involved when-
ever we try to solve energy resource problems or re-
source allocation problems for something as broadlyused as energy. We bump into all kinds of differentthings.

U1SCUSSiOn

Q: How do you deal with the energy problem and all
these other things in a painless way?
A: The answer is, you don't; there is no painless way
to tackle this. There is a link between energy pricesand inflation and the balance of payments. There is
a link in terms of our productivity because the Japa-nese are paying less for oil than we are because ourcurrency has gone to hell. All these things becomeinterrelated.

Where do you break in on it and stop the cycle?The clear policy alternatives are just horrendous,
Which is one reason politicians aren't urging them on
You. A clear policy alternative is that we could double
°r more likely triple our internal price of oil. We
could just say gasoline is going to cost $1.70 a gallon,and we'll make up the difference with a large tax.
Heaven knows what we would do with all that
inoney! Then the question is, if we do that, what does
that do to inflation?
Q: What does it do to other things?

If we put that tax on it, I think it would slow gaso-ine consumption. Initially it would not slow it very
Much. Eventually, after a while it might help pull our
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balance of payments in line. But that's only one of the
things that affects our balance of payments. Suppose
agricultural prices went badly over the same period
on a world market basis — we got all that good
weather that the federal government is afraid of be--
cause it will blow out the agricultural budget in pay-
ments. If agricultural prices go way down, we won't
be earning as much for agricultural commodities
overseas and even though we slowed down our oil
imports, we'll still be back where we started from.

If you raise the price of oil products internally,
you give a good stimulus to inflation. Then econo-
mists play the game of 16th century ecclesiastics and
start counting the number of angels on the head of a
pin because we are asked how much it will increase
inflation. The answer to that one is we don't know-.
But I suspect if we raised the price of petroleum prod-
ucts internally, it would not contribute as much to
inflation as many of our economists are saying now.
We have been doing some recent work with input-
output models and have been rather amazed to find
that if we just raise petroleum prices by putting a big
tax on them, it would contribute as much to inflation
but not as badly as we had thought. That is one way to
try to do it. But you still have an inflationary problem.
Q: Suppose we just ration liquid fuel.
A: We can choose to do that. As an economist, it
makes me nervous because this can provide some real
distortions in the economy. It is ultimately the same
thing as wage-price controls, except even less
flexible. We decide how much people use now, give
them a portion of that, and lock people into that tech-
nology, that level of usage. You get a locked-in econ-
omy. One of your basic resources becomes a locked
supply. Then you organize all your other resources to
fit that. It is not necessarily the most economic way to
go, particularly if you have some technical change in
the interim. People who get more than they need
aren't going to turn it back in to someone who could
get more use out of it. They are going to put it in the
ground somewhere — or find a way to waste it, rather
than lose their allocation. It gives you a rigid and
inflexible system.

You can pull out combinations of these policy
alternatives. One way we might go is to say: all right,
let's ration gasoline for a year, then pull the rationing
off and let people have gasoline at $1.70 a gallon. Like
all compromises, that has some of the best and the
worst of both worlds. If you start by rationing it, you
will solve some of the equity problems. Mother
McCree will be rationed; she'll have a little bit less,
but she'll still get it at $.70 a gallon or $.36 a gallon for
propane to keep her house warm for a year. We will
cut down on our imports. We just decide we are going
to import half as much, and we must ration that much.
There will be lots of screams and moans, and some
drop in GNP, and some resulting unemployment, and

some other things, but there possibly will not be as
severe an inflationary effect on the economy as we
would have if we just priced it. But then I'd say, lift it
off at the end of the year to allow the economy to
reshuffle, but put the price up to keep people from
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tential because they don't really figure things like that
You have to leave some of the stalks on the ground in
some places. Even if we leave some of the stalks, we
Can still get more alcohol, probably, from the residue
than we could from the corn grain. So we may be
Moving into some residue and grain plants to make
gasohol.

Kendrick at Nebraska says it is no good; it is too
expensive and the energy input-output balance is
bad. You put more energy into it than you get out in
BTU's of alcohol. That's right, but if you can put en-
ergy in coal, which you can for much of the process,
You get a liquid fuel that you can burn in a tractor —
and you can't burn coal in a tractor, at least not the
tractors we have on the farms right now. I think that
energy balance is like that energy accounting I was
talking about. You can move it either way. Don't be
down on gasohol, but recognize that it is not going to
solve our problems.

There are some other horrendous things with it.
How many of you have baled cornstalks? Have any of
You had any spontaneous combustion? We've been
getting some very interesting cases of spontaneous
Combustion. Maybe it is just enough warmer in In-
diana. When you bale that stuff at 35 to 40 percent
Moisture, particularly if you try to put it in a big round
bale, or a big heap outside of your gasohol plant, you
may wake up one day and find the whole thing is
°urning. There are all sorts of little things like that.
They can be licked, but it is not as simple and easy as
People tell us it is.
Q: What about hydrogen?
A: I think the major problem with hydrogen is proba-
,blY the handling and usage of the stuff. The engineers
I work with say the same thing. We can produce it
With coal. But hydrogen is a very explosive material.
If You think handling LP gas can be tricky, hydrogen is
a lot worse. If OSHA makes you nervous about some
Of Your LP gas or anhydrous ammonia handling, think
What they would have to do to provide comparable
safety for hydrogen! I just think hydrogen presents
Problems in terms of general usage from the safety
standpoint and just in the ease of handling the stuff.
Q: Would that be the same as extracting it from
Water?
A: Yes. You are dealing with the same basic thing
Whether you extract it from water or try to get it syn-
thetically out of coal in a more direct process. I think
With hydrogen our major problem is just in utilizing
the stuff.
Q: What about methane?

We can make methane. Methane is a low BTU gas.
jou can get it from your anaerobic digesters. What we
;lave seen so far tells us that some of the big firms that
nave a feedlot can put the technology, the automatic
controls, and the engineering talent in, and they can
make methane on a basis where it helps solve their
,Waste problem. If they were only getting dollar re-
irns from the methane, it would not be economical.

1 he fact that is helping handle the waste problem
?lakes it economical. That's what turns the corner as
ar as the desirability of it. Several big operations are

going. One under construction starting this spring in
Colorado will be a big operation. One was just written
up in the most recent Successful Farming. I just think
it is a tricky enough technology to keep all those little
bugs in the stuff happy and to keep it going on a regu-
lar basis. You have a storage problem with it. You
can't compress it like you can LP gas. It is like natural
gas; it is very hard to compress unless you take it
down to 200 degrees below zero, and there are not
many of us that want to run that large a refrigeration
unit. You have got some handling and storage prob-
lems and some production problems.

Frankly, I think we are going to see much more
use of solar earlier than we'll see methane. Illinois
has pushed the solar idea on heating livestock struc-
tures. They are doing some interesting stuff. When I
visit with people, I urge them to behave uneconomi-
cally. (And that really hurts me as an economist!)
What I say to them is: All right, there is some technol-
ogy out there. If you have a little bit of financial
strength, if you are a tinkerer by nature, and if you
want to fuss with this stuff, I encourage you to do it.
The chances are that 5 years down the road, you'll
look great economically because energy prices will be
that much higher. I don't think we are factoring into
our decisions prices that are as high as energy prices
will actually be 5 to 10 years down the road. If some-
one builds a good solar collector now and I now give
him a payback period of 25-30 years, in ten years from
now he may only have two more years to pay it back.
Illinois is doing some fun things. They are doing it in
confinement buildings. The cost of integrating a solar
collector into a new building where you are building a
whole new building anyway, is relatively low. What
is really expensive is if you try to add solar onto an
existing structure or an existing system. I really think
you ought to look at the solar. I don't know what your
Langley's and your solar radiation are up here. That is
something you have to look at, and the solar maps can
tell you that. But there are some interesting things
going on for a tinkerer.
Q: What other alternative sources of energy do you
see about 15-20 years down the road?
A: I don't see anything that makes a tremendous
amount of difference. What I see is the beginning of a
lot of little things. I guess I am a conservative gra-
dualist on this, in that I don't see us increasing the
prices of traditional ,fuel sources or rationing them
severely enough to really get us to the point where we

spend massive amounts of money on something very

new and different.
If you could stand back from our world and our

problems, as if you were in a play in a Greek theater,

where there is someone commenting on the play that

is going on — if you could stand back and comment,

one of the amusing things, which is really not very

amusing, is that once we make a decision, we are

bound to it right or wrong. Once we make a decision,

for example, to go coal gasification or coal liquifac-

tion, the capital cost is so great that it will sop up all

the capital, and we won't have enough capital left to

go gasohol in any big way. That's one reason we are
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holding back from this decision. In some of these al-
ternative technologies, particularly the central ones
like coal gasification, like gasohol, or nuclear power,

once you make the decision to go a certain way, you

have to pour so much of your money into it that you
really can't justify any other investment. That first
technical decision toward the big centralized opera-

tion is a self-fulfilling prophecy. It will work because

you can't afford any other alternatives. That's a prob-

lem for us.

Agricultural Policy
Issues: Current
Perspectives

Lynn M. Daft
Director for Agriculture and Rural
Development
The White House
Washington, D.C.

I will give you my perspectives on agricultural
policy issues, and then I would like to hear your
views. I start from the basic premise that policy is
more a function of circumstance than of political ide-
ology. The driving forces behind agricultural policy,
the forces that determine circumstance are things like
weather, changes in foreign exchange rates, and deci-
sions made by other governments.

Agricultural policy has been particularly affected
by a few recent changes in circumstance. First, the
U.S. farm sector is more involved in the world mar-
ket. Second, in some respects, agriculture is more im--
portant than it used to be. From an economic stand-
point, agriculture continues to exert an important in-
fluence over the larger economy. Socially, agriculture
has been absorbed into the larger community. Politi-
cally, however, agriculture has lost numbers and has
been fragmented when it needed strength through
coalescence.

I want to discuss some general policy themes that
transcend the agricultural sector; then I will talk spe-
cifically about agricultural issues. The dominant is-
sue now is inflation. I think no sector of the economy
stands to gain more from doing something about infla-
tion than agriculture. It is the most competitive sector
of the economy, and in an inflationary situation it gets
squeezed very easily. Increased attention to inflation
will mean that: federal regulatory actions will be
more carefully scrutinized for economic effect; mar-
keting costs will be closely watched; competitiveness

will be encouraged; there will be some particularlY
tough trade-offs to be made in reducing the federal
budget deficit.

The whole issue of governmental process is an-
other that will affect agriculture. The reorganization
of the Department of Agriculture is not likely to have
any major structural implications but could have im-
portant implications for the future direction and role
of the department. I believe the department must
reach out to a broader constituency, specifically in
the areas of consumer nutrition and of international
trade, if it is to be effective and to maintain control
over key policy decisions in these fields.

Of the specifically agricultural issues, the most

important one over the long run is export promo-
tion. It will get more attention in a variety of forms.
There will be continued attempts to develop new
markets, such as the PRC. The MTN and the Inter-
national Wheat Agreement are now in final stages of
negotiation.

In Congress, the agricultural topic that will proba-
bly get the most attention is crop insurance. The In-
ternational Sugar Agreement must be ratified if it 15t0
be made effective. Dairy will be an issue, as will ni-
trites and the international emergency wheat reserve
proposal. It is going to be difficult to argue for signifi-
cantly higher commodity prices, since farm prices
and incomes have begun to increase. I would argue
instead that we will need to concentrate our attention
in the coming months on getting control of inflation
so that we do not find ourselves on a treadmill of
continually rising production costs.
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When you start talking about current perspec-
tives, immediately you run into a problem because
what perspective is depends on who you ask. I have a
perspective on what the current agricultural policY
issues are. The Administration has a perspective, and
you have a perspective. What I propose to do is make
this a participatory exercise. I'm going to give you 3
notion of what I view as the Administration's per-
spective on agricultural policy issues. At that point, I
would like very much to enlist your participation in
the discussion. I would like to hear what you have to
say. If you want to ask questions, I'll try to answer
them, but I hope you'll give me some feedback about
what you think the important issues are and how you
think they ought to be treated.

Let me start by outlining a basic premise I have
about public policy in general which applies to farm
policy in particular. It is that policy is much more the
creature of circumstance than it is of political ideol-
ogy or political philosophy. I think you can look at
farm policy through the past years and see strong evi-
dence of that. And, I would venture to say that you
will continue to see such evidence in the future. In
terms of circumstance, weather by all odds is the key
ingredient — both weather in this country and
weather in other countries. Other factors, such as ac-
tions that other governments take, whether they are
devaluing or changing their exchange rates, whether
they are making decisions about purchases of grain --
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this kind of circumstance is going to be a driving force or 30 or 40 years ago. Some of them don't even have

behind any policy, that much of a reference point, which sometimes

Now let me make some observations on some makes it hazardous to deal with agricultural issues.
Other fundamental and important changes in the poi- Politically, it seemsto me, agriculture has proba-
icy scene that help determine the form of agricultural bly lost ground. I see two reasons for that. One of them

P°1icy. The first of these, and the most important in — and I'm defining politics in a narrow sense — is
Illy mind, is the change that is taking place with re- that fewer numbers means fewer votes, which means
gard to our role in the world market. Clearly, we are it is harder to get political attention. I don't think
dependent on that world market in a major way. And there is any getting around that. But beyond the loss of

,that world market is dependent on us in a major way. numbers, it seems to me there has been a fragmenta-
tvery action that is taken in Washington that deals tion within the farm community that has made it even
With farm policy has to take that into consideration. more difficult to exercise political leverage. As I look

Secondly, I would say that on the domestic scene, at the organizations that are on the front line of the
aigriculture is much more important in some respects policy debates, I find the commodity groups much
tnan it used to be. If you take a look at agriculture more in the middle of the action than they used to be.
strictly from an economic point of view, at its role in Although the general farm organizations remain ac-
the economy, I think you will have to conclude that it tive, commodity groups have captured much of the
has grown in importance from several standpoints, attention by targeting their efforts on very narrow ob-
t or example, recently, the President asked Fred Kahn jectives. At a time when it was becoming more impor-
t() take over the inflation efforts. The first thing Fred tant for agriculture to be able to put together a coali-
Kahn did was to identify three areas that he wanted to tion, it also became harder to do because of the
hit hard and develop information on. Those three fragmentation and the formation of the commodity
areas were energy, transportation, and food and agri- groups. I don't mean to argue against commodity
culture. Everywhere I look I see evidence that when groups, but in terms of exercising political muscle
You pass things through an economic filter, agricul- and control, I think it is a lot harder with that kind of
ture is one of the most critical elements. From an organization. That is by way of background.
economic point of view, certainly it is a lot more im- Let me turn to the question of where we're headed
Portant than it was in the past. with our policies. I want to identify two different cate-
, One of the speakers earlier today looked at things gories of issues. First, I'm going to talk about some
from a nutritional point of view. That, too, is an im- general policy themes. They are not unique to agricul-
Portant new element on the scene with regard to farm ture, but they are very important to the future well-

Policy, and it is one that says to me again that agricul- being of agriculture as well as to the nation as a whole.
,`Iire is more important. I think that the relationship They are the major themes that I see the federal gov-
uetween diet and health is something that we are ernment pursuing over the next couple of years. Then
gaining more understanding of all the time. As we I am going to talk about some more specific themes
improve and increase our understanding of that rela- that are focused on agriculture.
tionship, the demand for information, for a different By all odds, the issue that I see dominating policy
mix of products, and for public policy changes will in a very important way is the economy and inflation
increase. I would not have said that two years ago, in the economy. This implies several things for
before I went into my current position. Even a year agriculture:
,ago, I probably would have agreed, but I would have First, I would argue that there is no sector in the
ueen skeptical. The longer I'm in that job and the more economy that stands to gain more from controlling
'See these issues that have a clear nutritional element inflation than agriculture. All you have to do is look at
to them tumble across the desk, the more convinced I the structure of the food system, and you will find a
become that that is going to be one of the leading producer element that is probably the most competi-
edges of policy in the future. tive sector in the American economy. They have a

Another way to view agriculture is to look at it position between the marketing sector on one side
socially or culturally. If you look at the role of agricul- and the input sector on the other, and both can 

exerUre 
-

in society at large, I think here you get a mixed cise some degree of economic control over them. No
bag. In some respects agriculture has been absorbed matter how you cut it, in an inflationary period, that
into the larger society. In many respects it is very hard producer sector is going to be squeezed. In the charts
to tell the difference between a farm population and a that Dawson Ahalt was showing this morning, there

nonfarm population. Farm operators are in the core of were two in particular that show this. One showed the
the commercial element. They are just a whole lot foot race between farm returns and costs. The other
'fore sophisticated, and the task is much more de- showed net farm income, and one of the curves
inanding than it was 20-30 years ago, certainly. Con- showed the nominal income with a peak 4 to 5 years
sequently, they are absorbed into the larger society ago, then coming down and heading back up. But
and are more a part of it. On the other hand, I find, in when you adjusted for inflation and put that on real

trying to deal with farm policy in an urban society, basis, as reflected in the other curve, it barely nudged
that it is increasingly more difficult. Urban people up. That's the sort of thing that you have to come to
have less and less understanding of how sophisti- grips with if you're going to start making economic
cated the farm economy really is. In man of their gains in agriculture.
Ininds, they are looking at agriculture as it existed 20 Some other things you will see affected by in-
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creased attention to inflation will be on the regulatory

front. For example, there is a long list of regulatory

positions that the federal government has either taken

or is about to take that have inflationary effects, or at

least potentially inflationary effects. Obviously, there

are benefits that flow from these actions too. Yet, I

have a feeling that in Washington the attention in the

past few years has been much more on those benefits

than it has been on the cost, the price that you have to

pay for that regulation. I am certain that over the next

two years, every one of those actions is going to be put

under a microscope in a way that it would not have

been if we were not in an inflationary situation.

I've been working with Kahn and the Council of

Economic Advisors over the past few weeks to start to

develop those lists and look at them. There is going to

be a lot of debate. The interest groups are already

starting to take sides. There is nervousness on

everyone's part, but I think it is a process that inevita-

bly results from taking on inflation head on. In the

food sector alone we have regulatory decisions before

us involving nitrite, net weight labeling, mechani-

cally deboned beef and poultry, and metric conver-

sion, among others.
Another factor is that if you look at the history of

inflation in agriculture, a high proportion of that oc-

curs in the marketing sector. Comparatively little has

occurred over the past 7 or 8 years in the producer

sector. In proportion, there is much more in the mar-

keting sector. What happens to food after it leaves the

farm? You are going to have to monitor that very

carefully.
The Department of Agriculture and the Council

on Wage and Price Stability have set up a monitoring

system that has only recently been put into place.

They have issued about 6 or 7 weekly reports to date.

They are going to be watching prices — not only raw

product prices, but input prices, and prices after the

product leaves the farm gate, and marketing margins.

They will be watching for evidence of excessive

changes in those. That is obviously a tricky business. I

am not terribly optimistic that we will be able to pull

it off. We don't have strong sanctions that we can use

as threats to enlist cooperation. But I think you can do

a lot if you get the right mind set and if you let people

know you are serious about it and put it up to the

public spotlight. That's the sort of thing that we are

going to start implementing over the next few weeks.
Another aspect of the attention to inflation will be

that it will highlight the importance of economic

competition. Obviously, if you want to get the most

out of your resources and keep costs and inefficiency

as low as possible, it is necessary to have as competi-

tiVe a sector as possible. There is plenty of evidence

that our overall economy is losing its competitive

edge in many areas. Thus far we have only been able

to deregulate the airlines. Surface transportation is
going to be one of the next up. That's going to be a

tough one to deregulate, but there are clearly dis-
economies, high costs, and lack of competition in

parts of the surface transportation system.
I think the fact of slower rates of growth in pro-

ductivity is yet another place that will get increased

attention because of inflation. When you try to trace

through the effects on productivity of, for example,
public investments in research, it is exceedingly diffi-
cult. I have seen very little evidence that is reallY
convincing on that score, but there is some. But again,
I think you will find increased justification for basic
research, not only in agriculture but in other fields,

and you'll see increased attention to it over the next

few years.

Finally, it is obvious to most people that an im-
portant part of the inflation scene is the role of govern-

ment. This is something the President feels stronglY•
If you are ever going to hope to have any effect on

inflation, you can't persist in running deficits of the

magnitude we have in recent years. You've got to start

pulling them down. The Administration said early on

that it would seek a balanced budget by 1980; clearly,

that isn't possible. Something that heads in that direc-
tion is possible, however. The budget that the Presi-

dent submitted to the Congress two days ago is a
pretty important start in that direction. It is a verY,
very tight budget. I looked at the part that deals with
agriculture with some trepidation. To be honest, I was
fearful that someone might have taken a meat axe to

the agriculture budget. However, I personally feel that
they prepared this budget in an intelligent and fair
way. I know there are going to be plenty of interests

coming at us over the next few months arguing for one
cause or another in that budget. It's going to be tough
to see this budget prevail, but I think it is terriblY

important. That is where some of the tough trade-offs
are going to have to be made in Congress. I have proba-

bly spent too much time on inflation, but that general

topic is a terribly important one and is going to absorb

an awful lot of policy attention.

A second one that is also important, but which it

harder to know how to come to grips with, is the

whole issue of government process. I believe that

President Carter, when he was first thinking about

running for the Presidency and about the issues he
wanted to run on, pretty well decided that the govern-

mental system wasn't performing very well' and 
that

something had to be done to make government worl
better. He intuitively felt that this was a central issue.
think he has since been reinforced in that feeling and
feels it even more strongly now. But I'm not sure that

he sees any more clearly how to do it. Civil service
reform and some of the reorganization measures that

have gone forward are attempts along that line. He
will have to make a decision on reorganization within

two weeks which deals with natural resources, eco-

nomic development, and food and agriculture. Those

go part way in dealing with some of the surface ele:

ments of making government work better. However, I

don't think that is the end and I don't believe he

thinks that's the end of dealing with this topic. What
you have to do is get into the many programs in a ver):

specific way, to the level at which they are suppo
sea

to deliver their service, and find out what is going

wrong or right and make changes there. The 
Proposi-

tion 13 sort of phenomenon is clear enough evidence

of a problem, a signal to the politicians. The voters are
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Putting government on notice that it isn't working theWay they want it to work. It isn't as responsive or as
efficient. There is a whole list of problems they have
With it. But that sort of reaction doesn't help with the
solution very much. I'm afraid you may just get a
Cycle where you pass a few resolutions that clamp
down on the budget temporarily, and then it goes intoits former mold. On the other hand, maybe that reac-
tion will lead to really doing something about it. If so,it is going to be very important for people, for you, tobe involved in that process.

With regard to the Department of Agriculture, I'll
Make one point. The reorganization, as it is affectingfood and agriculture, is not going to have any major
structural implications. There are some other reorga-
nizations that could, however, such as the natural
resources in what they do with the Forest Service.
They have the possibility of touching the Soil Conser-
vation Service and the Farmers' Home Administra-
tion. But the one that really focuses on food andagriculture doesn't have any major structural
iMplications.

Yet it does have an important implication with
regard to the general direction of the Department of
Agriculture and its breadth of responsibility. I am per-
sonally convinced that if the Department of Agricul-
ture is going to continue to be an effective institution,
Which is going to have credibility and within whichthe major farm, food, and agricultural policy deci-
sions are made, it is going to have to have a broader
Constituency, a broader base than it now has. The two
directions that I see it needing to reach out are theConsumer nutrition side and the international side. If
it doesn't reach out in those directions, it will be
viewed as a very narrow institution, looking after a
very narrow constituency. And many important deci-
sions won't be made in the Department of Agriculture
at all. They will be forced elsewhere, probably up.
When they get forced up, they get forced into the
hands of people who aren't close to the issues, who
don't have the background, the expertise, the experi-
ence, the contact with the constituency. I think that is
very dangerous. I know there are people who are
keptical of broadening the role of the department but

t, am quite convinced that unless this is done, the
uePartment is going to lose its credibility and its abil-
ity to control the outcome of its decisions in the
future.

I'm now narrowing my focus to agriculture, and
Illy last major topic is export promotion. In terms of
aggressively- pursuing our comparative advantage
Yvhere we are indeed competitive, agriculture is doing
that. I think you are going to see increased attention to
export promotion. Over the long run, from agri-
ulture's point of view, this is probably the issue that
most important of all. And it is going to take a

Yariety of forms. We have new legislation that went
lilt° effect last year that provides intermediate export
c_redit authority. You're going to see more trade offices
tuiPened up in various importing countries to help cut
ttirough the problems of expanding U.S. agricultural
l'ade. You will see continued attempts to reach out to

try to develop new markets, whether it is in the PRC or
in other countries.

That one in particular I have high hopes for, al-
though I must qualify my hopes slightly. I was privi-
leged to go with Secretary Bergland when he visited
the Peoples Republic of China a few weeks back. It
was probably the most fascinating experience of my
life. I recommend it highly. It boggles the mind to
think about what that country might become. There
are over 900 million people, 80 percent of them in
rural areas, essentially engaged in agriculture. Their
agriculture is extremely labor intensive. In any field
you look at, you will see hundreds of people, literally.
Finding out what can happen to that country if those
people are put to more productive employment and
released from agriculture is probably the most chal-
lenging task that any set of leaders of any country ever
faced. I don't know what the odds are of doing it suc-
cessfully. It's a somewhat risky venture. It's going to
be very interesting to see if they can hold the political'
and social fabric of that huge country together long
enough to make that sort of transformation.

I think the trade prospects for us are quite bright.
They have told us 5 to 6 million tons of grain a year
will probably be imported from the U.S. It looks like
it's going to be more than that, this year certainly.
They have also made it clear that that is going to de-
pend on whether we are willing to import goods from
them, particulary textiles. They mentioned that sev-
eral times. And it is going to depend a bit on their own
crop yields.

Continuing to reach out to those sorts of markets
and making certain that we are in a position to supply
them is going to be high on the agenda. The Multilat-
eral Trade Negotiations are coming to an end. They
are not wrapped up, but I think they look exception-
ally good for agriculture. One needs to take a longer
term perspective in terms of judging the results. We
have our negotiator in Geneva this week, trying to
wrap up the International Wheat Agreement. I think
we are getting close. There are a number of activities
that fall under the export promotion category. Let me
mention a few specifics that relate to agriculture, and
then I'm going to open up for general discussion.

On the legislative front, for the Agriculture Com-
mittees, I think that of the topics that are going to
occupy most attention, probably the most important
one will be what we do with the crop insurance and
disaster programs. We suggested legislation last year
that they didn't act on. We are suggesting essentially
the same thing with a few minor modifications this
year.

If there is one commodity area that I would gladly
trade to anyone who wants to take it on, it is sugar. It
was there when I went into the transition team; it was
there when the Administration took office; and it is
still there today. I'm sure it will be there forever. It is
an extremely complicated policy area. What we as an
Administration would very much like to see happen
is ratification of the International Sugar Agreement,
which will buttress the market in a fairly major way. It
is already taking effect, but if we don't ratify it, the
other signatory countries are going to start backing
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out about June, and we are going to be in trouble.

There are a couple of minor things that we need in

order to fill some gaps in current policy. We were

talking with the sugar interests about vari
ous legisla-

tive proposals. I honestly don't know whet
her we will

be able to come to an agreement with them.

Another topic will be dairy, since the 8
0 percent

of parity in the 1977 Act expires and parity
 reverts to

75-90 percent. The international emerge
ncy wheat re-

serve that we proposed last year we'll be 
sending back

again this year, perhaps as part of t
he International

Wheat Agreement and the MTN. 
Nitrites might be

forced on us as a legislative issue, 
depending on what

the Justice Department decides.

With regard to commodity policy a
nd commodity

prices, I get the feeling of a bit of a
 paradox there. If

you look at the trend in farm incom
e the past couple

years, incomes are strengthening. 
They are not where

you want them in most cases, 
but they are ap-

proaching a point where it is going 
to become more

and more difficult politically to 
argue for higher

levels. Over the past 2 years it has 
been very easy for

me to go into policy debates and sa
y, "Look, they are

coming from very depressed levels.
 You can't deny

the farm sector recovery from those
 low levels." It is

going to be harder to argue that case
 in the future, in

the next two years. That's another 
reason why it is

going to be important to concentrat
e on the cost-of-

production side and on the inflati
on side because

those are where points are going to be 
scored in policy

debates.
I think I am going to stop there. That 

is my per-

spective on farm policy issues. I would 
be interested

in your perspectives.

Discussion
Q: Can the Agricultural Department h

elp all seg-

ments of agriculture? When grain farmer
s are pro-

spering, livestock farmers are suffering fr
om the high

price of fuel and feed grains. When t
he livestock

farmer is prospering, grain markets are
 suffering be-

cause of low prices of feed grains. Is t
here a way to

meet everyone's needs?

Daft: With difficulty, yes. But if you expec
t your Sec-

retary of Agriculture to try to ride both of th
ose horses

— and there are more than just two; there
 are several

— you have to look at them a little differen
tly than in

the past. I would like to see someone repres
enting the

set of interests that, for example, Carol Fore
man rep-

resents. Someone should be in there doing bat
tle from

that perspective at the assistant secretary l
evel. I

would like, however, to also see an assistant sec
retary

who is responsible for the commodity progr
am in

there battling with equal vigor and articulaten
ess on

that side. When you've got a livestock sector 
and a

crop sector that are in juxtaposition, you wil
l con-

tinue to have trade-offs, and they should be local
ized

within the job of that assistant secretary. You
 can't

very well have an assistant secretary for livestoc
k and

one for crops or you might have the range war
 started

all over again. What we should be doing is try
ing to

''''' ,...
0 

capture within the institution that debate and that

trade-off. That puts the Secretary of Agriculture in the

position of having to resolve the conflict and make th
e

decision. That means that you are going to have 
to

have a Secretary who is not in anyone's pocket.

Q: Some people have made the accusation that 
the

USDA has given up too much decisionmaking p
ower

to the State Department and the Treasury Department,

and that they are the ones who actually are settin
g

agricultural policy. Is that correct?

Daft: No, although I'm worried about the dang
er of

that happening in the future, it is not happening now.

You can't exclude these other interests. Their stake is

a legitimate stake, depending on the topic invol
ved. I

think their legitimacy comes down to registering t
he

point of view of their constituencies, but not making

the decisions. As the process works now, those ag
en-

cies all have a crack at asking questions about 
the

analysis and the options and taking a position. The

Secretary of Agriculture has more influence than 
the

others, however. He is the one that sends the mem
o to

the President registering their views. I think the S
ec-

retary of Agriculture has not given up more than 
he

should have at this stage. I'm less concerned 
about a

Secretary willingly giving up influence than I
 an'

about situations where the system forcibly 
takes it. I

think that happened a bit during the latter part 
of the

last Administration, with the grain embargoes, 
for e -

ample, where the State Department and the 
White

House clearly were making decisions, reportedly o
ver

the strenuous objections of the then-Secretary of
 Agri-

culture. That is what I am more concerned 
about. I

don't think the Secretary has given up too much.

Q: That's why you suggested expanding int
o con-

sumer-nutrition aspects and the international 
side?

Daft: Yes, to seal off that possibility because 
those

issues are coming. If the Department of Agric
ulture is

not in a position to come forward with expe
rtise and

persuasive evidence in these fields and also 
objectiv-

ity, someone else will do it. It's not just a 
matter of

having the expertise, you've got to be a cred
ible repre-

sentative for those interests, which takes a 
certain

amount of care.

Q: I'd like to ask you what I consider a naive ques"

tion. What do you consider the primary 
responsibilitY

of the USDA, and what do you further co
nsider its

range of influence in balance with all the other 
forces

of power in Washington?
Daft: You can't really say what's primary. It is a rni

s-

take to lock yourself into one narrow missio
n that

defines your constituency in a very narrow way.

have to say food and agriculture, but that 
doesn't tel

you much.

Q: Well, would you say it is an advocate of the
 eccs;

nomics, prosperity, and stability of the 
agricultural

community and all that it encompasses?-

Daft: It has to be that. These are nebulous te
rms, but'

has to be looking at food and agriculture from a
 posii

tion of social responsibility. It has to be 
concerns",

about a healthy producer segment, but also 
aboill

what gets to the consumer, the quality of the 
food th

at

gets there, and the steadiness of supply. It m
ust look al-
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it as society would look at it. After all, the Department
Of Agriculture is hired by you and everyone else in the
country to represent you on topics that relate to food
and agriculture. Agriculture is inherently unstable as
a sector because of various things. Weather, the in-
elasticity of demand — all those things mean that it is
in society's interest to have an institution that is look-
ing out for it on food and agriculture. There are liter-
ally hundreds and hundreds of ways that such a mis-
sion is ultimately accomplished.
Q: How is the Department perceived? You were just
telling about Secretary Butz being unhappy with the
Policy where he was overruled. I'm sure that is true of
all the Secretaries at one time or another. Where does
agriculture fit in the hierarchy in your opinion?
°aft: It's hard to say. I would guess that it was very
Inuch on a downhill plane for many years. In the pe-
riod 1972-76, we saw what happened when supplies
Were short and that caused some reassessment of it. It
is probably on the rise now. Perhaps I am so much a
Part of the system that I can't objectively evaluate it,I)ut I think there is something about it that gives it
greater stature than it has had. It's an Old line agency,
and it has a lot of rigidity in it. There's a lot that IWould like to see changed about it, but I also see some
Promising signs of change. An interesting case in
Point is the Farmers' Home Administration. That is
one of the older line agencies that got started back in
the late 1920's and early 1930's. Rex Tugwell and sev-
eral of the people in the Farm Resettlement Adminis-
tration provided the Department with vision and ex-
itement and relevance to contemporary social prob-
lems. Then I think it went through a period where it
tended to get rigid and not be responsive, and it had
troubles. I see that changing now. Some young people
have been brought in at the state level and in Wash-
ington and regionally, who are giving new life to that
aFency. That is an illustration of something I see
cuanging in this institution that offers promise for the
future.

9: Will there be a transfer of the Soil Conservation
3̀1‘vice to another department, for example, the De-
Etartrnent of the Interior?
uaft: They are considering moving a part of the SCS,to a new Department of Natural Resources but, in all
nonesty, Iiwould give it low probability.
(4: This is what .we are concerned about. This is our
district and our watershed, and we would vote
against that transfer.
"aft: Are you a farmer?
9: Yes.
uaft: I see, okay, thank you.
Q: Have you assessed the availability of farm credit
haS a consideration for comments on inflation in the
'resident's budget as far as tightening, up in that. I

tiess it could cover the whole gamut here from FHA
farm programs.
aft: Let me ask my friends from FHA, do you hap-
3n to know in the FY 80 budget what's carried under
Farm Ownership and Operating Loan programs?

:11A. representative: To be absolutely candid, I
liaven't seen any detailed analysis of that yet, but

there were some substantial increases last year, about
$300 million in farm ownership. It stayed stable in the
farm operating area. We anticipate that some of the
new programs we had last year, especially the Eco-
nomic Emergency Program, will be kept in place and
used as a basis for continuing operations when we get
into expansions. Those types of programs use those
other resources of farm ownership and farm operating
funds for new and beginning farmers, not for those
that are in place right now. I don't have any exact
figures.
Daft: My perspective is that we passed legislation
last year, the 1978 Agricultural Credit Act, that was
designed to modernize the farm credit system, t 
change the eligibility requirements, to allow partner-
ships, corporation, things like that. It had the Emer-
gency Agricultural Credit component. It also had a
special program for entering farmers with lower inter-
est rates, and so forth. So looking at it in a very general
way from my perspective, I would hope that there is
improved access to credit through the federal govern-
ment for farm operations. I'd be interested in hearing
how anyone out there sees it.
Comment: I could comment as a banker. We see the
emergency loan provision, Title II of that 1978 Act,
being used pretty heavily in places. Farmers' Home
people tell me that if you don't have a legitimate rea-
son to turn that credit down, they can't, if the person
has sustained some kind of a loss. We don't, as
bankers, frown on that program because we are able to
unload once in a while on marginal credit. There is
some risk that is involved. That part of that program is
being used quite heavily now, even in our area. We
never find enough money for farm real estate direct
lending. It is the most effective and best program
availabile, I think, to use for beginning farmers, but it
is never funded at a level that is adequate. I don't
know what that level would be. I suppose the demand
would just grow with it. That's one of the problems.

Q: What about your feeling on foreign purchase of
agricultural land? Do you see it as a problem?
Daft: Since other people see it as at least a potential
problem, that means it is a problem to me. I don't
know what to think about it. We have two pieces of
legislation, one of which was enacted only last year,
which start a monitoring process. Within a year, we
are probably going to be in a position to better judge
the magnitude of the problem. I think that the last
time I looked there were 23 states which had taken
some legislative action to either monitor or curtail
foreign investment in agricultural land. Of course, the
numbers do not suggest that it is an enormous prob-
lem. They do suggest it is increasing a bit, and in
particular regions it is increasing. I tend to include
that in an issue that goes beyond foreign investment.
That is the larger question of the future structure of
agriculture and ownership patterns such as the size of
units and the separation of management and owner-
ship. That's an issue that I think eventually is going to
have to be dealt with in policy. No one knows quite
how to get hold of it, but I see it coming, and I tend to
look at foreign ownership as one component of that.
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Q: You did not raise the structure issue as one of the

issues you feel is being loaded on you. Yet, there

seems to be quite a bit of political rhetoric about farm

structure, about helping young people get to it.

Daft: That's right. That's one of the issues I am going

to have to deal with on my own time because I don't

think the system is at a point where it's going to be

forcing it. Now, there will probably be a few bills here

and there, and there will be some rhetoric, but I don't

see any action. There is one place where it could start

to take some more tangible form; a few people are

already beginning to worry a bit about preparing for

the legislation to replace the farm bill of 1977. It is

possible that in that context, you will see some sug-

gestions that would have important structural impli-

cations. There are a few organizations such as the

Grange that have been raising this as an issue. A few

others are beginning to raise it, but I just don't sense a

ground swell.

Q: I don't understand your usage of "structure."

Daft: For 40 years or so we have had increasing con-

centrations in American agriculture — fewer and

larger farms. We've had increasing separation of who

owns that farm from who manages it. Most farm bills

have in the beginning something about the preserva-

tion of the family farm being one of the objectives of

those bills. Many of the people who have looked hard

at those programs conclude that those programs don't

really preserve that family farm or a large number of

farms. They probably accelerate the demise of those

farms and accelerate the trend toward increased con-

centration. I don't know whether it is a serious prob-

lem or not. The over $100,000 sales class accounts for

a pretty healthy chunk of total agricultural output.

The total number of farms, about 2.7 million, is a very

misleading number. Most of those aren't really

honest-to-goodness farms at all. The structure has

changed quite drastically and with some potentially

important economic effects. So the question is, what

do you want agriculture to look like in twenty, forty,

or fifty years? Do you want that trend to continue

toward a much smaller number of very large units?

That's the general issue. You have several sub-issues

in addition. You've got the small farm issue, and that

in itself has various components: part-time farmers;

some very poor, low resource farmers in the South

and other places; the back-to-the-land types. You've

got some of those issues on the side. Does that help?

Q: Yes. Do you feel condifient that you can develop a

policy without regulation that could reverse or stop

this trend?
Daft: Most policies manipulate something. They in-

tervene in some way. You'd have a hard time finding

any of the farm programs that don't manipulate things

in some way: But there are ways to skew it in a differ-

ent direction. It might not be politically acceptable.

Unless that is an objective that the majority of people

agree that they want to pursue, they might not buy it.

But there are ways to skew the benefits so that it

would have that effect.

Q: I am still a little confused as to your capacity. Are

you the man that tells Secretary Bergland what the
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farm policy of the Carter Administration will be, and
are both of you necessary?
Daft: Do you have to be so blunt? I should probablY

have said something about that. I definitely do not tell

Secretary Bergland what the farm policy should be.

They rarely let me out of my office; I am very much a

staff person. I am not a decisionmaker; I don't make
the policies. Nor am I the guy they expect to be out

front articulating them and arguing for them. I am a

behind-the-scenes person who is as invisible and

quiet as possible.
I'll just elaborate a minute. There are probablY

three things that you have to do as a member of the
White House domestic policy staff. One is sort of a

jack-of-all-trades. For example, whenever the Presi-

dent is going to be involved in a press conference,
which is about every two weeks, I think about what
sorts of questions he might get on agriculture. I

prepare a question and a suggested answer. Then

there's an awful lot of correspondence. If generallY

comes across my desk, on the way to somewhere

else for response. Speeches. Meetings with various

interest groups. Questions as to whether the President

should hold a particular meeting. That's one class of

responsibility.
The second class is dealing with the bureaucracY.

I try to know the USDA bureaucracy and the people in
it as well as I can and to be sort of a go-between for the

White House and the Department of Agriculture.

That's a very tricky sort of a job because you want 
to

have their confidence so that they will open up with

you. At the same time, you can't afford to be co-opted.

I can't be viewed in the White House simply as the

spokesperson for the Department of Agriculture, d
-

ing their lobbying for them. I still have to look at is-

sues from the President's point of view.
The third function is to do the analysis that un-

derlies the President's decisions on various things.

Does that help at all? And I don't have the answer 
to

the second question.

Q: I am hearing a lot about the 1979 feed grain pro"

gram, and it is quite negative. I am under the impres-

sion that you didn't get the participation in last year

program that you would have liked to have had. And

yet, 1979 doesn't seem to be even as attractive as 1978.

What was the rationale to changing it the way they

did?

Daft: I think we fell a-little short of the participation

of last year. I don't think we fell too far short. We,
might fall a little further short this year than we woul°
want, but I think it is too early to tell that. Now one of

the problems you have and are going to have in the

future with both the wheat and feed grain programs, is
that you are very much on the cutting edge between

too much and too little. It can swing either direction

rather easily. You can have very good crops and have

the price start to fall off precipitously; conversely, if
we would happen to have a very poor crop in the U.S.,

combined with poor crops in other parts of the world,

even with the reserve arrangement that is now in

place, you could draw down rather sharply on that

and, in an inflationary period, be in trouble. Conse-
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Q: If you got enough participation?
Daft: Right. It is a little hard for me to judge how a
producer is going to view a higher level of coverage
that costs somewhat more compared to what he gets

now under the disaster provisions where he doesn't

pay anything. That's what is giving me difficulty in
answering that question.

Q: Are there any agreements with other countries to

prevent really large purchases in any one year that
would give us a draw down and higher prices to U.S.

consumers?
Daft: You mean other than the Soviet Union?

Q: What agreements are there now?
Daft: I can't give you the list. The agreement with the
Soviet Union is the most formal agreement. We con-

sult with them twice a year and have established the
range of 6 to 8 million tons within which they will
buy. If they want to exceed that, they come to us and
notify us. That's the most formal. We have some infor-
mal agreements, and I am not sure of their standing.
Japan is one that we have an informal agreement with.
There is no formal agreement with the Peoples' Re-
public of China at this time. There is some debate
within the Administration as to whether that is the
route to follow, whether we should be making bilat-
eral arrangements of that sort as opposed to multilat-
eral arrangements. If we successfully conclude the
International Wheat Agreement, that will give us a leg
up in the case of wheat, to stabilize things on the
international side. People can score pretty persuasive
points on both sides of that issue.

Q: I was wondering how you define the family farm
system mentioned several times. Do you define it ac-
cording to size or to whether it's family-run?
Daft: I don't think any one definition will do it jus-
tice. It is hard to do it by size because the size will
depend on the area or the commodity and so forth. I
will tell you the way it gets defined in statistics when
people put together numbers. They define it in terms
of how much labor is hired from off-farm. If it is more
than one and a half man-years of labor a year, they
define it as larger than a family farm. That's a comple-
tely arbitrary number pulled out of the air. They rea-
son that on average a farm family supplies approxi-
mately one and a half man-years of labor itself. So
long as you don't exceed that when you hire, it's a
family farm. I don't have any particular definition in
my own mind. It is more the concept of a family own-
ing and operating the unit, regardless of how many
acres it is or evenhow much labor they hire, so long as
it doesn't become an industrial unit. I don't have a
neat answer to that question.

Q: You said policy was the creature of circumstance.
Doesn't a person's ideology affect the way he reacts to
circumstances? For a policymaker, that seems like
kind of a fatalistic view.
Daft: I suppose. That's probably an exaggeration. I
have a very healthy regard for the free market system,
partly because I am trained as an economist, partly
because markets do a pretty good job. I think the Presi-
dent feels the same way. When there is a supply —
demand balance such that prices are rising nicely and

quently, we are on that teetering point. Our intention
with the feed grain program this year was to try to
have about the same program we had last year. The
Problem with making it exactly the same as last year is
that we backed into last year's program. First of all, we
didn't have the authority on the books at the time
farmers needed to know to make plans. Secondly, we
started out with just a set-aside program which
Clearly wasn't going to do the job, and we added the
Paid diversion program later in the year. This year the
Program was designed to permit a change in mid-year,
should that prove necessary — and heaven forbid you
ever have to disconnect one of those programs in mid-
stream! To make it reversible you don't want to ern-
Phasize paid diversion in the same way we did last
Year. We thought we were putting in place approxi-
Mately the same level of incentive, not quite as much,but close.
(4, If you feel then that the sign-up isn't going well, is
tnere any chance of your altering that program as you
did last year?-
ban: The flexibility to do so is there. Yet, I wouldn't
want to leave an impression that we are likely to go in
that direction, but it is there. That is one of the dilem-
!nas of farm policy nowadays. You have to build in a
,I°t of administrative flexibility. There is no way the
Laongress, when it writes that legislation, can deter-
'nine the details that far in advance; if they try to do

You are in trouble. Therefore, that puts the onus on
ine executive branch to be wise enough to know when
to intervene and when not to. That is increasingly
more difficult.
Q: You mentioned the new crop insurance program
nd the fact that it will be one of the priority items.
what are the odds of this passing in the way it's pro
Posed and precluding the private sector from partici-

-

'Dating in it?
°aft: Most of the opposition is coming from the in-
surance industry. Precluding them more than the pro-
Posal, I guess is what you are saying. The agent system
would be there and would be operative. I don't know.
What do you think?
R: I don't think it has too good a chance of passing in
the form it is written, and I wonder if it can replace the
,,Programs,that they expect it to replace.
"aft: I think it can. Of course, we are going to have to
extend the disaster provisions for another year, but I
think it can. Why don't you think it would be able to?
Q: I think the subsidy that is going to be required is
„g°ing to be greater than anyone has estimated.
"aft: I would like to have the numbers that have been
sed to justify this program scrutinized and chal-

lenged. I had a session last week with the Department
°f Agriculture to go through their numbers, commod-
itY by commodity. If those numbers are correct, I think
,11°t only will it work but will be rather attractive.
unless we can demonstrate that this proposal is going
t° save money, we will have trouble with it both
Within the Administration and on the Hill. I need
SOme assurance of that. The numbers that have been
laid out for me would suggest that it could indeed
Work at a lower cost.
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government programs are essentially unneeded as a

means of supporting price, then you can be a free

market advocate very easily. When it is the opposite

situation, it's much tougher.

Q: Dairy legislation, of course, is of interest to us in

this area and over into Wisconsin. What is your gut

feeling about what direction dairy legislation is going

to go?
Daft: There's probably no more politically volatile

commodity than dairy. It has an awful lot of political

power. That makes it one that I have to approach with

some care. As attention to anti-inflation and anti-trust

activity increases, there are going to be questions

raised about marketing orders and what effects they

have on price. There are also going to be questions

raised about using butterfat as the yardstick. There are

going to be a lot of questions raised about dairy. I

really don't have a good feeling of where any of that

might lead. If I had to make bets, I would bet against

any precipitous change in the near future.

Q: Do you notice much interference from a fellow

like George Meany influencing your policy?

Daft: Labor does not come at agricultural issues very

directly. In fact, on most agricultural issues organized

labor is not involved at all. On occasion, they will

become involved in an issue such as sugar legislation

where they actively represent the interest of field

workers. . . but that is the exception. The other point

at which there is major input from labor is during

debates over food stamp legislation. And as you know

this is often packaged with farm legislation.

Q: You got a number of questions in regard to and all

around the subject of the type of farm structure. I am a

banker, and I am looking at it from the side that I see

every day. It seems to me that inflation itself has made

the existing farmer a whole lot stronger and more

competitive when it comes to buying farms. Secon-

darily, we come along to the farm program with its

diverted acre provisions. It seems to me that farm

policy, as we have it, encourages faster and faster ex-

pansion into larger farms. I think that you will proba-

bly have to deal with the problem a lot quicker than

you may think you have to, at least when the young

farmer finds out that there aren't any farms and FHA

wasn't funded.
Daft: Okay. I appreciate that.

Q: You are saying policy is a creature of circum-

stance. As a farmer, I sometimes feel the victim of that

policy. I am getting to the ripe old age now that I am

starting to think of perpetuating a family farm that has

been in my family for several generations. I see this

thing called current policy, especially inflation and

tax policy, putting some restrictions on this, so that it

may not be possible for me to transmit to my children

that which I have acquired and inherited. And infla-

tion is compounding this very rapidly. My parents

farmed on this farm for a lifetime. When my father

passed away, the income from it was adequate to sus-

tain my mother at the same level. But the purchasing

power of that has eroded now to the point where it

won't stand another doubling before she will become

deficient in having enough to care for herself. That's

one side of the issue. The other side of the issue is that
the value of this land has gone up so far that my dig"
dren can't purchase it from me using the present regu"
lations. So I'm a victim of land price inflation and of

tax policy, as it is currently revised.

Daft: I agree with your assessment of the problem.
The combination of a never ending land price infla"
tion and an inequitable tax structure is a sure reciPe
for trouble. The Administration proposed a serious
tax reform measure last year but it did not receive 3
very sympathetic hearing in Congress._
Q: Have you given up?
Daft: No, I guess not.
Q: What can we expect?
Daft: I don't know what you can expect. I hope you
will raise that with your elected representatives in the

Congress who we tried to deal with last session.
Maybe they will be more responsive this time. The tax

proposals that we took to them were rather tho-

roughly chopped up. I would agree with you that it is

a combination tax policy and farm policy that have
come together to give that emphasis. We went,
through that when we debated the 1977 farm bill.
there was one point of debate, it had to do with how

much you build in for return to land. That's what most
of the debate was about when we were trying to de-
cide where we were going to set target prices. A large
element of our position was based on the premise that
the historical escalation in land values, particularlY,
during the 1950's and 60's, was largely a matter or

internalizing in those land prices the benefits of fatly

programs. You just keep compounding it. And it just
continues to escalate. You'll find people who will de-
bate that. But that was probably the major reason that
we held out for a return of 3.7 percent rather than 8 or

9 percent.

Credit and
Agricultural Policy

John E. Lee, Jr., and Edward I. Reinsel
Agricultural Economists
Economics, Statistics, and
Cooperatives Service
National Economic Analysis Division
USDA

Agricultural credit and finance policies are so im-
portant to agriculture that they must be explicitly ill-
cluded in food and agricultural policy. In the past,

this has not been done, with the result that sometimes

credit policies conflicted with stated agricultural
policies.
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In the 1920's and 30's, farm policy focused on
raising and stabilizing prices through subsidies and
Production restraints. The well-being of the farmer
,was assumed to be the same as the public interest.
tl°day many other factors affect farm policy and goals.
IMat is now called "food and agricultural policy" is
based on the premise that the food system must pro-

for the nutritional well-being of the population.
It is concerned with fair prices both to consumers and
for farmers, an efficient industry structure, equitable
distribution of economic power and benefits, proper
use of resources, and improved quality of life. The
natural conflicts between these goals can be mini-
Mized by treating them within a comprehensive pol-
icy package.

Credit policies and programs are relevant to al-
inost all of these objectives. They affect the productiv-
ity of the farm sector, the organization of the food
Processing system, land use, and the distribution of
arnings within the food system. Yet credit policies
nave been treated separately from agricultural policy,
and so probably neither type of policy has been as
effective as it might have been.

Between 1930 and 1970 there was a revolution in
American agriculture, caused by the convergence of
new technology, increased availability of credit, fed-
eral policies, and sustained strength in the general
economy. Before 1930, new technology had been
available, but had resulted only in increased produc-
tion and lower prices. Price stabilization programs
enacted in the 1930's helped absorb price riss and
Illade agricultural lending attractive. The Farm Credit
SYstem, which provided a flow of funds into agricul-
ture, and the Farmers' Home Administration began to
assure agriculture of capital. World War II ignited the
rexPlosion that changed agriculture into its modernform.

Credit policies are central to the health of today's
agriculture and to the goals of a broad food and agri-
cultural policy. Farm debt now exceeds $135 billion.
r ach year new loans of more than $9 billion are used
;Or the transfer in ownership of 2.5 percent of our farm
;and. Credit allows agriculture to be a highly techno-
logical, capital-intensive industry with reduced labor
requirements and high output. These, in turn, are re-
sPonsible for the relatively low proportion of their
income that Americans spend on food. Continued
and increased fund flows are essential to continued
growth in productivity. Thus a credit policy that as-
sures plentiful loans at reasonable rates is essential to
the production of adequate supplies of reasonably-
Priced food.

The debt-to-asset ratio for the farm sector has re-
mained constant at 15-16 percent. But two problems
are not easily seen: debts and assets are not propor-
tionately distributed among all farms, and farm in-
comes are not rising as rapidly as debts and assets: In
4.1977, many farmers did not have cash flows sufficientto repay their debts. In 1978, cash flows improved,
Partly because of government programs — both loans
and traditional commodity programs. This is an ex-
ample of credit and commodity programs working
together.

The use of credit is tied to other developments
relative to a food and agricultural policy. Availability
of loan funds can help the small farmer but can also
permit farms to grow beyond family size. Thus credit
policies have the potential of affecting the structure of
agriculture, leading to a highly concentrated sector
dominated by a few large farms. Large, capital-
intensive farms are less resilient to shock than are
traditional family farms. Thus credit policies might
be a factor in increasing the vulnerability of the farm
sector. Because of land price developments which at-
tract non-farm investors, we could see a new distribu-
tion of ownership and more distinction between
owner and producer. Liberalization of credit policies
to aid land purchase is thought to have had an impor-
tant inflationary impact.

For all of these reasons, credit policy must be an
integral part of a comprehensive set of food and agri-
cultural policies, developed with an understanding
of their individual and collective consequences.

The basic theme of this paper is that agricultural
credit and finance are too important to be treated out-
side the mainstream of food and agricultural policy. If
we are to have economic and agricultural policies that
are consistent with each other and with longer-term
political, social, and economic goals of society, then
public policies covering credit and finance must be
woven explicitly into the fabric of what is today
called "food and agricultural policy."

The argument to support this theme is:
• Credit policy has been an essential ingredient

in the American agricultural revolution since
the 1930's;

• Credit use, policies, programs, and practices
are central to and inseparable from current de-
velopments in the financial health of today's
agriculture;

• Eventual or long-term outcomes of credit poli-
cies and programs may be quite different from
the stated objectives and inconsistent with
other policy objectives unless the planning of
these various policies is integrated and careful
analysis made of ultimate outcomes.

The world has changed. Policy must reflect this
change or be ineffective or, worse, counterproductive.

Farm policy, as we have known it for the past half
century, had its roots in an era of large numbers of
mostly small and mostly poor farmers. Their world
was characterized by low and often unstable com-
modity prices, no .market power, capital shortages,
and poor credit terms.

The goals of farm policy, formulated in the 1920's
and 1930's and modified in the decades that followed,
were oriented mostly to improving the lot of the
farmer. Because prices appeared to be depressed from
overproduction, adequacy of food supply was not a
major policy issue. Instead, commodity programs fo-
cused on raising and stabilizing prices through a com-
bination of subsidies and production constraints.
Crop insurance programs were designed to protect
farmers from natural disasters. Research and exten-
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sion programs focused on improving the lot of the

farmer through improved technology and manage-

ment. And credit policy focused on making it possi-

ble for farmers to own their own land and adopt the

improved technology. An underlying assumption

was that improving the well-being of farmers was one

and the same as the public interest.
In recent years, we have come to realize that the

accumulated results and impacts of past policies have

brought us to a world far different from that of the

1930's. Farmers are relatively fewer and truly com-

mercial farmers even fewer. There are today many

other factors in the farm policy process, and the goals

have been broadened from farm and commodity pol-

icy objectives to a set of societal objectives folded into

what is now called "food and agricultural" policy.

The change is more than cosmetic. It is important to

the rest of the paper to clarify this change.

Food and agricultural policy is defined to include

all those policies and programs which provide the

economic and institutional framework within which

the food and fiber industry serves the public interest.

It is broader than traditional farm commodity policy.

Food and agricultural policy starts with the premise

that a basic purpose of the food system is to provide

for the nutritional well-being of the population. This

means assuring adequate supplies of safe, wholesome

food at prices that are affordable to consumers and yet

provide a fair return to all necessary participants in

the production and distribution process. Other objec-

tives include an industry structure that promotes

efficiency and innovation and provides an equitable

distribution of economic power and benefits. Also

included are policies for use of land and water re-

sources, protection and enhancement of the en-

vironment, and improving the quality of life in rural

communities. Clearly, these goals are sometimes in

conflict and tradeoffs are required. Herein lies the

case for a comprehensive food and agricultural pol-

icy: By treating the many individual goals within one

policy package, the conflicts and inconsistencies can

be minimized and complementarities maximized.
The shifting emphasis from narrow commodity

policies to the more encompassing food and agricul-

tural policies, and the economic and political impli-

cations of such a shift, constitute a separate paper.

But, it is important to the purposes of this paper to
note that credit policies and programs are relevant to
almost all the objectives of a broad food and agricul-

tural policy. They affect the capacity and productivity
of the farm sector; the organization of food produc-
tion, processing, manufacturing and distribution; the
structure and forms of resource (land) ownership and
use; and the distribution of earnings and benefits
within the food industry.

Unfortunately, credit policy has tended to be
treated as something different and apart from the rest
of agricultural policy. Even those who manage credit
programs and institutions, key figures in the develop-

ment of credit policies, and agricultural economists

who teach and do research in agricultural credit tend

to be outside the mainstream of traditional farm pol-

icy and program activities. A probable result is that

neither credit policies nor farm policies have been as

effective as they might have been in achieving their

goals. Worse, some longer-term impacts of this past

fragmented approach may be quite different from 
the

original purposes of the individual policies.

These concerns can be put into perspective

reviewing the role of credit and finance in past and

present developments in agriculture.

CREDIT POLICY AND THE

AMERICAN AGRICULTURAL

REVOLUTION

The role of credit in the revolution that reshaped

American agriculture between the 1930's and 
the

1970's is neither fully understood nor appreci
ated.

That revolution was characterized by a surge of tech'

nology that both reduced labor requirements and

increased output. It was also characterized by new

approaches to farm management, new forms of ec();

nomic organization of the production process, a
n°

new coordination schemes between successive stages

of the production and marketing system.
The dramatic developments in agriculture during,

the past 4 decades resulted from a convergence °

several interrelated circumstances and forces. These,

included, at least, the availability and widespreauf

adoption of new technology, an increased supply °

lower-cost loanable funds, federal price enhance,:

ment and stabilization policies, and beginning 
it

World War II, generally sustained strength in the gen-

eral economy.
Technology had improved gradually for several

decades before the 1930's. Technological advances 1

many fronts — mechanization, plant breeding, use °

chemicals, disease control — were such that the PT,

tential was there for a synergistic interaction of a"

those forces and a technological explosion.
Despite the technological base that existed, I-J.9,4"

agriculture in the 1920's and 1930's was characterize'

by unstable and frequently low prices, inadequate ac"

cess to capital (especially loanable funds), high inte,r;

est rates, and unfavorable credit terms. These conal-

tions tended to work together to worsen the 
situation.

Furthermore, the adoption of technology meant onlY

increased production which further depressed pric
es

and returns to investments. Agriculture needed at

strong domestic and world economy, both as a marl°

for its products and to provide employment for Or-

plus farm labor.
The farm price stabilization programs, 

debated in

the 1920's, legislated in the 1930's, and modified 
dur-

ing the decades since, provided the stability and
 or-

der necessary to change the image and reality of agri-

culture from that of high risk and disorderly pricing t,,,°

that of orderly production and marketing with ninc'

of the price risks absorbed into federal c
ommoditY

programs. These developments increased the attra
c-

tiveness of agriculture to lenders. In addition, a 
series

of farm credit acts starting in 1916 and maturing in diet

1930's resulted in the Farm Credit System, the paren
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System of the Federal Land Banks, Federal Intermedi-
ate Credit Banks, Production Credit Associations, and
Banks for Cooperatives. This system provided a com-
Plete banking service designed solely to assure a flow
of funds, at competitive prices, from the central
money markets to agriculture. Further, the Farm
Security Administration (now the Farmers' Home
Administration) was established during the depres-
sion to provide low-interest loans to small and
Poor farmers unable to compete for funds in the
marketplace.

These developments provided the stable environ-
ment and the institutional infrastructure to assure a
flow of capital to agriculture. World War II was the
sPark that ignited the explosion changing agriculture
from what it was in the 1930's to what it is today. That
change cannot be attributed to any one action or de-
velopment but rather to a fortunate convergence of
economic forces at an opportune time. The key forces
Were the development of commodity price stabiliza-
tion policies which reduced the riskiness of agricul-
lure and the development of farm credit institutions,
u0th of which made possible the flow of capital that
Paid for the modernization of agriculture between
World War II and the 1970's.

So dramatic has been the turnabout that agricul-
tiure — the sector of our economy that as late as the
-,E920's was severely undercapitalized, obtained credit
'unds under the most unfavorable of terms, and paid
dearly for those funds — is today the sector that some
consider relatively overcapitalized and that has ac-
cess to almost unlimited funds with terms and inter-
est rates among the most favorable in the economy.

The message here is not only that credit and
credit policy are important, but that the interrelated-
ness of credit policy mid other farm-related policies
cannot be ignored.

CREDIT, FINANCE, AND,
IODAY'S AGRICULTURE

, Credit policies and institutions are centrally re-
!ated to the financial health of agriculture today, to
Ihe changes and developments occurring in agricul-
Lure, and thus to the multiple concerns of a broad food
and agricultural policy.
, One has only to look at the direct importance of
i°an funds in today's farm sector to appreciate the role
2f credit policies and institutions. Farm debt, only
°25 billion in 1960, now exceeds $135 billion. Inter-
leist Payments on funds borrowed now exceed $10 bil-
2°n annually and have become a significant produc-
uon expense.

Each year about 2.5 percent of our farm land
,cnanges ownership, requiring new loans in excess of
09 billion. The Farm Credit System, which was ini-
tiallY funded with federal capital, now uses no federal
money but borrows $50 billion annually in the pri-
vate money market and has $42 billion in bonds and
ilotes outstanding. Last year, the Farmers' Home Ad-
Ifninistration poured $4.8 billion in loans into the
arm sector and another $3.8 billion into the rural

102

economy for housing, community facilities, etc. The
Commodity Credit Corporation's lending role is often
overlooked. Last year the CCC provided farmers $5.1
billion in commodity loans and another $300 million

to build storage facilities.
But more important to the theme of this paper,

credit policies are directly relevant to the several
objectives of a comprehensive food and agriculture
policy.

FOOD SUPPLY AND COST

Loanable funds are the lifeblood of modern farm-
ing. The statistics on the magnitude of fund flows
have been cited. Earlier we learned that credit al-
lowed the transformation of agriculture into a high
technology, highly capital intensive industry re-
quiring large and continuing flows of manufactured
inputs. The technology adopted has saved labor and
other resources and has improved yields and output.
This high level of output and efficiency is responsible
for the fact that Americans pay such a relatively small
percentage of their incomes for food, compared to
most other countries of the world and compared to
earlier generations of Americans.

This point is underscored by a recent analysis
showing that if farm productivity today were the
same as in 1954, producing today's output would re-
quire about $50 billion of additional inputs. This
probably would translate into lower farm income and
higher food prices.

The point is that not only was the plentiful sup-
ply of funds at competitive rates and favorable terms
instrumental in the transformation of agriculture to
what it is today, but continued and increased fund
flows are essential to continued productivity growth
in the future. Agriculture is becoming more capital
intensive and thus more dependent on plentiful and
inexpensive flows of loan funds. Research and eco-
nomic logic tell us that when credit funds are scarce,
interest rates high, and credit terms less favorable,
there tends to be less investment in productive capital
and reduced purchases of manufactured inputs. The
end result is slowed growth in productivity. Slow
growth in productivity means higher production
costs and higher food costs to consumers.

Thus, a credit policy that assures plentiful loan
funds at reasonable rates and terms is essential to the
assurance of adequate supplies of food at reasonable
prices, high ranking objectives of a comprehensive
food and agriculture policy.

How much credit use is healthy? The rapid
growth in farm debt from less than $25 billion in 1960

to approximately $136 billion this year has been
cited. The value of farm sector assets has grown pro-
portionately over that period with the result that the
debt-to-asset ratio has remained relatively constant at
about 15 to 16 percent. This is a lower ratio than for
most other industries and suggests that agriculture is
financially sound.

But the aggregate numbers hide at least two po-

tential problem areas. First, the debts and assets are



the farms to keep growing well beyond the size

needed to be efficient and to provide an adeq
uate

income.
Will present developments, abetted by credit po-

licies, eventually lead us to a highly c
oncentrated

farm sector, dominated by a small number of ve
ry

large firms that cannot be counted on to behave in the

public interest? In recent expressions of concern

about the viability and future of the family farm, the

Congress has implied that it does not want a highlY

concentrated agriculture. It has been suggested that

specific "structure" objectives be formulated — per-

haps incorporated into legislation— and made part 
of

an integrated and comprehensive food and agricul-

tural policy. If done, the role of credit would have 
to

be explicitly recognized.
Will present developments, again abetted 13Y

credit policies, reduce the resiliency of farming and

increase its vulnerability to shocks? Perhaps an un-

foreseen side effect of past and present policies, in-

cluding credit policies, that have paved the way for an

agriculture increasingly dominated by a relatively

small number of large, capital-intensive farms, is that

these farms are less resilient to shock than are tradi-

tional family farms. The large, highly leveraged farms

are dependent on a stable cash flow to finance the

high level of purchased inputs, hired labor, and 
debt

repayments. On the average, large farms operate on a

narrower margin or cash income residual from each

dollar of sales than is the case for smaller farms. This

is reinforced by the estimate that in 1978, large farms

(those with sales of $40,000 or more) accounted for 85

percent of all sales but only 65 percent of the net

income. In 1977, farms with more than $100,000 in

sales owed 24 cents for each dollar of assets. Farms

with $40,000 to $100,000 sales owed 19 cents per

dollar of assets, and smaller farms had even lower

debt loads.
In tough times, family farmers can and do tighten

their belts, take a low return on their labor and other

unpaid resources, and bounce back when times im-

prove. We have long counted on our farm sector 
to

continue producing even when incomes were low

The loss of that resiliency may be an unintended by-

product of past credit policies, but should be ad-

dressed as a concern within the context of a food and

agriculture policy.
Credit policies have played a major role in land

price developments. Today, soaring land prices in-

crease the wealth of present landowners but make it

difficult for new people to get started in farming. Fur-

thermore, the higher land prices build in higher 
costs

of production which will increase the cost-price

squeeze on farmers and lead eventually to higher f
ood

prices. The higher land prices attract investors more

interested in land appreciation and tax shelters than

in farm production. A possible outcome of this deve
l-

opment could be a new distribution of ownership'

new tenure arrangements, and new terms of trade be-

tween farm producer and land owner.
How do credit policies relate to land prices? If

major credit institutions increase the proportion of
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not distributed proportionately. Some farms are debt-

free while others may be deeply in debt relative to the

value of their assets.
The second potential problem is that while debts

and asset values are rising rapidly but about in pro-

portion, farm incomes are not rising as rapidly. Thus,

debts are rising relative to income. In 1978 each dollar

of cash farm income had to support about $6 of debt

compared to $3 in 1960 and $4 in 1970. The resulting

cash flow pressure is eased somewhat by the gradu-

ally increasing average length of loan and the result-

ing lower annual repayment. Also, farm families can

use off-farm income for debt repayment. However
,

most off-farm income tends to be earned by families

on small farms, while most of the debt is on large

farms.
The vulnerability to overuse of credit was illus-

trated by the cash flow bind in which many Midwest

and Great Plains' grain farmers found themselves in

1977. On the basis of high grain prices in 1973, 1974,

and 1975, many farmers borrowed heavily (from will-
,

ing lenders) to expand their operations by adding e
x-

pensive land and new machinery and equipment. By

1977, even though their asset values exceeded debt
s

by considerable margins, low grain prices meant 
that

many farmers could not generate the necessary cas
h

flow to repay their debts without liquidation of som
e

inventories or other assets. In 1978, cash flows impro-

ved significantly because of higher farm prices and

larger government payments.
An issue facing policymakers in 1977 was

whether to assist over-extended farmers with com-

modity programs or credit programs. Ironically, those

farmers who got into trouble with liberal credit poli-

cies were given assistance through an even more lib-

eral emergency loan program, plus higher support

prices and deficiency payments. This example illus-

trates the value of being able to use credit policies in

conjunction with traditional farm commodity policy.

CREDIT AND OTHER

POLICY OBJECTIVES

The use of credit is very much a part of other

current developments that are relevant to a compre-

hensive food and agricultural policy. The eventual

outcomes of some of these developments may be at

odds with other policy objectives and with the stated

objectives of farm credit policy itself.

Take, for example, what is happening to the struc-

ture of the farm sector. The same process that brings

higher productivity and lower food costs also brings

changes in the organization of production and in the

structure of the farm sector. Credit policies and pro-

grams are part of the engine driving this change. The

ready availability of loan funds allows the purchase

of more productive machinery which makes it possi-

ble for a farmer to farm more land. This is applauded

when it helps small, low-resource farmers become

larger, more viable farmers with improved income

opportunities. But it becomes a source of concern

when the same credit policies and institutions permit
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market value they will finance (lower the down pay-
Inent), reduce interest charges, and reduce annual re-
Payments by lengthening the term of the loan, more
farmers will be able to afford to bid for the limited
land available (only about 2.5 percent of the land is
sold each year), thus driving up prices. The same lib-
eralized policies will increase the amount a farmer
Can afford to pay for the land. Some analysts claim
that liberalization of policies by some lenders in re-
cent years has helped a number of farmers become
landowners but has also had an important inflation-
ary impact on land prices. This concerns policy-
Makers when slowing inflation is high on the nation's
Priority list.

CONCLUSION

The message of this paper is simple but very im-
Portant. As we move to consolidate the fragmented
elements of past agricultural policies into new, com-
prehensive, integrated, and whole "food and agricul-
!Ural" policies, we must be sure that credit policyis treated explicitly as an integral part of that set, notas something different and apart. Moreover, those
Policies should be developed in light of better un-
derstanding (improved economic intelligence) of
their potential individual and collective long-run
Consequences.

Another View of
Credit Legislation

and Policy
Ca. Cardwell
Deputy Governor
.Parm Credit Administration
Patrick J. Moriarty
Director, Western Region
Office of Supervision
Ram Credit Administration

The Farm Credit System (FCS) is increasingly an
important part of the agricultural credit policy pic-
ture. The three components of the system — the Fed-
eral land banks and Federal land bank associations,
the Federal intermediate credit banks and production
Credit associations, and the banks for cooperatives —
affect and are affected by agricultural credit activity
across the country.

The FCS was started by the federal government as
?Stem of self-sustaining cooperatives in 1917. Since
then, it has evolved from a federal lending program
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into a group of private lending institutions with fed-
eral examination and supervision. The Farm Credit
Act of 1971 completed this evolution. The System
continues to operate under the authority of Congress
and its role is prescribed by federal law,

The System blends profit oriented lending activ-
ity with consideration for the welfare of the agricul-
tural sector. Financing requirements are directed to-
ward bona fide agricultural producers, rather than
toward those whose agricultural involvement is mar-
ginal. There is special concern for the financing of
young farmers.

In both absolute and relative size, the FCS is a
dominant factor in agricultural credit. At the begin-
ning of this year, the System held nearly 30 percent of
total farm debt, including over 34 percent of farm real
estate debt. The banks for cooperatives (BC's) provide
about 2/3 of the credit for all farmer cooperatives.
Growth projections indicate that the System's share
will increase. Farm Credit institutions provide back-
up to other lenders and are the residual lender for
loans that traditional lenders cannot handle. Partici-
pation with oilier lenders has been authorized but has
not developed very much yet.

The FCS cooperates with government lenders
and with commercial lenders as well. Direct govern-
ment loans, which provide soft credit with less
stringent requirements, sometimes take customers
axvay from FCS institutions. Nevertheless, govern-
ment loans have often been beneficial and provide
supplemental lending coverage to the agricultural
sector. On the commercial banking side, the FICB dis-
counting program allows the FCS to discount notes
held by certain other financial institutions, and the
PCA-commercial bank program allows a production
credit association to share a loan with an originating
commercial bank.

Legislation in 1979 will not produce a new credit
act but might make some changes in the 1971 act in
these areas: 1) waiving certain loan limitations to
help young farmers, 2) permitting export financing by
the BC's, 3) making it easier for co-ops to borrow from
BC's.

In the future, loans vi1l become larger and more
complex. The FCS will participate with other lenders
to offer a broader range of financing. Structural modi-
fication of the FCS will be likely as the System con-
tinues to evolve.

I will try to show you today another view, a look
at the overall agricultural credit picture from the van-
tage point of the Farm Credit System. Credit policy is
an important part of the total agricultural policy pic-
ture. The lending activities of the Farm Credit System
have been and are increasingly an important part of
the agricultural credit policy picture. Although I will
not dwell on the size and growth of the Farm Credit
System, I will mention that the three components
within the total System — the Federal Land Banks
and Federal Land Bank Associations, the Federal In-
termediate Credit Banks and Production Credit Asso-
ciations, and the Banks for Cooperatives — represent,

11.319=71121.131



in their separate and collective areas of lending, a

major factor in the agricultural credit picture. As

such, they affect and are affected by the agricultural

credit activity across the country.
Specifically, I want to discuss briefly (1) The

Farm Credit System's past and present status, (2) Its

relative position and relationship with other agricul-

tural lending activity, (3) Legislative changes which

may be on the horizon, and (4) Some speculation on

future developments and direction.

The federal government established the Farm

Credit System as a part of an agricultural policy de-

signed to control and improve the inputs of farm pro-

duction and thereby improve the well-being of farm

people. This System of self-sustaining cooperatives,

starting with the Federal Land Banks in 1917, has

been highly successful. The System initially was

funded or subsidized and largely controlled by the

federal government to the extent that it was essen-

tially a federal lending program. From that point, it

began to move away from federal government control.

The capital was paid back gradually, and the control

was turned over to its farmer-borrower/owners. Al-

though the laws governing the Farm Credit System

changed over the years, the Farm Credit Act of 1971

was landmark legislation in terms of completing the

evolution from a government lending program to

what is essentially a group of private lending institu-

tions with federal government examination and su-

pervision, much the same as that in the commercial

banking sector. This evolution has had profound ef-

fects on the size and role of the Farm Credit Adminis-

tration (FCA), the government agency that examines

and supervises the System.
Although the System has been decentralized with

greater independence than ever before, it certainly

remains accountable to the public in carrying out its

responsibility. The System was chartered and con-

tinues to operate under the authority of the Congress.

Federal law and supporting regulations prescribe its

role in the agricultural credit sector.

With this rather unique background, where does

the System stand today in terms of operational lend-

ing philosophy and orientation? It is something of a

blend of strictly commercial, profit-oriented, lending

activity with a heavy seasoning of considerations for

the welfare of the farmers and ranchers and the agri-

cultural sector. Certainly, the policies for extending

credit are based on criteria designed to provide for a

sound, "bankable," self-sustaining loan portfolio. On

the other hand, the institutions of the Farm Credit

System are obligated to serve all eligible borrowers
regardless of territorial or industry considerations.
Eligibility and scope of financing requirements are
directed toward bona fide agricultural and aquatic
producers rather than nonagricultural and integrated
conglomerates with only a marginal or exploitive in-
terest in agriculture. Additionally, perhaps a tinge of a
heavier public social orientation is evident in areas

such as considerations for financing young farmers

and the guidelines for loan servicing policies. All of

this sometimes leaves us with a slightly split per-

sonality in terms of how others see us and how we see

ourselves.
In size, both absolute and relative, the Farm

Credit System is a dominant factor in agricultural

credit. As of January 1, 1979, the System held nearly

30 percent of total farm debt. Its total loans outstand-

ing topped $47 billion. It served nearly 1 million

farmers and ranchers and 4,000 of their cooperatives.

More specifically, the Federal land banks held more

than 34 percent of farm real estate debt, and PCA's

held more than 24 percent on non-real estate agricul-

tural debt. Realistically, if it were possible to isolate

the strictly commercial credit transactions (as op-

posed to family deals, packaged sales transactions,

and other less than arm's-length transactions), the fig-
ure probably would be higher. In addition, the banks
for cooperatives provide about two-thirds of the

credit used by farmer cooperatives across the country.

Growth projections by FCA economists indicate that

the Farm Credit System will at least maintain and

possibly increase its share of expanding farm debt.

They project that total farm debt will be $225 billion

by 1985. The System will hold one-third of that, $75
billion, and banks for cooperatives will hold another

$10 billion, a total of $85 billion for the entire System.
What are the implications of this large size and

rapid growth? The Farm Credit institutions have
emerged as the leaders, the pacesetters. This has long
been true of the Federal land banks and is increasinlY
true of the PCA's. In the cooperative lending area, the

banks for cooperatives have been dominant. Where

other lenders are involved, the BC line is usually a
critical back-up of the total financing package. Farm

Credit Institutions are increasingly the residual
lender in farming communities in that they are availa-

ble to pick up the slack for loans for which traditional

lenders are not available, don't want, or can't handle

due to size, complexity, etc. The Farm Credit Act of

1971 authorized participations with other agricul-
tural lenders. This has been somewhat slow starting

because of competitive pressures, but as loans get
larger and more complex, these participations will no
doubt become more attractive to other lenders, partic-

ularly the smaller rural banks.
On the other side of the coin, this actual or possi-

ble dominance is looked at with some concern both

inside and outside of the System. Certainly, to the

extent that it eliminates competition, it could be self-

defeating in terms of the objective of providing the

farmer with the best terms and service available.

Farmers would suffer if the System got so large that it

overloaded the capacity of the money markets to pro-

vide it with a dependable supply of funds at a reason-

able cost or its own capacity to safely capitalize its
growth in volume. Certainly, I believe everyone asso-

ciated with the agricultural credit situation would

agree that the best efforts of all lenders will be needed

to meet agriculture's spiraling credit needs.
The federal government, through its direct lend-

ing programs as well as its guarantee programs, plays

an important role in the agricultural credit situation.

Insofar as past direct loan programs are concerned,

our views are mixed. Certainly, by providing loans at
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More favorable terms and rates than were available
through commercial sources, governmental loan pro-
grams have helped many farmers successfully start or
revive their farm enterprises, or at least have provided
them the opportunity for an orderly transition out of
agriculture. In other cases, direct government loan
Programs have provided attractive interest rates,
Mainly through emergency disaster loans, which
have lured some good customers away from the Farm
Credit institutions.

The basic difference between government lend-
ing and that of the Farm Credit System and other pri-
vate lenders is that government lending provides
soft credit," with more liberal terms and less strin-

gent qualifying requirements. Farm Credit institu-
tions and other commercial lenders deal in "hard
credit." They attempt to go as far as possible with a
borrower in trouble, but expect both principal and
interest to be repaid in full.

Regardless of all that has been said, government
lending is here to stay, and we think it should remain
Within the context of providing supplemental lend-
ing coverage to the agricultural sector. We feel that
government lending programs have had a beneficial
effect overall, but that these programs sometimes
have been initiated unilaterally and without consid-
ering how the goals of these programs might have
been accomplished through the already existing agri-
cultural credit framework.

The Farm Credit System has worked with various
government agencies to accommodate the needs of
both farmers and aquatic producers. Federally guar-
anteed loans have permitted us to continue financing
farmers facing adverse trends. A relatively new pro-
gram, the National Marine Fishery Service Loan
Guarantee Program, has recently shown a potential
for aiding aquatic producers. We believe that such
governmental programs will aid the System and other
lenders in making financing more readily available to
the food producing sector in the future.

The Farm Credit System not only cooperates with
government lenders but also with commercial
lenders. Two programs are notable: the FICB dis-
counting program and the PCA-commercial bank par-
ticipation program.

The FICB discounting program involves the dis-
counting of notes held by other financial institutions
which meet the chartering requirements as set forth in
the law and, FCA regulations. The PCA-commercial
b, ank participation program consists of the PCA tak-
ing the overline or sharing a loan with an originating
rcoMmercial bank. Neither of these programs accounts
or a very large amount of the present Farm Credit
SYstem loan volume, but commercial bankers appear
to be showing a greater interest in these programs
as loans become larger and available funds become
tighter.

I would like now to address what is on the legisla-
„,"ve horizon for the Farm Credit System. The Farm
Credit System was created by Congress. As the needs
?f agriculture changed, new legislation was required
Or the System to meet these needs adequately. The
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Farm Credit Act of 1971 represents the basis of today's
Farm Credit System, but it is recognized that from
time to time technical changes will be necessary for
the System to function effectively. These changes will
not be introduced without the unanimous support of
the System, because only by approaching Congress
with a unified front can we hope to gain the desired
actions.

The System is undecided now what, if any, legis-
lation will be introduced in the current congressional
session. If any legislation is introduced, it will consist
of changes to the Farm Credit Act of 1971. These legis-
lative changes will not result in a new Farm Credit
Act of 1979.

Legislation that might possibly be introduced
could address any or all of the following areas:

1. Waiving the 85 percent loan-to-value limita-
tion for Federal land bank loans if guaranteed
by the Farmers Home Administration or Small
Business Administration. This would aid bor-
rowers with little or no equity, particularly
young farmers.

2. Export financing by the banks for coopera-
tives, permitting them to offer farmer coopera-
tives the full range of export services that U.S.
commercial banks now offer their customers.

3. Reducing the proportional eligibility require-
ment concerning the number of farmers who
must belong to a co-op for it to be eligible to
borrow from a BC.

I would like to stress that these are possible legis-
lative changes, and the System has not yet decided to
pursue them.

Before I conclude my presentation, I would like to
focus on the future direction of the Farm Credit Sys-
tem. I believe loans will be larger and more complex.
The System will provide more loans in participation
with other lenders and a broader range of financing

and financially related services. There also may

be structural modifications within the Farm Credit
System.

The increasing size and complexity of loans, of
course, mirror the size and complexity of the farming
operations being financed. Handling these credits
will present a serious challenge. During the past few
years, the System has learned, sometimes to its sor-
row, that these larger, complex loans require more
thorough documentation, analysis, and control than
has been required previously. Interestingly enough,
more of the serious loss situations have been traced
to poor credit handling of large loans than to the
economic problems of the industry in which they
occurred.

Increasing cooperation and formal participation
between lenders is a logical approach to financing
modern agriculture. This participation will be neces-
sary to fully serve the total needs of today's farmers
and ranchers as well as assure lenders adequate risk
protection.

I believe that the range of financing and finan-
cially related services will be broader because the
needs of agriculture are expanding. In many cases, the



existing network of district banks and associations

provides a framework for dispensing the required

capital and services to agricultural areas relatively

isolated from adequate service.
Structural modifications within the Farm Credit

System are a continuing evolutionary process. As

agriculture has changed both economically and geo-

graphically over the years, the Farm Credit System

has been forced to modify its own structure to carry

out its mission effectively. One area of structural

change that perhaps will receive greater emphasis in

the future is the merging of institutions within the

System.

Discussion
REINSEL-MORIARTY
Q: A lot of people have been talking about agriculture

being over-capitalized, and then Mr. Moriarty talked

about how we're going to make farm credit easier and

better yet with 2 or 3 percent interest. I guess the

question is, are we complicating the problem by mak-

ing credit too easy? Is there too much credit?

Moriarty: Did I say that? I think it's possible there is

too much on an individual basis. That's what I tried to

say. I don't necessarily want to accuse governmental

emergency programs, but sometimes I don't think any

kind of emergency credit is really a long-run solution.

I think there are a lot of businesses where giving credit

was really detrimental. It allowed a fellow to put off

some pretty critical decisions to the point where his

equities were all gone. I would agree with that on an

individual basis.

Comment: If it can be true on an individual basis, it

could also be true in the aggregate, right?

Reinsel: I would like to make mine more a comment

than a real answer to your question. The question that

arises to me is whether, through our increased financ-

ing in agriculture, we've stimulated production more

than it otherwise would have been and gotten the

same effect as when we put on more fertilizer or pesti-

cides or other physical kinds of things that increased

output. Have we done somewhat the same kind of

thing here where we increase output through increas-

ing the use of credit? I think that's a very relevant

question, which relates closely to what you're saying.

It is quite possible we've done this.

Les Peterson: It seems like your problem is princi-

pally in having to make a down payment for most of

these land purchases. In the last month I asked three

of my borrowers to provide me a down payment com-

mitment based upon a certain purchase price, subject

to their getting financed for 70 percent of that through

the Federal Land Bank. The Federal Land Bank never

put any maximum on the price they committed that

on. They left that to us to establish. We estimated the

land might sell for $22-2400, but actually it brought

more than $2600. We had three bidders in there with

an open end that day because of the Land Bank com-

mitment, and they ran the price of that land $500 an

acre over what it should have cost. The borrower that

did get it, still got 70 percent of what he paid. They go

into a land auction with an open line of credit. 
What

does this do for inflation of land values? We talk about

consolidation of land into fewer hands. Doesn't this

do it? Certainly we're spreading that cash flow over

more acres. There isn't any doubt about that. But how

far do you leverage an individual farmer? I'll reserve

the rest of my comments for later.

Comment: What I'd like to say to that is we purposelY

don't want to get into limits. We've got a deal right

outside of town now where a section of land is up for

bids. There will probably be 12 bidders coming to us,

and we don't know how many to the insurance com-

panies. We don't want to be saying what they can
take. And we have found that if we tell the borrowers

that we don't want to lend to where the limit is, that

they stop and get it somewhere else.

Q: Mr. Reinsel, you were talking about a need to inte-

grate credit and agricultural policy. In the U.S., the

government obviously sets agricultural policy. Now

by this integration, do you mean the U.S. government

should in some way control all agricultural credit?

Reinsel: I'm not suggesting that the federal govern-

ment be deeply involved in all the credit activities,

but you can't have farm policies without taking into

account what's going on in the credit area. Every time
you make a move in, say, easing lending, that influ-

ences production on farms. And you'd better take that
into account when you set the policy, or that policY
may go differently than you think it will. I'm not say-
ing you should merge all the credit systems and put
them all under the federal government.

Comment: You're saying you have to look at credit

when you make the policy?

Reinsel: As it is now, the credit policy decisions are

made by one group of people for the most part, and the

commodity program decisions are made by another

group, and the groups don't really get together verY

much and discuss this.

Q: There's 136 billion dollars worth of agrictiltural

debt; there's 790 billion dollars worth of assets. That

means agriculture is pretty well internally capital-
ized, if only 17 percent is debt, right? What if agricul-

ture was, in fact, 50 percent in debt? What would the
effect then be on commodity prices? Would they be

higher?
Reinsel: I don't think we could survive with a 50

percent debt-asset ratio. Let's take it at the farm leve1.1

think if you increased capitalization in agriculture, if

you put more capital in, which is really what you're

doing with the debts, that's putting in another kind of

an input which tends to be production-stimulating,

so I think farm prices would tend to fall somewhat.

Consumer prices, depending on how much of that

gets moved through the system, might not be greatly

affected.
Q: Increase the debt and the prices will fall. Is that

what you said?
Reinsel: If you put more capital in, that would be the

direction I'd say.

Q: The figures that we hear are that our total debt is

now 16 percent, and farm owners couldn't stand a
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debt over 30 percent of the assets. If we ever exceed
that figure, then our cash flow is going to be such that
We will not be able to distribute the debt throughout
the nation. Now these are some of the figures that the
economists use.
Reinsel: That's something that troubles me a bit. I
think looking at the debt-asset ratio for the country
could mislead us. It isn't very sensitive to changes in
the economic situation and in the farm economy. The
debt-asset ratio, in fact, has remained reasonably con-
stant throughout the 1970's in the 15-17 percent area.
The financial situation in agriculture in the 1970's
had much more violent shifts. Take the 1972-74 pe-
riod as against 1976-77. So I think we need to consider
some other measures of what's going on along with
that debt-asset ratio.
R: Pat mentioned losses. What percentage is that of
Your total output in money? And what is the cost to
the taxpayer for the lending program?
Moriarty: With respect to the losses, everything is
relative, I guess. In terms of total loans outstanding,
S a very small figure. The losses in the credit bank

sYstem for the previous three years it seems to me to
have been roughly $25 million a year, and that's not
very much percentage-wise. I'm sure it varies, de-
Pending on how you figure those things, but anyone
Would look at that and say that's a very acceptable loss
figure. What bothered us was that first of all, we
Weren't even used to that kind of loss. Secondly, to get
that kind of loss, there was a fair amount of slippage
throughout the portfolio. The whole thing slipped in
quality, and the acceptable credit level dropped quite
a bit in all the banks. Probably that was of even more
concern to us than the losses. Nobody likes to lose
that kind of money, but the credit quality slip was
Inore important. Part of it was due to economics, but
When you really looked into it, an awful lot of it was
due to our unfamiliarity with large agricultural credit
Packages.

As to the cost of the farm credit system, it is self-
sustaining even to the extent that they take care of the
expenses of bureaucrats like me. The supervisory
agency is paid on the assessment basis. It doesn't go
through the federal budget at all, and, of course,
there's no subsidy at the bank and association level.
This varies between systems, but there are some ad-
vantages they do get, such as tax advantages, for ex-
ample, which indirectly might be considered subsi-
dies.
Reinsel: Back-to the question of what happens if you
Put more credit into agriculture — of course, if it's
Merely paying for higher prices for the land, then you
can't say you've stimulated production. And where
does that money go? It's very likely to go back out of
the sector again, I think, to the heirs of the farmer or to
the retired farmer ,who moves off the farm.
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Q: In the livestock and poultry sector you often hear
that expansion will not occur because money is not
available. Does that really have much validity any
more, or did it ever?
Lee: I don't know all the local situations, but we just
went through a washout of a few years duration in
which the prices were so low for such a sustained
period of time that the debt and credit position of
some of the livestock producers got to the point where
bankers were not in a position to lend them more
money. Now for feeder cattle, and fed cattle too, the
situation has improved dramatically in the past year
or two, but it's just now beginning to recoup that long
period of losses. So what I'm saying is that generally,
agricultural credit has been plentiful. There still are
individual commodity producers in certain regions
and at certain times who., because they've gotten
themselves into financial binds, can't have all the
credit they've wanted or for as long as they've needed.

I'm most familiar with the commercial feedlots in
the high plains of Texas. They had a situation going
for a number of years where they were doing primar-
ily custom feeding. There was plenty of capital availa-
ble, and money was being made hand over fist by the
feedlot operators themselves. They weren't putting
much capital into that other than what they had in the
operation of the feedlot itself. What they were doing
was counting on groups of investors to put up the
financing. The banks had such liberal lending poli-
cies in some of those areas that a group of college
professors or farmers, or whoever could get a group of
10 together and put up just a little money each, could
cover a 10 percent down payment, borrow the rest of
it from a bank, and finance a lot or two of feed cattle.
And so the custom feedlot operators were depending
on this outside capital. Well, when they got into a
period of sustained losses after 1973, that source of
capital dried up and so the custom feedlot operations
were in serious trouble and running at less than 50
percent of capacity for a long period of time. It didn't
take long after feeding became profitable again for
that money to start coming back. One of the problems
is that the feeder cattle prices are excellent right now.
The difference between feeder cattle prices and fed
cattle prices is such and grain prices are such that
some feedlot operators are building in a loss for the
coming year. So, I'm not sure how long the enthu-
siasm or the money's going to be there. Something's
got to change. Either those feeder cattle have got to
come down in price or the fed cattle have to go up in
price to break even. And it will break even, because
if they don't make money, they draw back, prices
change, then they do make money, and so it works
itself out. But there are local situations where people
get overextended, and the income flow is not there
to pay the loans. Then credit is not going to be
forthcoming.
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Cardwell: I'd rather put it this way. In the livestock

industry, a cow can't have but one calf a year, and you

don't save but 8/10 of that, and with the numbers

where they are, how are you going to expand livestock

production? It's 36 months from the day you make the

decision to expand it until you sell the first fat steer.

Therefore the time element is the greatest restraint

currently to expansion of livestock production, rather

than the availability of credit. If we had calves to be

fattened, they'd be in somebody's feedlot tomorrow. I

can assure you there'd be credit available to put them

there. They're just not available; it's that simple. So I

don't think there's any credit restraint. Sure, there are

some people who washed out and went broke. So

would you if you were feeding steers that were bring-

ing $600 a head and borrowing $550 of it and your

price suddenly went to $250. You know, that's just

economics. That's the way it works, and that's the way

it happened. It's coming back now, and it will, but

we've got to have time to grow numbers. For the cow-

calf operator, the first crop of calves he had at any

kind of a reasonable price was this last fall, after 4 or 5

years of blood, sweat and tears, with increasing debt

load and interest payments just burdening him down.

So how long has he had to be optimistic enough to

make the decision which is going to bear fruit 36

months from now? About 6 months. So that's the real

restraint in livestock expansion.

Q: Commodity groups such as our Dimes for 
Divi-

dends, the pork and the beef producers, the poultr
y

producers, and all the other commodity marketing

groups are trying to project to the consumer that food

is a good buy, and especially their commodities. Ho
w

are they affecting the market? Of the four things you

listed, two just fell flat on their face on this market. Is

this going to be the solution, or what's your forecast?

Cardwell: I made reference to the export marketing

situation. If you were running the business of agricul-

ture, and you had in your control 47 percent of th
e

grain produced in the U.S. in 1978, and you directl
y

marketed 3 percent of it, what kind of a great glowing

success would you think you'd have? That's wha
t

farmers did in the United States. I simply ask the

question and let you draw your own conclusions.

And we have great commodity organizations all over

the world. I had the privilege this last fall of ramblin
g

around over Europe a little bit, and one of the com-

ments I got was, "You know that's a great bunch of

fellows that come over here with those trade associa-

tions. They shake hands, and they smile, and they

drink champagne with us, and we have a grand time.

And the Japanese or someone else is writing con-

tracts." It's that simple. We've got to sell it instead of

talk about it. Talking about it is no good. You find a

man who wants something; you've got it and you've

got the right to sell it; you negotiate a price, write a

contract, and you sell it to him. I'm simpleminded; I

have to get it down in simple facts before I can even

discuss the subject. The theory of it is great, and it

makes good discussion when you're drinking and en-

joying the snowstorm in O'Hare Airport. But in the

real world you go sell it — you don't talk about it.

109

Luther, maybe somebody wants to challenge me 
on

that.
Pickrel: Any commodity people here? If not, we'll let

John have a second go.
Lee: Well, I agree with what Buck said. You 

said

something earlier, that you need to think about 
selling

it before you produce it. I think maybe that's pa
rt of

the orderly market process of the future, knowing

what's needed in some kind of a balanced pro
duction

marketing process. You really can't produce an 
enor-

mous amount of grain or wheat or whatever in anY

one year and just go sell it at a good price. There maY

or may not be that potential there, depending 
on cir-

cumstances in the world. I think we have to be 
build-

ing toward two kinds of things in the long run 
to

improve the situation. One is, again, the notion 
of

some kind of process whereby there's some agree-

ment before production starts about how-much can 
be

sold at good terms, so you can produce that. To some

extent, while it's not managed perfectly, that kind of a

concept is built into some of the government 
pro-

grams now. The idea is that we try to know each year

how much is needed in order to meet what we c
an

reasonably expect to export, to maintain some reason-

able reserves, and to meet domestic needs. We try 
to

reflect that in the combination of target prices and

allotments or set-asides. Each year we look at 
what's

needed, and if we have too much supply too much

reserves, more than we can sell abroad 7— we try 
to

reduce production before it's produced rather than 
to

get rid of it at low prices after it's produced.

The other thing is, if you look at domestic con-

sumption of wheat, there's hardly a ripple in it. It'
s

just a smooth line because I don't care how much you

advertise, people switch from one brand to another,

but they don't eat more bread or more grain pr
oducts.

The consumption of these things is dependable and

steady and grows about as the population grows. The

only way we increase our sales of, say, food grains, is

through exports. Now how do we increase exports?

It's probably not by a lot of back-slapping, hand-

shaking people traveling around the world attending

trade conventions. They do help some, but it's by es-

tablishing a price policy and a production policy 
so

that we can be seen as dependable suppliers in a

world market, certainly at prices that give us a decent

return, but at prices also that are not gouging the

world, and prices that aren't jumping all over the

place. Countries like Japan, or some of the developing

countries, or the Western European countries are

looking at their own agricultural policies and dec(17,i

ing whether they should put their investment in*?

their agriculture or their industrial sector. If they see

situations like we've had in this country for the past

several years, where we've had erratic jumps in

prices, and embargos on exports, they say, "We can't

depend on the U.S. We'd better make more invest'

ments in our own agriculture so we can be sure 
that

we have enough supply." But if they see that we've got

supplies and we're a dependable supplier, that we

got reserves so that if our crop production falls a 
little

bit in a year we can draw out of these reserves, 
theY
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Will depend on the U.S. as a long-term supplier. Now I
think that's been coming across in the last few years. If
You've followed exports, they were 29 billion dollars'Ti the past year, and they may be at least that high in
1979. I hope the message is getting across that we are a
dependable supplier in the world at reasonably stable
Prices. So there's a balance there; the price has to be
good enough for us to make a living and yet reason-
able enough so that they feel we aren't gouging them.
R: I'm representing the soybean growers, not only in
Minnesota, I'm also with the American Soybean As-
sociation. I would like Mr. Cardwell to qualify a littlethe statement about the poor job the commodity
organizations are doing. I hope he's not referring tosoybeans.
Cardwell: I try to be candid. Soybeans are doing the
best job of any of the commodity groups I know of.
Wheat men, well, the wheat men, have not done quite
as good a job as soybean men.
Q: Actually we will elaborate on this in our next ses-
sion, but I felt I had to respond.
Cardwell: Well, I would have, too, and part of my
Comment directly related to the opportunity to gouge
somebody and make them rise up. It seems to me if I
stand up here and agree with everything that's going

I'm not going to create any argument, any 
discuslon -

on anything. So we might as well get it out,
°ounce it around, challenge one another. Compla-
cency is the worst thing that can happen in agricul-
ture, and every time we get things going pretty good,We get complacent. And this year, let's face it, it's been
a pretty good year in agriculture.
9: Comment was made that other countries have to
°e more or less guaranteed a supply. If U.S. farmers
Were guaranteed a market at a price that was profit-
able for them to produce, are you saying that they
would not supply it?
Cardwell: The farmers would. They'd supply it.
Q: If we were guaranteed a market rather than we
guarantee a supply — put the shoe on the other foot,
s° to speak — at a certain price that was profitable forUs to produce, I feel that we would produce it and
Provide it to other countries.
Cardwell: I think the major point that I made relative
,to this is that most of the need where there's money to
DuY is being met. What I'm saying is that farmers arenot selling it. They've got capitalized a tremendous
ci?operative organization in the United States. And
,tneY don't use it.
Lee:

I just want to respond to that point. I think that
:xPerience has shown that if you make it profitable,
tarrners produce. And they're more responsive and
more successful at it than in any other country in the
World. But while reserves never operate perfectly, the
.°11cept is to have a reservoir to even things out over
illne and a target price which provides a floor. If you

olc at commodity legislation, most of it says that the
cretary of Agriculture shall determine at the begin-
ng of the year how much is needed to meet domestic

t "cis, what we likely can export, and what we need
,° either add to or draw from our balances of reserves

maintain the appropriate reserve level. Then on the
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basis of that determination of how much is needed,
such things as set-aside and target prices are deter-
mined. Now politics gets into this, and it never oper-
ates perfectly. But the concept of the program is more
or less as I described.
Q: I'm not sure I'm understanding Buck right, but it
sounds to me like you're advocating that the pro-
ducers get directly into the export market. Is that
right? Well, I'm going to take you on then. I work for
a grain company, but don't you think one of the
strengths of our society is that people specialize? The
producer produces, the marketer markets, the proces-
sor processes. I don't deny that producers could take
better advantage of marketing opportunities, but to
say that they can market better by getting directly
involved in this business is like saying Cargill can
originate grain better by getting involved in the pro-
duction of it. And that seems not economically effi-
cient to me.
Cardwell: Well, I wouldn't advocate an inefficient
system. Cargill and the others, the Big Six — if they
couldn't be efficient, they wouldn't succeed anyway.
So I'd let the chips fall where they might. But I'd try.
Lee: This is not a complaint about the private grain
companies, but there are five or six big companies
that control most of the exports. I'm not sure how
much better farmers could do if they had some large
co-ops going together and trying to get a bigger share
of the export market as opposed to the private firms.
But I think it is a fact of life that the firms operate as
international firms. You have to in the export market
these days in order to be on top of all the world mar-
kets. But they're international not only in operation
but in ownership and perspective. At least several of
them are. If a large international grain firm has an
order from France for some grain, their objective —
naturally, as any good firm's objective would be — is
to go where they can buy it, supply it from where they
can supply it to maximize their income for now and
also their long-term interest. So, they may say, "We
can deliver this to France cheaper if we ship it from
our Brazilian elevators because we can pick it up
cheaper there." The point is that maybe they're doing
an efficient job in international marketing, but their
prime objective is not maximizing returns to U.S.
farmers. Well, you wouldn't expect it to be. That
doesn't mean necessarily that anybody else could do
any better, but it may be that some farmer involve-
ment through cooperative movements could be more
single-mindedly focusing on selling U.S. products on
the world market rather than on international market-
ing per se.

Q: I'm having a great difficulty with this discussion. I
happen to represent the entire grain industry, the pri-
vately owned companies as well as the cooperatives
around the country. First of all, I'd like to point out
that cooperatives are in the 'exporting business. I
don't know if you're aware of the Farmer's Export
Elevator Company. They're right now very aggres-

sively pursuing the export market. However, I would

like to point out that there's a failure on the part of

many people involved in agriculture to understand



the risk factors that are involved in international trade
on the export market. That is a risk that the private
companies have traditionally assumed in the past.
Why? Because of the potential return on investment.
Now in the past, USDA has indicated to us that
they're to be given credit for the amount of exports
that have come out of this country, as far as grains are
concerned. Sometimes I would say we've exported
the volume of grain we have in spite of the USDA. I'm
referring to such things as embargoes.

There also seems to be an underlying thought
here that the producer should be guaranteed a certain

return on his investment. I've no problem with

farmers making a return on their investment or mak-

ing money on their farms. However, as you have

pointed out, domestic consumption is basically going

along in the same pattern it always has. The thing that

does fluctuate is international demand, as was
pointed out yesterday by a number of our speakers.

We cannot control that international demand. If you

want to get into a marketing situation where you'd

have the government set policy about maximum price

levels and minimum price levels, then that's an al-

ternative the farmers are going to have to accept.

They're also going to have to accept the consequences

of that. That, in essence, would remove one of our

effective outlets in the international market because

we can't control international demand. We can rise

up to meet it when shortfalls of production in other

parts of the world place a demand in the marketing

system. But the co-ops are moving in that area.

They're increasing the percentage of the market

they're trying to gain control of once again, I'd like to

point out that in the past the private firms have ac-

cepted the risk. I think they've done a damned good

job for the producers in this country. That's why
farmers enjoyed the prosperity they did in 1973 and
1974.

Lee: To prove your point, the problems of Cook and
Company of the past few years, essentially losing
their shirt in the export business, does prove that
there are high risks, that there are chances being
taken. They also gambled on making fantastic returns,
and they lost. So I don't disagree with your point, and
I hope I've never claimed that the USDA ever sold a
bushel of wheat abroad to anybody. Somebody else
sells it. The USDA doesn't generate any farm income
per se. When the Secretary announced yesterday
what farm income was, he didn't claim to take any
credit for that. He was simply reporting it. That's basi-
cally what we're doing on exports. But policies do
affect these things. Having a decent reserve policy
means we can assure the world that we're conscious
of our role as a world supplier. It means we don't run
out and therefore have to impose an embargo. If you
were President, you really wouldn't have had much
choice but to impose dn embargo when the political
anger was rising because domestic prices were rising
sharply, even though from the export side, it was very
damaging to long-run exports. So I'm not disagreeing
with you. I'd argue that it never would hurt to have a
little more competition, and if co-ops can do nothing

more than just create a little competition, then fine
and dandy. I believe in competition.
Cardwell: If I got on any of your toes, I'm sorry for
that. But the next time we have a meeting, I'll walk on

them again. Let's be friends and proceed to get the best

done for agriculture. I want to make one comment.
Last year, the U.S. became the number one importer of

agricultural goods in the world for the first time in
history. That's a little bit of a change. Think about that
one a little.

Helping Younger
Farmers Get Started:
The Credit Picture

Leslie Peterson
President
Minnesota Bankers Association

How to help young farmers get started is a tough
subject and an emotional one. It's related to the prob-
lem of how to transfer farm units from one generation
to the next without having to entirely liquidate the
farm operation. Both the retiring farmer and the
lender would prefer that the farm go to someone with
good resources and ability, someone who has a
proven track record. That system may result in a more
efficient agricultural sector and cheaper food for the
consumer, but it doesn't provide opportunities for the
young farmer.

However, we lenders do take chances on young
farmers. If a young person can put together the capi-
tal, if he has management ability, and if the operation
he's considering is one that can generate the debt ser-
vice and provide him a living, then we try hard to put
together a credit package for him. No two are alike,
and the results are not always the same'. Sometimes
we lose, but more often our risk pays off. In recent
years, inflation has tended to help us be successful,
even though it has created the problem of over-
leveraged farmers.

Case studies from our files can show what we do,
how successful we've been, and what pitfalls we've
seen.

You heard a speaker this morning talking about
extending credit and what commercial agriculture is,
and what proportion of the agricultural industry he
regarded as commercial. In the process he indicated
that probably that's where we should be focusing our
attention. I'm going to talk about the category of
farmers that don't fit that top 25 percent. They are the
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ones that Buck says shouldn't be in the business in the
first place probably. But we wouldn't perpetuate agri-
culture if we didn't try at least to bring some of these
People in, and I know that the organization he repre-
sents has done a good job in that respect as well.

Preserving the family farm and helping a young
larrner start is a tough subject. It's an emotional sub-
ject with a lot of people and particularly with certain
groups. I found out after talking about the subject a
inonth ago that church groups are particularly emo-
tional about it. Because the only favorable comments I
Fot in what appeared in the Minneapolis Tribune fol-
!Wing that, came from the leaders of a couple of syn-
ods of church groups in Minnesota. We have farm
°rganizations who look at this emotionally. Some
farmers do, particularly the older farmers who have
Motional thoughts about perpetuating their farm in

the hands of their family.
In the 1970's profitability came back into agricul-

ture, some people thought it was a right that they be
able to farm, and they thought that somehow the gov-
ernment should provide anyone who wanted to be in
Productive agriculture the opportunity. They didn't
realize, of course, that people aren't the limiting re-
source in agriculture. Land and economically-sized
farm units really are the limiting factors. The big prob-
lenli is transferring these farm units from one genera-
tion to the next, intact if possible, in a still-efficient
oPeration, without having to liquidate that farm oper-
ation and then having to totally refinance it and let it
go through a period of 10 or 20 years of inefficient
Production. This is what generally has happened
Ivhen a fellow wants to quit: he sells out and someone
has to start all over again from scratch.

What is the existing farmer to do to help this
Whole process? Well, most farmers farm as long as
they can and some of them a little beyond that. When
they get through that stage, they probably rent their
farm out. If they do, they rent it to the guy that will pay
,them the highest rent. They want the fellow with the
°est machinery, the best technology, and the greatest
ability. They want a guy with a proven track record so
they know darn well they're going to collect the rent
When the time comes to collect it. They contribute
substantially then to whoever continues in this busi-
ness. If they decide they're going to liquidate their
assets, they put the farm up for sale. But they don't do
it on a direct basis with another farmer; they call an
auctioneer and put it up for sale to the highest bidder.
Again, that land ends up with someone with the re-
sources and the ability to service the debt that's in-
volved with the purchase.

The concern seems to end with the pocketbook
Once they reach that retirement age, unless of course
the buyer happens to be a member of their family.
Some farmers attempt to perpetuate within the family
that farm unit that they've grown up in and lived on.
They'll do this by retaining maybe 1 or 2 of the family
members within that farm operation. But again, so
Often I've seen it, there's a tendency on the part of the
Old farmer to ride this young guy as a cheap hired man
Just as long as he can, and when he can't do that
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anymore, he unloads it. But he never gives the guy a
chance to really get his fingers into the business and
get involved in it. And we as lenders are a little bit
guilty of supporting this philosophy because these
are little-risk loans, if we can work with an es-
tablished farmer instead of going out and taking a
chance on a young guy who wants to get started in the
business.

Now who benefits from all this? Well, certainly
the consumer does because by this consolidation of
farm units into more efficient and fewer hands, we're
producing food cheaper in this country than we ever
had before. We've developed an industry which is
extremely efficient and productive. I think we have to
ask ourselves whether this is really bad. And I sup-
pose the answer you get depends on whom you ask. If
you ask the consumer, certainly he isn't going to say
it's bad. If you ask the established farmer who wants
to gobble up the next quarter section of land, he thinks
it's great, too. But if you ask the young fellow who is
trying to get started in this inflationary economy, he's
really upset with it because it takes his opportunity
away from him.

How do you get this young farmer started? The
first thing is that the fellow has to have an opportu-
nity. You don't go out and pluck people off the streets.
Someone has to come in to you with an opportunity to
get into agriculture in a farm unit that's big enough
and economically-sized so that it's going to support
his family and service the debt that he incurs to get
this job done. It can be a crop farm or a livestock farm
or a combination of these. It doesn't seem to make any
difference. I'm going to talk about both. But it has to be
a unit that's going to generate enough income to ser-
vice the debt and provide a living. Then the fellow has
to prove to me his ability to put together the capital
that's necessary, and he has to prove to me that he has
the management ability. If he can do that, we'll look
further. I'd like to show you how we look at it in our
bank. I'm going to use some specific cases out of our
files. We do then sit down with the fellow, and we
look at what he thinks his opportunity is. There aren't
two the same. Each one of those is different. We look
at their ability, and each guy's ability is different. He
has interests which may lead him into a livestocic
operation, or into cash grain, or some other special-
ized type of agriculture. But there are no two the
same. Then we sit with this individual and look at
what his objectives are, what enterprises he might
want to get into, and then at what the alternatives are
for financing, what kind of a credit package we can
put together. If we can't do this or if we don't think it
fits, we suggest then that maybe he'd be smarter if he
got into another profession and forgot the whole
thing.

I'm going to use some examples to illustrate what
kind of people come and what we have attempted to
do with a few of them, how successful we may have
been with a couple, and where the pitfalls have been
with a couple. As suggested this morning, maybe
we're financing some people in agriculture we have
no darn business financing.



This first applicant was 24 years old, working as a
hired swineherdsman on a farm. He was married; he
had one child; he had a B.S. degree in agronomy. You
can see his net worth statement: $28,000 and he did
have as part of the assets a share of the swine that he
had earned in running this livestock operation. Part of
the livestock accrued to him as income over a period
of time. That's the applicant. This was his suggested
opportunity to enter agriculture: he had a chance to
purchase an improved 40 acres of land for $82,000.
On this place were a 2-story dwelling house that
needed some repair, a stanchion barn which was new,
an insulated building which could easily be con-
verted into a farrowing house, a pole barn with con-
crete in it, a slat-floor finishing barn for hogs with
about 150 head capacity, and a drying bin that would
hold the crop if he planted the whole farm to corn.
And then there was an old barn on it. He wanted to get
into the business. And I told him, "It looks virtually
impossible. If you can go home and work out cash
flows and show me projections which will service the
debt that it may take to get you into this business,
we'll look at it." After about the third trip back into
the bank, he came up with 3-year projections that
made it look like it might work if we could put to-
gether this type of financing package. And that's what
we were actually successful in doing. We got the Land
Bank to go in for half; we got the Farmers Home Ad-
ministration for half on a 5 percent loan; we got the
father to come in with $10,000, with a stand-by agree-
ment that there would be no repayment on this until
he had all of his operating debt paid in full. We took a
great big hunk of risk and put $2,000 in, plus another
about $25,000 into improvements on the buildings to
get him started. And we went through the first year
with extremely favorable hog prices, got our operat-
ing debt paid back in one year, and it's working out
quite successfully. We again committed another
$125,000 expansion. We got the Land Bank to go
along with $65,000 of that. And now in December, we
got all of his operating debt paid back. We can thank
the hog market for a good bit of that, and some darn
good management out there on the part of this indi-
vidual. But it was a case where we gambled heavily on
management ability, and we won with that and with
the market.

Now another applicant: a hired man on a cash
grain farm. He's 26 years old. His net worth: $5,700.
He's married, has no children, and he happened to be
working for an uncle who was up in age with no chil-
dren to leave his farm operation to. And this is what
they came into us with, as an opportunity for this
young man. He would rent him 855 acres on a half
share of prime land in southern Minnesota. He would
sell the full line of machinery, which was on his de-
preciation schedule at $196,500. Out of that he
wanted $24,000 in cash, and he would spread the rest
over a 6-year payout at 5 percent interest. That tied up
any security interest we might have been able to get in
that farm equipment. We couldn't touch it; he kept
that. He had a seed corn contract on this place for 400
acres of corn, and this was the one cash flow advan-

tage we needed. The seed corn company by July 1
would pay all of the input expenses in cash back t°
the farmer. It also gave him a guaranteed income on

half that acreage because it was a base contract that
did guarantee it without crop insurance or anything

else. But he was going to need that machinery down
payment of $24,000; he had to trade corn planters,

which would cost $6,000 from operating capital that
we would have to put in; crop inputs alone would be
$40,500; and the total capital need was $75,000.

There again — we're crazy for doing it. But here was
an opportunity for a guy; he had a long-term lease on a
piece of land that you really can't miss on. Here's a

fellow that could be in business for a long time if he
can figure out a way to do it. What we ended up doing
was getting this kid's father and mother to guarantee

that $24,000, and we put the $6,000 with it, too, so we
ended up with $30,000 with a guarantee, with a
year payout on that. We took the risk on the operating
capital, and we're into the second year on this one,
and it's working real fine.

We had another application. This one was a kid
right out of high school, in FFA, in 1974. He had a
chance to rent 200 acres on a half share basis. We got a
three-year lease on that, which was a good lease, I
thought. (It took some of the risk out of it.) We fi-

nanced a new tractor for him. He shared his father's

machinery and threw his own tractor into that opera-
tion. By February of 1977, the kid was debt-free, 21
years old, still single, living with his parents, he had
no overhead expenses at all for living; his parents
seemed to be willing to supply that— and he had a net
worth built up of $31,000. He came in with what he
thought maybe was an opportunity, to buy 80 acres of

land near the home farm for $150,000. (That's $2000 a
tillable acre.) We worked that one out with Federal
Land Bank and Farmers Home Administration
financing. We borrowed the $15,000 down payment,
which he paid back about 60 days later, so he got
himself into the ownership. But look down at the bot-

tom. Debt service and taxes on that piece of land are
costing him $184 an acre on an annual basis. And in
our economy he can't take one cotton-picking nickel
out of that 80 acres for his own living expenses unless
he hits an exceptionally good year, which he did this
year. But everything that comes off that land has to go
back into it. As long as he holds a lease on the other
land and he doesn't have a wife and kids to support,

he will make progress. He maybe will get this pur-
chase over the hill before he incurs those obligations
and gets into a debt bind. That one we went ahead
with; it's working. It's been 2 years now, and he's
doing all right. His net worth is increasing, and we
don't worry about it anymore.

Then I've got a leveraged farmer. He's 33 years

old. In 1968, we started him out on a rented 320 acres
with a half-share, 5-year lease, a darn good one, with a

darn good farm manger that was looking over the land

and the supervision of it. That was a real plus. He had

a net worth at the time from a job he had before he
started farming of 5500 bucks. We got a Farmers

Home Administration operating loan and he got
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started with a small hog-farrowing and finishing unitO n the place in existing buildings, without spending a
great deal of money. By 1974, he was debt-free, and hehad a net worth of $95,000. In 1974, we went with him
on the down-payment on a rough 160 acres, which he
Paid $105,000 for. $80,000 of that was carried back on
an 8 percent contract with an annual payment of
$9,500, which is realistic; he can live with that. He
Paid the down payment back to us in one year. In
October of 1977, he came in and wanted to purchase
another piece of land. And we looked at that one real
hard, because it was starting to really get his costs per
acre up pretty high. But he had that lease on the 320
Yet, with a couple years to go. So we went along and
Put the down payment into that next 160 acres. We
Put $52,200 in, and the rest of it was carried back on
an 8 percent contract with much higher payments,
PaYments that run somewhere in the neighborhood of
$110 an acre interest and principal.

He came in this last year with a problem — oppor-
tunity called — whatever you want to call it. The old
gal that owned his land had died. The heirs decided
they were going to sell it, and all of his rented land
Was going to go, including his buildings for his hog
°Peration. He wanted to purchase that 90-acre build-
ing site that had 75 tillable acres on it. We estimatedthe price at $2400 an acre, and actually we missed
that by 10 when it was sold. If he had bought that, his
debt service on that tract alone at that price would
have been $260 an acre. It's just a totally unworkablesituation from our observation. His cash flow
Wouldn't stand it if he added that to his other farm
debt and lost the rented land. He ran into some severe
debt service problems with the purchase, and even
Without that purchase. This is one we're sitting in the
Iniddle of. I use it as a case because I think it points
some things out.

Now these are some balance sheet figures that I
Pulled off the last three years statements. You can see
What happened to the current 'asset-liability ratio. It
Was totally zilch in 1978, but he came through with an
excellent crop. He still had the rented land in 1978. So
We're going to get the down-payment we threw into
that last piece of land in 1977 completely paid up, and
the guy will be virtually operating debt-free. But you
start looking at his debt-net worth ratio and it's not all
that great. You attempt then to cash-flow his debt ser-
vice if he has to back up onto the land he owns and put
facilities on it that are going to give him an opportu-
nity to stay in the livestock business. I don't know
4110‘v we're going to work it out. But here's a guy who
took a chance, and we took a chance with him, relying
on rented land as an additional base on which to work
°tit additional purchases of land in an attempt to
bUild equity. Maybe we did the guy a disservice; I
don't know. He's an excellent manager; I feel confi-
dent that he's going to Work out of this, but we're
,°ing to have to spend a lot of time working out
financing to get him back into a livestock operation
Which hopefully he's going to be able to live with.

Here's another different sort of a problem. A bor-
rower came in just last week. He's 52 years old, mar-

114

ried with three children, one of them in college. On
the asset side, he's got his farm equipment — we just
took a rough "guesstimate" — worth about $120,000.
He's got some crop and feed and livestock which
aren't in that figure. He's got cash savings of $100,000.
Let's give him about $220,000 in equities for some
purpose or other. No debt outstanding at all; he's been
renting 200 acres from the family. His mother actually
had a life estate in it. It was willed to a large group of
children many years ago when his father died, and he
has lived there until this age. He's farmed that place
for 35 years. And, when his mother died, he suddenly
faced the problem of having to deal with the rest of the
family members, half of whom are farmers some-
where also, and the other half of whom are no longer
involved in agriculture. The problem is now that two
of those heirs have died; the spouse had remarried in
one case, and then died, so you've got a train of heirs
for part of this land that leads us down to Florida.
Some are independently wealthy, but they have heard
what land is worth in Minnesota, and you can't get
them to agree to a sale price on this piece of land. But
he wants to buy that 200 acres.

What kind of a price can he pay with the money
he has? If we throw it in at $2,000 an acre, it costs him
$400,000. If he takes his inheritance share out of that,
it's $33,000; if he throws his savings in, he can get
down to $267,000. Federal Land Bank is perfectly
willing to put that money in — no question about it.
But, look at what his annual interest and principal
($32,000) is for the 200 acres, it's $160 an/acre per
year. He has no other land; he has a hog operation on
this; he has a living standard which he has built over
the last few years; he has kids in college. How is this
guy going to adjust to the kind of a living standard he
will be able to pull off of 200 acres under those cir-
cumstances? So what does this leave him for alterna-
tives? The alternative is to sell out. He doesn't know
how to do anything else; he doesn't know where he
would get a job, so what do you do with him? It's a real
problem.

We look at the problem he faces in attempting to
get this done. Perhaps the rest of the heirs are willing
to sell him this piece of land, reasonably priced, at
under $2,000. This land happens to be located in the
highest land price area in the state of Minnesota, (they
sold land near it for up to $3,000, and some just under
that ) so if they sell out to him for $2,000 an acre, there
would be a gift tax problem for the rest of the heirs.
And that pops up -every time you attempt to sell a
piece of land now under what our good state govern-
ment thinks it's worth. I've been involved in a few of
those. And if we go to the heirs who are no longer
involved in farming, and tell them, "O.K., we're going
to have to have a gift tax return on this, you're going to
be giving this guy something if you sell it to him for
that figure," they say, "Well, why am I going to give
him a gift? I've got my own family to give something
to." They won't do it. So you're locked in.

And you don't know what you can really appraise
this for. I'm just going to read you a letter I got the
other day on an appraisal I did on a piece of property
near this. "With respect to your land valuation, we



a." cannot accept your appraisal without additional in-
formation. Please submit detailed information on
comparable sales used in the appraisal." I used $1900
for value for Class A land in the appraisal there, and it
says, "A study by the University of Minnesota Agri-
cultural Extension Service indicates that land in Mar-
tin County in 1977 was selling for an average of
$2,078." This is above-average land. So for gift-tax
purposes or anything else, they're going to want that
valued at least $2,400.

The Tax Department doesn't take into consider-
ation whether or not you're selling on a contract, with
the advantages of the contract; all they look at is what
the sale price is. And the interesting thing is that we
sell land out there on contracts, sometimes with 6
percent interest, where the value of that contract

alone can be worth up to $600 an acre. But the state

never considers that. So we sit, now, with the price

being in question on a piece of land; we're looking at a

family that has lived most of their life in this location.

It's going to be a traumatic experience if they have to

get out. We look at fighting the Tax Department and a

whole bunch of heirs to try and keep this guy in busi-

ness. What do you do?
These are the kinds of problems that we see when

we look at the everyday farmer's problem as he brings

it in and attempts to work out his future and hopefully

get our help in doing it. It all boils down to one thing:

the risk factor that we have as lenders. And we look at

our own personal risk factor, the risk factor within our

bank, because normally we're the lender who throws

the down payment in. The real estate lender takes the
security in the land; we sit with the rest, and we have

to look then to security other than the real estate for

this down payment. We can, as a lending institution,

use a limited amount of money for this purpose, but

the risk builds, and we have to assess the risk for our

bank. We look also at what the risk is for that farm
operator. What does he have to lose? This last guy has
something to lose if he goes ahead and buys it. He's got

a family at a critical stage. He's got all of his life's

assets on the line. If it would blow, he could lose it.

And the other thing we look at is who is really the

senior partner in this operation? Do the lenders have

more money in it than the farmer does? And I guess I

have the philosophy that when we become the senior

partner in a farm operation, (and we are with a lot of

these beginning farmers,) then we want to contribute

an equal part to the management and decisionmaking

process in it. It's extremely time-consuming, but it

does work, and when they turn out, as most of our

cases have, it can be an extremely rewarding business

to be in. We also look at the amount of credit that we
get in these and the concentration that we may be
building in our own bank in high-leveraged farmers
with a high degree of risk. This risk can be substantial;
we talked about inflation here all day yesterday, and
some this morning. There's the possibility for some
crippling losses, I think, to farmers if we don't do
anything more than stabilize inflation or if we reduce
it just to half. Some of these guys are so leveraged now
that they're not going to be able to service debt if we
stop inflation totally. And there's risk to the lenders if
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we did. We tend to lose sight of the risk that comes
from inflation. It's been responsible for a lot of things
that have happened in agriculture. We've had people
predicate all of their decisions on inflation. We try, as

lenders, to sort this out, but too often we fall into the
same trap, and actually if you look at what we've done
in the agricultural credit business, the reason we have
such a low loss ratio in operating credit probably 15

based upon the rate of inflation we've had. It's made

more good lenders than any other single thing. And I

guess I'm one of the guys who had lived on inflation
as much as anyone else; I'm not ashamed to admit it.

Helping Younger
Farmers Get Started:
The Credit Picture

Lynn Pickinp augh
Director, Production Loan Division
Farmers Home ,Administration
Washington, D.C.

In the last 35 years, the number of farmers in the

U.S. has gone from seven million to about 2.7 million.

At the same time, the capital requirement has in-

creased from $6000 to $200,000. Farmers are con'

tending with fewer and larger farms, higher costs and
investments, inflation, and closer margins of profit.

The purpose of the Farmers Home Administra-

tion has always been to enhance and preserve the

family farm, and any helping young farmers get

started. In recent years, the average age of borrowers
for both the farm operating loan and the farm owner-

ship loan has been falling Since 1972 FmHA has had. ,
a youth project loan program which finances young

people involved in 4-H or FFA programs. Its purpose

is to enable a young person to start a project that he

can expand and develop as he gets older. It is a way 01

helping youth become involved in agriculture.
The Agricultural Credit Act of 1978 allows the

FmHA to loan to family farms organized as corpora-

lions, partnerships and cooperatives, thus making

this credit available to many more farmers for the first

time. It raises the loan limits and moves the interest

rate up to the level of the money's cost to the govern-

ment, which is currently 8-1/2 percent. The legisla-

tion provides for a special limited resource loan, in
which the interest rate starts out very low. This pro-

gram may be of particular use to young farmers. And
there is an economic emergency loan program for
people who need credit to continue in farming due to

economic conditions.
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The family farm is the last vestige of truly free
enterprise in the U.S. The Farmers Home Adminis-
tration and the U.S.D.A. are committed to sustaining a
viable family farm pattern in U.S. agriculture.

I would like to begin by talking to you about what
'Perceive to be a problem in agriculture today. Thirty-five years ago, we had approximately 7 million
farmers in this country. In 1950, we had 5-1/2 million
farmers. In 1975, it was down to 2.8 million farmers. I
think we have lost approximately 100,000 more since
that time, so we are talking about 2.7 million farmersin this country.

The capital requirement on the average farm in
1940 was $6,000. In 1960, it was $42,000. It had in-c.reased seven-fold. In 1970, it was over $150,000, 4
times what it had been in 1960. In 1978, the average
value per farm in this country exceeded $200,000. In
1960, expenses were running approximately 70 per-
cent of the gross farm income. In 1977, expenses were
running 88 percent of gross. This means that the netx.vas 12 percent, and that doesn't include debt servic-
ing- We are predicting in the near future approxi-
inately 80 percent of the gross will be expenses.

In 1950, nearly 10 million families and workers
Were on farms. In 1975, there was less than half, some-
thing like 4,392,000 farmers and workers on farms.

So when you talk about helping young farmers,
,Yo. 1.1 are contending with fewer and larger farms,
nigher costs and investments, inflation, and closer
margins of profit. We are talking about a price increase of about 8 percent yearly. As you know, farm
income hasn't increased like that.

The real challenge is in trying to start young
farmers in agriculture. You can believe me, these peo-
Ple need all the help they can get to get started. We tryto find sources of off-farm income. We hope that Dad
will help a little bit. We use every means possible we
can to get these young people started in agriculture.Historically, the Farmers Home Administration's pur-
Pose has been to enhance and preserve the family
farm. We want to assist small farmers, and when ISpeak of small farmers, I also think of young farmers
who can't obtain credit elsewhere at reasonable rates
and terms. If they are unable to get credit from banks,We don't ask them to go to the Happy Finance Com-
P.anY to get the credit. If they cannot get it at conven-
;Ional creditors, then they are eligible to come to us, at
;east to be considered. One of our primary purposes
nas always been to finance young farmers who are
trying to get started in agriculture.

Right now in our farm operating loan program, weare serving approximately 80,000 farmers in this
country. That is not a lot of them. In fiscal year 1978,We made a total of about 50,000 operating loans, total-
ing something like $781,000,000. The average loan
Was approximately $21,000. Under the guaranteed
loan program, with which our experience is limited
so far, the loan is about $34,000. The average age of an
oPerating loan borrower in fiscal year 1978 was 37
Years old. Ten years ago, it was 41 years, so you see we
are moving down the scale and the average age of
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those we assist is getting younger. We think that is a
good trend. But it may mean some other things, too,
that are not so good.

In our farm ownership loan program, we serve
approximately 110,000 borrowers. In fiscal 1978, we
loaned $550,000,000. These loans are averaging ap-
proximately $50,000 apiece. But in 1970, it was
$26,000, so you see what is happening in that pro-
gram. The average age of a farm ownership borrower
is 33 years. We think that's good because we are actu-
ally reaching a lot of young farmers. We have not been
able to do this without the help of the Federal Land
Bank and many banks and other lenders who have
been willing to participate with us in these loan pro-
grams, both operating and farm ownership. We think
that's healthy, an we certainly want to take advan-
tage of all the private credit that is available. We want
to continue to work with those folks as we have in the
past and even find new ways to work through private
lenders.

I would like to tell you that since 1972, and many
of you may not know about it, we have had a youth
project loan program. This is where we are trying t 
finance young kids, 10 to 20 years of age, who partici-
pate in 4-H and FFA programs. Each project we fi-
nance has got to be part of an organized and super-
vised program of work. We depend on the ag teachers
and extension service agents to work with us on them.
In fact, if they do not, we will not make the loan. We
can loan in towns of up to 10,000 people under this
program, so we are reaching a lot of young kids in the
towns who are interested in agriculture. We think this
is an opportunity to start a young person in a project
that could expand into something as he gets older,
that can be continued with an operating or farm
ownership loan, in order to get him into agriculture
and keep him there. This program has seen a great
deal of success, and we want to encourage its use. We
are trying to do that through a lot of help we're getting
from county agents, vo-ag teachers, and whomever
else we can get it from. We have projects such as lawn
and garden services, livestock-crop production enter-
prises, repair shops, catering services, arts and crafts
sales, roadside stands, and many other things to
let young people have a project that is income-
producing. We have expanded it to make sure that
young girls get involved in this program, too. The
whole idea is to get more ybung people involved in
agriculture, to learn how to use credit, and to expand
a project into something that eventually will be what
they want it to be.

I suspect one thing you are interested in hearing
about is that on August 4, 1978, President Carter
signed into law the Agriculture Credit Act of 1978.
This provided that we could make farm ownership
and farm operating loans to small, private domestic
corporations (which we could not finance before), to
partnerships, and to cooperatives so long as they
didn't exceed a family-sized operation. We are not
talking about big corporations or big partnerships. We
are talking about the family farm corporation. Many
of the small family farms are now incorporated and
we have been unable to serve these people. The Con-



gress and the President felt this was a needed change,

and we were glad to see it. We think this has opened

credit up to people who need the kind of credit that

we provide.
Another problem we had was that our loan limits

were entirely too small to serve the needs of modern

day agriculture. Farm ownership loans used to have a

limit of $100,000, and a total indebtedness limitation

of $225,000. Now we can make farm ownership loans

up to $200,000 under our insured loan program. If

we can find a guaranteed lender, we can go up to

$300,000. We think this is healthy because the cost of

buying a family farm is certainly in that range now.

There is no longer an indebtedness limitation. On the

operating loan program, we used to have a limitation

of $50,000. Now we can go up to $100,000 on the

insured loan program and up to $200,000 on the

guaranteed loan program where we can find a banker,

PCA, or another lender through whom we can guaran-

tee the loan. This has been needed very badly because

of the costs of capitalizing farms nowadays.

Interest rates have also changed. We use to make

farm ownership loans at a straight 5 percent. We have

done this ever since the program began. Certainly in

the last 20-25 years it has been 5 percent. We could

not adequately fund that program because we had a

tremendous backlog. Our inability to meet the needs

caused the Congress to feel the rate needed to be

raised so that we could justify additional funding and

perhaps go into a guaranteed program where we

could get capitalization from private sources. Now it

is the cost of money to the government, which in this

current year is 8-1/2 percent. This is also true with the

operating loan program, so for both our regular farm

operating and our farm ownership programs, the in-

terest rate is 8-1/2 percent.
If we can find a guaranteed lender, it is the rate of

interest agreed to by the borrower and the lender. The

Secretary of Agriculture has some control over this.

He has said that this rate cannot exceed the best rate

received by the banker's best customer. I am sure you

folks know what that means. We are having problems

with usury laws in some states where they affect the

PCA's and banks.

One of the important provisions of this new legis-

lation is that we have a special limited resource loan

provision in it. We think this is important because

this allows us to help young farmers. It helps starting

farmers, small farmers, boxed-in farmers, farmers

who have been out there for many years and are

having trouble and need that added consideration.

Operating loans can be made at 5 percent interest.

This can be a seven-year note. After three years on this

program, we review this loan and if it appears that he

can pay 6 or 7 or up to 8-1/2 percent, then that loan is

graduated to that rate of interest. If he has to stay at 5

percent, we'll keep him there.

In addition to that, we can consolidate notes for

the first time. For example, if we have a borrower who

has several operating loans notes and he is delinquent

on some, current on others, and needs more money,

we can consolidate these all into one note and set it up
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on a new seven-year term, which we think will help.
Under the limited resource loan provisions, the

farm ownership loan can go to 3 percent on a 40-year
note. After three years, this rate automatically goes to
5 percent. In the next 2 years, we will review it, and if
he can pay more, up to the 8-1/2 percent interest rate,
then we will graduate him to the rate of interest he can
pay. But it is conceivable that we could carry this loan
for a number of years at 5 percent. We think this is

important and certainly should be helpful in trying to

help some young people get started.
Who qualifies for limited resource loans? Of

course, we are finding that everybody wants to. This

is a problem we have and certainly one we must deal

with. We think this is going to apply to applicants and

even to our present borrowers who cannot pay the

regular rate of interest and who cannot expect to ob-

tain the income needed to have a reasonable standard

of living. We've got to make that determination, and I

think you can well realize that that is not easy. But it is

certainly intended to include young farmers. Those of

you who have read this legislation and the intent of

Congress, recognize that one of the essential parts of

this limited resource provision was to make sure that

we had something we could do for young farmers. I

don't think this means that all young farmers are go-

ing to qualify, but we are going to do everything we

can to make sure that we provide credit for those

young farmers who can qualify.

In this current fiscal year we have allocated 25

percent of our funds in a farm ownership and a farm

operating loan program to limited resource and young

farmers. We have an appropriation in the current fis-

cal year of $825 million for the operating loan pro-

gram and $800 "million for the farm ownership pro-

gram. We are talking about a little over $400 million

for limited resource loans. We are hoping that we can

utilize this money in this category, with special em-

phasis on helping young people. If we cannot, of

course there are a lot of places we can use it. That

doesn't appear to be a problem to us. In fact, in the

farm ownership loan program we have never had

enough money. We could fund one out of three appli-

cations up to this point. With more money and a

higher rate of interest, this may change some. We are

going to be behind for quite a few years in the farm

ownership loan program before we catch up to what

the need has been.

In addition to that, Title III of this new act pro-

vided for an economic emergency loan program. This

applies to all farmers because they do not have to

qualify as a family farm. I only mention this because

it's a very active program, and the economic condi-
tions in the last few years have dictated a great need

for it. The Congress and the Administration have rec-
ognized that the economics of agriculture have resul-
ted in a need for credit, which hasn't readily been
available. This is also an 8-1/2 percent interest loan. It
is made to those who need credit to continue their

operation and who are unable to obtain sufficient
credit from normal sources due to economic condi-

tions. There is a $400,000 limit on this. Interest rates
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O n guaranteed economic emergency loans are nego-
tiated with the lender. There is $650,000 total inde-
btedness limitation on these loans as far as the
Farmers Home Administration is concerned. We can-
not make a farm ownership and a farm operating and
an economic emergency loan that exceeds $650,000
total indebtedness.

Before I conclude, I want to emphasize that it's a
Policy of the Farmers Home Administration and cer-
tainly of the Department of Agriculture to sustain,
however possible, a viable small family farm pattern
of agriculture in this country. We are anxious to do
this by helping young farmers get started in agricul-
ture. I think it's fair to say that the family farm and the
sMall family business enterprise may actually be the
last vestige of truly free enterprise that we have in this
country. It is owned and managed by the family. The
family is free to make its own independent decisions.h15 competitive, and it sells its commodities in a
Marketplace that may not be all that competitive. It
competes with bigness. In this country we used to
think that the answer to everything was bigness. That
May not be true now. I think we've got to recognize
that there are some merits to other-than-bigness. This
certainly has to be a consideration in national policy,
and it is the policy of the Department of Agriculture. I
can only emphasize the importance of continuing to
Maintain a viable family farm policy and the need to
do everything possible to maintain youth and help
Young people be involved in agriculture.

The Role of the FHA
Bruce Bailey
District Director
Farmers Home Administration
Austin, Minnesota

The Farmers Home Administration is in its 43rd
Year as a credit agency of the Department of Agricul-
ture. Its budget runs about $12 billion annually. Its
Programs are supplemental; that is, only people who
cannot get credit elsewhere are eligible to apply.

There are 8 different farmer program loans, the
Major ones of xvhich are discussed here. The operat-
ing loan is for personal property: livestock, machin-
ery, crop expense. The Agricultural Credit Act of 1978
raised the limitation on operating loans to $100,000.
Interest rates are generally at 8-1/2 percent now and
apply to all but the "limited resource applicant,"
category which often includes the beginning farmer.

The Farm Ownership program is another major
one. These funds can be used for anything involving
real estate. The limit is $200,000 of FmHA funds. The
Farmers Home Administration often comes in

credit participator with another lender — a bank or an
insurance company. This has helped the FmHA to
stretch its funds, which are always too limited.

The Economic Emergency is a new program
designed to enable farmers to continue their
farming through hard times. It is primarily used for
refinancing.

All of these programs are available as guaranteed
loans through commercial lenders. That method uses
up FmHA dollars fast, which is a problem.

The Youth Project Loan helps young people set
up projects which can gradually be worked into a
farming operation. It has been relatively successful.

I'm happy to be here to talk about Farmers Home
Administration. We are in our 43rd year as a credit
agency of the Department of Agriculture. We've had
three name changes and some enormously expanded
programs since we were first formed in the 1930's to
make loans to the drought-stricken farmers of that
time. Up until 1960 we were still mostly concerned
with this original mission. It wasn't until the Rural
Development Act of 1972 that we really started to
expand. Then this past year, with the passage of the
Agricultural Credit Act of 1978, we got some more
expansions. We doubled some dollar authority and
added different programs; it makes quite a change.

Our loan and grant budget runs about $12 billion
annually. Our programs are supplemental in nature;
in other words, we can't make loans to applicants
who can get credit elsewhere. So if they can come in
to a bank, or the Federal Land Bank and get all the
credit needed to establish their farming operation,
that's what they must do. This is really the prime
criteria in our agency, the first and foremost thing that
we have to consider.

We're all aware of the problems facing agriculture
that have been mentioned, and these problems are
particularly acute to the beginning farmer. A substan-
tial portion of our business, of course, comes from this
young farmer. The average age of all the farm borro-
wers in Farmers Home Administration is 37. In the
Farm Ownership Program this average drops to 33.
We have a lot of applicants in the 19-25 age group.
Most of the applicants come to FHA with very little in
material assets. Net worths under $5,000 aren't a bit
uncommon, and $25,000 we consider pretty good for
net worth of an applicant. We make loans to buy live
stock and machinery, to provide crop expenses, pur-
chase and improve land, build facilities, and to refin-
ance debts. As in Mr. Peterson's examples, these high
dollar requirements really leave some huge problems
facing these young borrowers. They have to have real
management skills, and a lot of them haven't been
tested yet, so we don't know that they have them. And
it takes a lot of hard work. Its really an uphill battle.
Most of them do succeed. But, as Mr. Peterson men-
tioned, inflation has made good lenders out of us.
We've taken that into consideration, I suppose, and
been able to make loans that we probably wouldn't
have made several years ago.

But to look just brieny at some of the farm pro-
gram loans we do have, there are 8 different farmer
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This has been a popular program, very useful. It
has reached another layer of our farm population.

We've been really happy with it. There were $4 bil-
lion of funds made available for the life of the pro-

gram, which is scheduled to expire May 15, 1980.

All of these programs are available as guaranteed
loans through commercial lenders. One of the prob-

lems with that is it takes the dollars out of our funding

levels, and we don't get any participation. It reallY
uses up dollars faster than we'd like to use them, so it

isn't as useful as it might be. During the emergency of
1974-75, a great many guaranteed emergency loans
were made. There were some mixed responses from

bankers and from FHA as well on the success of this

program. The Emergency Loan Program is something
that has quieted down now in this area; we haven't
had a disaster for a couple of years.

There's another unique program called the Youth
Project Loan. We can make loans to rural youth (and
youth in towns up to 10,000 population,) who are
between the ages of 10 and 20 for modest income'
producing projects. Quite a few of these were made

when this program first came out, and it's been rela-

tively successful. We made loans to a lot of farm youth

to get them started in some crop or livestock enter-

prise, and gradually they worked into the farming
operation. By the time they came to us to really get
established in farming, they had some expertise,
some management experience, and some net worth to

work with.
I'm going to mention just one example, verY

quickly. I also have taken it from our files, so this is
also confidential information. Here's an applicant,
age 19. He applied in May 1975 to buy his father's
farm. He owned a mobile home, car, truck, combine,
and some household goods. He was married. He had a
net worth of slightly over $20,000. Now this young
man is a little unique. He had worked with his father
on the farm and had acquired some property. He was
ambitious and had done quite well, as you'll see. He
bought the home farm, 132 acres, for $52,800. Now,
obviously, that's a bargain — even in 1975 that was a
bargain. The parents wanted him to have the farm;
they gave him a good deal. We financed the down
payment of $20,000, and the parents took the con-
tract. We also put in some tile, a silo, and some other

development to make a total loan of $48,000. The
parents then carried the balance.

The parents also carried the livestock and ma-
chinery on a note — about $31,000. So he had at this
point about $81,000 in the farm and some $31,000 in
chattel debt, plus some other small loans and bills.
The following spring the net worth was placed at

$36,000.1n 1976, we made a subsequent loan of $7500
to complete the tiling. In March of 1977, the dairy
barn burned and so he used insurance money to build

a hog nursery unit. The net worth in April of 1977 had

not gone up much; it wag just under $40,000.
The next financial statement is in August of 1978,

and shows a net worth of $100,000 without increasing
the value of the farm. (We hadn't raised the value of
that farm from his purchase price.) On January 1,
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loans within Farmer Programs. The operating loan is
one of the very common ones; it's for personal prop-
erty — the livestock, machinery, and crop expense.

Eligibility includes being a citizen, having legal ca-

pacity, farm background and training or experience,

and the character, ability and managerial competence
to undertake the proposed operation and to carry out

the obligations inherent in it. The current FHA limita-

tions on operating loans is $100,000. That's $100,000

of FHA money, and we might have participation of

another agency beyond that. The repayment period

on operating loans is 7 years; we may renew for an

additional 5 years at the end of that time. The current

interest is 8-1/2 percent. This was another part of the

Agricultural Credit Act of 1978 - interest rates will

now float with the market.
These interest rates apply to all except the limited

resource applicant. The term "limited resource appli-

cant" is something new, which again is part of the

Agricultural Act of 1978. These borrowers are granted

interest reductions in order to get started. Determin-

ing who really qualifies for these has created some-

thing of a problem, as you can well imagine. Everyone

wants to qualify, Essentially, it refers to applicants

who have undeveloped managerial abilities, limited

education, and limited resources. Generally, these

will be beginning operations. We don't have any strict

guidelines for dollars or resources; it's largely judg-

ment so it's going to create some problems.

The Farm Ownership Program is our other major

program. This has about the same eligibility require-

ments as the Operating Loan. The loan funds can be

used for almost any purpose related to real estate and

also to refinance debts incurred for nearly any pur-

pose. The debt limitation is currently $200,000 of

FHA funds. However, we're somewhat unique in the

lending field in that Farmers Home Administration

comes in as a second mortgage lender. We require the

applicant to get prior lien participation credit from

another lender — Federal Land Bank, banks, insur-

ance companies, the seller — and we go behind the
contract or mortgage. This has worked out real well. It
stretches our limited funds. (We often have a problem

with farm ownership funding. The demand is so great

there are not enough funds to go around.) The Farm

Ownership Loan is amortized for 40 years, but pay-

ments may be deferred for a 3-year period at the out-

set. And interest rates are 8-1/2 percent except for the

limited resource applicant. The interest rate for that

applicant on the farm ownership loan is 3 percent

interest for the first 3 years. Then it goes to 5 percent,

and is reviewed biennially to determine the rate until

it gets to the market rate, which is now 8-1/2 percent.
Another new loan program that we have is the

Economic Emergency Loan. It's to provide credit to

farmers to enable them to continue their farming op-

erations. It was designed primarily to refinance debts.

It specifically prohibits land purchase, land expan-

sion, and loans for housing. The dollar limitation in

this program is $400,000. The interest rate is 8-1/2

percent, and it may be amortized in up to 40 years if

real estate is used as security (up to 20 years for non-

real estate in certain cases.)
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1979, his net worth statement shows $110,000. Hewas in to go over his books and look at expansion inthe hog operation. He's planning some extensive hogb. uildings (about $60,000 worth, as I recall). So, here
tn less than four years' time, this young man has put
together considerable net worth, and while he did
have some favorable circumstances, he's certainly
gone ahead.

This is the type of thing that can and does happen.
,Most of these young farmers do get some help from
nome, as this one did, either in the way of reduced
prices, usage of machinery, or management advice
sometimes, which I suppose is as important as any-.th., 6 The Farmers Home Administration is very ac-
Llye with this kind of farming operation, the begin-
ning farmer, and we have a pretty high degree ofsuccess.

Discussion
Leslie Peterson, Bruce Bailey
Q: When I was a young fellow, just getting ready to
get started, there were about ten fellows the same age.
Today there are only two of us left farming, and those
two are fellows who had saved up enough on theirown so they didn't have to go to the FHA. Every one of
those who went to FHA stayed all right until hardtimes came along, but they've all gone under since
!heir. Actually, that turned out to be a liability to them
i°ecause they went along for a few years and tried tofarm, but eventually had to give it up and go out and
nunt for a new occupation. Now, obviously, that
hasn't happened here, but I suppose if we were ever to
get inflation under control, that could happen.
Peterson: If we get inflation under control, a lot of
things are going to happen. And you really can't[Jlame FHA because they were in on the credit. It
Could be management ability that was different; the
guy might have gone into some kind of an enterpriseO n his farm he shouldn't have been in. Lots of deci-
sions enter into this thing. And to me, that's the key —
being able to assess that man's management ability,
and what areas it lies in, and to steer him down the
road in the direction that he can best make himself go.
If You don't do that, you're beat before you start.
Bailey: Yes, I agree 100 percent with that. I believe
the image and philosophy of FHA has changed a good
deal in the years. I have to admit that we lose some of
;)tir borrowers, but in my short time with FHA, I
naven't seen very -many go. A lot of them don't make
success stories like the one I mentioned, but many of
them do hang on, making a living, pay their debts,
raise a family, and do a reasonable job. I don't think
that we can expect that they're all going to be roaring
successes. The inflation is something that's been diffi-
cult to deal with. When I started in FHA it wasn't too
bad, but it's grown. It's something that I don't know
how we're going to handle; we just have to live with it.
Q: What is the rate on this new project loan?
Bailey: That's 8-1/2 percent the same as the regular
oPerating loan rate.

Q: What's the limit?
Bailey: There's no actual dollar limit. We were think-
ing, I suppose, in the low five figures.

Q: Is there any data or information on the probability
of success for young farmers?
Peterson: I don't think there's any data of that type
other than what you might get from the farm manage-
ment services that might indicate whether there had
been success or not. We don't keep any records within
our institution and I don't think the Production Credit
Associations do either. When a guy fails, you kind of
chuck those files to the back end and hope they disap-
pear. We don't document that kind of evidence.

Let's take one of the questions that someone in
the audience raised earlier this morning. It was about
something that relates to credit and finance, and
that's the matter of estate planning. Farmers have
been lax in thinking ahead far enough to think about
estate planning and passing on the farm to the next
generation.

There are a lot of things that are not predictable.
This last case I threw out was a 52-year-old fellow. His
father had died 16 years ago. What was land worth 16
years ago? A guy in his fondest dreams never thought
that price rises like these could happen. There isn't
any way that you can plan that far ahead. Neverthe-
less, estate planning is critical and the tax implica-
tions of anything you do now are critical. But we do
assume some risks and sometimes we lose. When that
happens, it's traumatic. We try and point that out to
the guy before we start. That risk is there and he is
going to have to take the consequences if he fails. It
can be horrible when it happens.

fa) •
Capital Gains, Cash
Flows, Credit and
Government Policy
in Agriculture
Michael Boehlje
Professor of Economics
Iowa State University

In the early 1970's, farmers saw a dramatic in-
crease in their cash incomes due to high commodity
prices and in their wealth positions due to the appre-
ciation 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.

LU

CD

"T

0
CC
Et
LU

CO
LU

0
0

Lil

0
0

CD
LLI

120



The value of an asset is dependent upon the in-

come stream and the rate of discount. Some people

have claimed that the income stream is not an impor-

tant 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 agri-

culture today. Comparison of net income with nomi-

nal capital gains shows capital gains much higher

than income. When corrected to 1967 dollars, how-

ever, "real" capital gains do not overshadow "real"

net farm income. Aggregate real farm income has ac-

ually 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 in-

come generatin.
ci 
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 1978. Part of this increase is from the

refinancing of short-term debt to a long-term basis,

which may be a belated recognition of the unreal ex-

pectations for prices in the 1973-75 era. Refinancing

does not solve the longer term repayment problem.

‘Capital expenditures for expansion are predicted

to increase in 1978, and farm loan demand will be

strong. No credit shortage is expected in the foresee-

able 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 have a significant 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.
Government sponsored credit programs for

farmers will assist with some of the current.problems.

However, higher default rates are to be expected. Con-

ventional lenders may not be able to lend to farmers

who have received government loans because of low

repayment capacity.••

INTRODUCTION
Midwest farmers witnessed a dramatic increase

in their income and 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 in-

creased also through appreciation in fixed assets, par-

ticularly real property and machinery inventories.

The dual benefits of high cash income and asset ap-

preciation were not obtained without sonie cost, how-

ever. This cost is now being incurred in the form of

reduced liquidity, declining farm cash flows in rela-

tion to debt servicing requirements, and larger credit

needs to support the appreciated asset structure.

I will discuss the relationships between income,

cash flow, capital gains, and credit needs of farmers

now and in the future. The discussion will begin with

a brief review of the logical relationship between as-

set values and income streams. The important roles of

expectations, risk, and proper allocation of costs in

the valuation process and the historical size of the

capital gain, income, cash flows, and credit use in

agriculture will be discussed. Implications will be

drawn concerning these variables based on the cur-

rent outlook for agricultural commodity prices and

productivity. Finally, I will review briefly the impli-

cations of various government policy decisions on the

financial structure (income and wealth) of the agri-

cultural sector and farm firms.

ASSET VALUATION
An investment analyst a i appraiser would ar-

gue 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. This basic valua-

tion concept can be summarized for an asset with a

perpetual life (such as land) in the simple income

capitalization formula:

1) V =

where: V = value of the asset, R = its expected an-

nual net return, and d = the capitalization rate re-

flecting 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 of only two

variables: the income stream and rate of discount. Yet,

during the 1970's, many have suggested that farmland

values in particular have no relationship to their in-

come stream. Our first task, therefore, will be t°

briefly review this argument.
Note that, in Equation 1) above, R is defined as the

expected income stream. Furthermore, the rate of 
dis-

count is defined as the risk adjusted opportunity 
cost

or time value of money on investment funds. 
Table 1

shows the implications of different discount rates 
on

land values. The calculations assume a constant net

return stream based on $2.25 bushel corn minus th
e

expected 1978 total production costs excluding the

land charge.1
Some farmers and other investors justify a lo 

discount rate because of the low historical rate of 
re-

turn in agriculture or the expectation of continue",

increases in land values, which suggests that less 01

121

iStoneberg, E.G., William Edwards, and Harvey ThomP5°11i

Estimated Costs of Crop Production in Central Iowa — 1978, Fl\

1712 (rev.), Nov. 1977.



)ries.
ap-

how-
m Of

rela-
redit

Dine,
niers
with
a as-
es of
Is in
' the
e in
1 be
cur-
and
Lpli-
the

igri 

ar-
nne
;teci
.hat
lue
ua-
h a
rue

in-
re-
ids

[es
its
vo
et,

n-
to

ie
5-
St
1
ii

-

)1

Table 1. Land values for various corn prices, costs, and capitalization rates
Alternative capitalization rates
Corn price $ 2.25
Yield per acre 110
Gross return $ 247.50
Costs per acre $ 155
Net per acre $ 92.5
Capitalization rate 4
Value $2,312

Alternative corn prices
Corn price $ 2.00
Yield per acre 110
Gross return $ 220.
Costs per acre $ 155
Net per acre $ , 65.
Value (7 percent) $ 929

Alternative costs
Corn price
Yield per acre
Gross return
Costs per acre
Net per acre
Value (7 percent)

$ 2.25
110

$ 247.50
$ 155*
$ 92.5
$1,321

Alternative costs and capitalization rates
Corn price $ 2.50
Yield per acre 110
Gross return $ 275
Costs per acre $ 120
Net per acre $ 155
Capitalization rate 5
Value $3,100

$ 2.25 $ 2.25 $ 2.25 $ 2.25 $ 2.25
110 110 110 110 110

$ 247.50 $ 247.50 $ 247.50 $ 247.50 $247.50
$ 155 $ 155 $ 155 $ 155 $155
$ 92.5 $ 92.5 $ 92.5 $ 92.5 $ 92.5

5
$1,850

6
$1,542

8
$1,156

9 10
$1,028 $925

$ 2.25 $ 2.50 $ 2.75 $ 3.00
110 110 110 110

$ 247.50 $ 275.00 $ 302.50 $ 330.00
$ 155 $ 155 $ 155 $ 155
$ 92.5 $ 120.00 $ 147.50 $ 175.00
$1,321 $1,714 $2,107 $2,500

$ 2.25 $ 2.25
110 110

$ 247.50 $ 247.50
$ 120t $ 99t
$ 127.50 $ 148.5
$1,821 $2,121

$ 2.50 $ 2.50 $ 2.50
110 110 110

$ 275 $ 275 $ 275
$ 99 $ 120 $ 99
$ 176 $ 155 $ 176

5 4 4
$3,520 $3,875 $4,400

*Total nonland costs
tTotal variable costs plus labor and overhead
tTotal variable costs

the return to land needs to come from current cash
income.2 Table 1 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 includ-
ing only variable costs, variable costs plus labor andoverhead, and total nonland costs. Including only
variable costs is the approach frequently used to esti-Mate costs and returns to land for those with excess
Machine capacity buying add-on units.

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 valuethat is not unlike some of the prices currently being
Paid for real estate. Thus, the logical conclusion is notthat land values are unrelated to income, but someinvestors in real estate may be basing the decisions onoPtimistic expectations of commodity prices, an in-
c2Mplete specification of costs, and/or a low rate of
uiscount. We will return to these concepts and argu-
ments later as we talk about the implications of gov-
ernm.ent regulations and- programs for asset values,
capital gains, and cash flows.

'From a theoretical as well as practical viewpoint, if the in-;cline 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
'211.stant rate over time, the rate of discount used to capitalize the
rProlected constant annual income stream from the asset can bemeduced by this rate of growth. See Van Horne, James, Financial,,a.nagement and Policy, 3rd edition, Prentice-Hall, Englewoodk,liffs, New Jersey, 1974.
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FINANCIAL CONDITIONS
Figure 1 shows the relationship between the ag-

gregate value of farm assets and net farm income in
the U.S. since 1950. Note in particular that since 1973
aggregate net farm income in U.S. agriculture has de-
clined substantially, while asset values have been in-
creasing dramatically. This divergence between asset
values and the income stream that supposedly sup-
ports these asset values is the source of one of the
crucial financial problems facing farmers today. In
fact, from 1960 to 1978, asset values in U.S. agricul-
ture increased by $467.9 billion, capital gain totaled
$482.4 billion, and net investment was - $14.5
billion.3

Table 2 indicates the rate of return to equity in
agricultural production assets for various years with
and without capital gains. When capital gains are not
included, the rate of return on equity in production
assets has, except in 1973, generally ranged from
about 2 to 6 percent since 1960. When capital gains
are included, the rate of return to equity increases
substantially to between 8 and 22 percent. Data for
1973 are excluded because historically high world
commodity prices resulted in record farm income
levels that in turn led to record increases in land
values. 

3Evans, Carson, and Richard Simunek. "Balance Sheet of the

Farming Sector, 1978", Agricultural Information Bulletin No. 416,
Supplement No. 1, ERS-USDA, October 1978, p. 41.



Table 2. Returns to equity in production assets,

1960-77

Ratio of residual
earnings to equity

Ratio of residual
earnings plus capital

gains to equity

(percent)

1960-64
average 3.0 7.9

1965-69
average 3.8

70 3.3

71 3.3

72 5.1

73 10.3

74 5.6

75 4.5

76 2.6

77 2.3

1970-77
average 3.8 16.7

(excluding
1973)

11.5
8.7

13.8
22.3.
40.2
16.8
20.3
21.7
13.4

*For a discussion of the terms and methodology used to compu
te

equity in production assets and residual earnings to equity s
ee

Balance Sheet of the Farming Sector, 1978, pp 10-11.

Source: Adopted from USDA, ESCS, Balance Sheet of the Farmi
ng

Sector, 1978. Ag. Info. Bul. 416, June 1978.

Melichar has provided one of the more interest-

ing and thorough discussions of current and histori-

cal relationships between net farm income, cash

flows, asset values, and debt utilization in agricul-

ture.4 He evaluated the relationship between aggre-

gate income and nominal capital gains since 1950

(Figure 2). Nominal capital gains were computed as

the annual increase in assets minus any new net in-

vestment 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 capi-

tal 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 over-

shadow "real" net farm income in the recent past as

many have suggested by viewing only nominal gains.

Furthermore, aggregate real net farm income has de-

clined significantly since the early 1970's and is now

closer to incomes of the 1950's and 1960's.5

4Melichar, Emanuel, "Agricultural Finance Commentary, No-

vember 1977," Unpublished paper, Board of Governors of the Fed-

eral Reserve System, November 1977.
5Ibid, p. 8. It should be noted at this point that current discus-

sions 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 than in the early and mid 1930's, other adjust-

ments 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 1976-77 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

nonfarm 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.

Melichar also reviewed the credit and cash flow'

implications of the aggregate income and asset rela-

tionships from a historical perspective. He notes, for

example, that the current debt-to-asset ratio of 16 per-
cent overstates the financial strength of the agricul-

tural sector, because it is based on appreciated as-
set values that may not have sufficient income-

generating capacity in the future to service the debt

load. As Melichar notes, "increases in debt have re-

cently been rising faster than capital formation."6 111

fact, as figure 3 indicates, debt financing has in-
creased dramatically in relation to net income or cash

flow since 1976, thus setting the state for severe li-

quidity, debt servicing and financial problems in the

future. if future net farm income and cash flows de-

cline or even stabilize at current levels.
Brake has suggested an alternative way to view

the changing debt servicing problem encountered by
farmers. 7 He calculated the number of years required

for net farm income to liquidate both real estate and
non-real estate debt based on the income and finan-
cial 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 earn-
ings has almost tripled from 2.7 years to 7.63 years.

Again the liquidity crunch and potential debt servic-
ing problems associated with the purchase of appre-
ciated assets is evident.

6Ibid, p. 12.
7"Money Management," Successful Farming, February 1978.

Figure 1: Assets compared with income
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Figure 2: Two views of farm net income and capital
gains
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Figure 3: Debt financing compared with income
flows
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Total farm debt is estimated to have increased by
$17 billion from year-end 1977 to 1978 to a total of
$136 billion dollars. Part of this increased volume of
debt reflects refinancing of short-term obligations on
a long-term basis because of repayment problems. For
example, 20 percent of the funds loaned in the Omaha
Federal Land Bank District were advanced to pay
short-term debts and 30 percent were used to refin-
ance mortgages.9 This proportion of loan funds ad-
vanced for refinancing or short-term debt consolida-
tion was a significant increase from the experience of
recent years. In reality, refinancing of short-term debt
on a long-run basis may be a belated recognition of the
unrealistically optimistic expectations of farmers
concerning prices during the 1973-75 era which re-
sulted 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
reduce the annual repayment requirement on the
loan, it does little to solve the longer-term financial
problems evidenced by the relationship between
farm income and current asset values.

Capital expenditures by farmers are projected to
increase during 1979, and farm loan demand is pro-
8USDA, Agricultural Finance Outlook, AFO-19, Nov. 1978.
gFederal Land Bank of Omaha, 1978 Annual Report, July 1978,
p.5.
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jected to be strong, reflecting increased placements of

cattle in feedlots and expansion of hog operations

along with a large acreage of crop plantings.1° Addi-

tional refinancing of machinery and land debt may be

necessary for those who have acquired such items

recently at current prices. The 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.
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

Chicago Federal Reserve District increased from 54

percent in January 1974 to 66 percent in September

1978." Credit condition surveys among bankers in

the Chicago district indicate that liquidity problems

encountered in 1978 will likely persist in the months

ahead. For example, during the next 3 to 6 months,

"more than a third (of the bankers) feel the overall

availability of credit for farmers will tighten and

nearly the same proportion think their bank's liquid-

ity position is likely to tighten further.”12 Further-

more, "a larger proportion expect more renewals and

extensions of farm loans in the period than expect a

reduction. Over 40 percent of the respondents think

capital expenditures by farmers in the period from

October to March will exceed the year-earlier pace.""

These financial problems are not anticipated to

be distributed uniformly among all farmers; grain

farmers and cattle feeders are expected to experience

more difficulties. Dairy operators, hog producers, 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 and

have acquired assets such as machinery and land at

high prices and have high debt loads, and those

farmers who cash rent a large portion of their land.

GOVERNMENT IMPACTS
Three different types of government activities —

price support programs, taxation policies, and credit

10USDA, Agricultural Finance Outlook, AFO-19, Nov. 1978.
11Federal Reserve Bank of Chicago, Agricultural Letter, Nay: 3,

1978, p. 2.
"Ibid.
"Ibid.

programs — affect capital gains, credit and cash flows
in agriculture.

Price Support Programs
The impact of government price and income sup-

port programs on asset values, particularly land, has

been well documented.14 Recent research completed

at Iowa State University has analyzed the financial

linkages and the cash flow implications of govern-

ment support price programs as well as their impact

on asset (land) values. The results of this research will

be reviewed briefly here.15
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 mecha-

nism could increase land prices dramatically within 3

short time. This increase occurs because of both the

increased net income and the reduced risk, and thus

capitalization rate as the cost-of-production indexed

support price places an increasingly higher floor un-

der commodity places. For example, land prices were
driven upward by this support price mechanism from

the initial value of $1770 per acre to $7,000 to 8,00
0

per acre within 15 years depending upon the price

support parameters and the size of farm (and conse-

quently economies of size) used in the analysis.
However, the distribution impacts of such pro-

grams are most significant. Although all current land

owners receive the benefit of the capital gain that re-

sults 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 govern'

ment support price program enables the larger, high

equity farm to expand more rapidly than the smaller
,

highly leveraged unit in terms of the land base. 10

essence, the government support price program inl"

proves the guaranteed cash flow of the larger com-

pared to the smaller unit. This combined with the

lower debt servicing requirement and larger amount

of uncommitted cash from current land holdings 
en-

ables 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'

Table 3 shows the specific numerical results that ver-

ify this conclusion. 

"Harris, Duane G. "Inflation-Indexed Price Supports and

Land Values." Reprinted from Amer. J. of Agr. Econ., Vol. 59, No. 3,

August 1977; Sharples, Jerry A., and Ronald Krenz, "Cost of Po"

.duction: A Replacement for Parity?", Agricultural-Food Policy Re;

view (Washington, D.C.: Economic Research Service, USDA) ER°

AFPR-1 January 1977, pp. 62-68; Tweeten, Luther G., Foundations

of Farm Policy. (Lincoln: Univ. of Nebraska Press) 1970.
"Boehlje, Michael, and Steven Griffin, "Financial Impacts °f

Government Support Price Programs," Returns to Land in the Co
rn

Belt, Government Crop Price Guarantees Based on Cost of Produc-

tion, and Land Values, AE-4448, Department of Agricultural EGO-

nomics, University of Illinois, Urbana, Illinois, August 1977.
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Table 3. Income, assets and debt statement by farm situation and year of simulation

Income
less

Year taxes

Family
consump-

tion

Total
land
value

Acres
in

firm

1
5
10
15

1
5
10
15

1
5
10
15

8439.
9895.

13787.
33147.

10504.
12854.
13266.
65766.

40698.
43024.
64674.

170954.

6330.
7421.

10340.
24860.

7878.
9640.
9949.

49324.

30524.
32268.
48505.
128215.

Total
assets

Total
debt

Farm A (160 acres, 30 percent equity)
294946. 160. 350926. 233184.
283970. 160. 361890. 226097.
497285. 160. 613770. 217541.
1253527. 160. 1435158. 209308.

Farm B (320 acres, 50 percent equity)
589891. 320. 701403. 332575.
567940. 320. - 712655. 316574.

1608337. 517. 1746975. 289560.
4415541. 564. 4655336. 680410.

Farm C (640 acres, 70 percent equity)
1179783. 640. 1402687. 394742.
1683490. 949. 1863937. 762961.
3585376. 1154. 3827919. 956464.

10296190. 1314. 10643179. 1411657.

lax Policies
Various changes in tax laws have been imple-

mented in recent years, and the implications for capi-
tal gains in agricultural assets are now becoming ap-
Parent. For example, the 1976 Tax Reform Act in-
9lUdes two major provisions that will influence the
Income and estate tax burden associated with rural
real estate. The first provision calls for the valuationof land, for estate tax purposes only, based on its in-
corne-generating capacity rather than market value.16
If certain qualifications are met, land will be valued
based on the value of cash rent minus property taxes
capitalized by the Federal Land Bank interest rate on
eW loans. Five-year historical averages are to be used111 this capitalization procedure. Recent analyses in

Iowa indicate that such a valuation procedure will
Lreduce the value of land for estate taxation purposes
1). Y 50 to 60 percent. The special use value legislation
Irs written to limit this procedure to only "bona-fide""arm ers m, but such restrictions will not elimiate co-
Pletely the potential impact of this special tax treat-!Pent on the value of land. Farmers who can qualifyOr additional purchases of real property for special
use valuation will be willing to offer a higher price forrreal estate than other producers who do not qualifyIor. the privilege or who are not able to take advantage
2! it until many years in the future. Consequently, the
iuid Price for farm real estate would be expected to rise
1,11 the amount of the net present value of such taxu.enefits. Table 4 shows per acre benefits for differentsize estates.

§ 2032A

Total
equity

117742.
135793.
396229.

1225850.

368828.
296081.

1157415.
3974927.

1007945.
1100976.
2871454.
9231521.

Annual
Growth
rate in
equity

15.62
5.98

13.70
16.66

9.11
3.25

12.35
16.46

6.98
3.16

11.17
15.23

Debt to
asset
ratio

0.6645
0.6248
0.3544
0.1458

0.4742
0.4442
0.3375
0.1462

0.2814
0.4093
0.2499
0.1326

Because of the pre-death requirement that quali-
fied property must be used for farming or other
closely held business purposes for 5 of the 8 years
preceding death, one presumably could not obtain
the use valuation benefits of a current purchase for a
minimum of 5 years. If qualified real property is pur-
chased with expectations of death in 5 years, the
present value of the use valuation benefits totals $172
per acre for the $500,000 estate (table 4). With the
$750,000 and $1,000,000 estates, the present values
of the benefits for a death in 5 years total $182 and
$178 per acre respectively. As the expected life in-
creases, and thus more years elapse between the pur-
chase of the property and the date of death, the
present value of the "use" valuation benefit declines.
The benefit totals $50 to 60 per acre if death is ex-
pected to occur 20 years following the purchase.

These figures indicate the per acre price premium
that could be paid for real property that would qualify
for "use" valuation. For a farmer with a life expecta-
tion of 5 years, the price premium of table 4 amounts
to approximately 12 percent of the fair market value
of the land used in the analysis. Thus, it could be
expected that with increasing age farmers would be
encouraged to move toward a greater investment in
land and less investment in nonland assets. Those
with a longer life expectancy would pay a smaller
premium for the benefits of "use" valuation (table 4).

Thus, the "use" valuation legislation could enable

older farmers to outbid younger farmers for a particu-

lar parcel of land based strictly on the value of the tax

benefits each would receive. In general, the bid price

Table 4. Value of benefits from "use" valuation per acre of land

Net Worth
500,000

9
75
0,000

$1,00
0,000

Benefits
per acre

$252
$267
$261

5 years

$172
$182
$178

126

Present value of benefits
(8 percent) assuming death in:
10 years 15 years

$117
$124
$121

$79
$84
$82

Ltd

20 years

$54
$57
$56



for farm real estate would be expected to rise in the

amount of the net present value of such tax benefits.

This will cause an increased divergence between the

value of the land and its cash income-generating ca-

pacity. If nonfarm investors also can qualify for spe-

cial use valuation treatment of land in their estates,

additional upward pressure on land values would be

expected.
A second set of regulations that may affect land

values capital gains and credit needs are the regula-

tions on carry-over basis.17The 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 recipi-

ent 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 December 31, 1976.18 Although a moratorium has

been placed on enforcing these rules until January 1,

1980, it appears that they or a tax on appreciation at

death will take effect in 1980.
In essence, the new carryover basis rules would

result in the accumulation of additional gain in prop-

erty, 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 accrue so that recipients of property transferred

at death may be reluctant to sell because of the large

tax burdens. This "locked-in" effect may result in re-

duced offerings of real estate on the market and 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 to finance rental arrangements rather than real

estate purchases. A tax on gain at death would not

have this same effect because the tax would be paid

before the heirs receive the property.

One might anticipate that a combination of the

"carry-over basis" and "use valuation" rule could

sufficiently discourage current landowners from

transferring real property to nonfamily members so

Credit Programs
Undoubtedly, government-sponsored credit pro-

grams for farmers, such as the Farmers Home

Administration (FmHA) ownership, operating a
nd

emergency loan programs, and the recently author-

ized Small Business Administration (SBA) disaster

and other loan programs, will assist in solving some

of the financial problems of many farmers. In addi-

tion, the increased activity of the Commodity Credit

Corporation in recent years along with Agricultural

Stabilization and Conservation Service loans 
for

grain storage has and will reduce the financial stress

of many grain farmers. These three government agen-

cies had an estimated 16.8 billion dollars of debt out-

standing on January 1, 1979, a threefold increase over

1976.2° Furthermore, the Agriculture Credit Act of

1978 authorized a new program to be administered bY

FmHA that will enable farmers to obtain funds 
for

economic emergencies not related to physical disas-

ters up to $400,000.21 It is anticipated that this pro-

gram will be used primarily to refinance producers

who have suffered losses because of production 
or

price problems.
Debt from these government agencies, particu-

larly FmHA and SBA, is characterized by longer re-

payment terms than are typically available from con-

ventional private and cooperative sources. Such

longer-term loans are expected to better match the

reduced repayment capacity of firms that recentlY

have suffered financial stress. However, with a conti-

nued cost-price squeeze in agriculture, government

agencies should not be surprised with 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 aria

those in areas affected by drought and other national

disasters) even if they have received government as;

sistance on a longer-term\ repayment plan because 01

limited repayment capacity. Extended terms froin

government agencies certainly will assist in restruc'

turing debt obligations, but they will not solve all

problems and for some may only provide the tinle

needed for an orderly liquidation.

IMPLICATIONS AND CONCLUSIONS

that a rather exclusive class of rural landholders The high cash incomes of the early 1970's along

would develop over the years. The political and so- with the appreciation in the value of real property and

cial implications of such a "landed gentry" are be- machinery inventories significantly improved the

yond the scope of this discussion, but such a land wealth position of most farmers in the United States.

tenure system may not be in the best interests of the Recent declines in commodity prices, however, have

"family farm." made it more difficult to cover the financial obliga"

The Revenue Act of 1978, which increased the tions incurred in purchasing these appreciated assets.

amount of net long-term capital gain that can be ex- Although appreciation in asset values does increase

cluded from gross income from 50 to 60 percent, also the wealth of those who own them, such wealth is not

will have an impact on capital gains in agriculture.19 available to service debt. Consequently, refinancing

In essence, this \charge reduces the tax obligation of debt obligations incurred during the early4970'5 is

upon the sale of a guaranteed capital asset by 10 per- and may continue to be common.

cent, thus increasing the after-tax return from such Asset appreciation does not require financing un"

assets. Such a change in the tax regulations could til a sale or purchase is made. Thus, appreciation 
in

again encourage buyers to pay more for qualified cap- 
assets does not increase the flow of equity or debt

ital assets, particularly land, thus resulting in higher funds for the asset owner. However, when apPre"

piEes without an increase in the annual cash flow. ciated assets are purchased, the new purchaser incurs

17I.R.C. § 1023 
2°USDA, op. cit., p. 11.

"Other adjustments are also allowed, see I.R.C. § 1023 
21Agricultural Credit Act of 1978, Public Law 95-334, 92 

Stat.

"Revenue Act of 1978. 
127 400, Aug. 4, 1978.
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debt and/or equity financing obligations. If the new
Purchaser is a beginning farmer who is highly
leveraged, assets that have a large capital gain and a
high value in relation to their cash flow can place
additional financial stress on the firm. With conti-
nued appreciation and capital gains relative to the
cash flow, many farmers will be unable to justify own-
ing productive inputs such as real estate but will be
required to rent the services of these assets instead.
Owners of such assets will justify their ownership
based on not only the income rental but 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 in-
vestments 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 nonfarm income) will be able to justify such
Purchases.

Furthermore, the anticipated impacts of govern-
'Tient intervention in the form of income and price
support programs as well as taxation policies cer-
tainly will influence the relationship between the
capital gains and cash flow of agricultural assets. Re-
search indicates that government programs that result
in increased bid prices for agricultural assets proba-
blY will generate more benefits for large farms than
small farms, because large farm owners have the
economies of size and financial strength to pay higher
Prices for inputs such as real estate as well as imple-
inent their purchase decisions with cash flow subsi-
dies generated by their current land bases.

Discussion
BOELHJE
R: What do you think we can do to keep land prices
from going up? I noticed on your chart this morning
Where it showed our cooperative production credit
sYstem has taken over. It has almost the amount of
money it has lent. All that easy money being thrown
around has driven land prices up.
A: That is a good comment and a good question. As
background to that, I expect that Phil Raup will talk
about the Minnesota trends in land values. In Iowa
last year, average land values in the state increased 13
Percent in a year when income was not particularly
good. There are two'parts to your question. One con-
cerns how we stabilize land values and keep land
values from increasing. I really do not know how we
c.an do that. In fact, some increased land values bene-
fit. certain people. I am concerned, however, if what
tins increase does, through tax policies, is to reduce
the purchasing ability of farm operators relative to
those who are not operating farms. It isn't bothersome
to me if land values go up, if in fact the family farmer
or the operator can buy it. I am concerned if we have a
Ystern that offers those who are off the farm more

11,1centive or more opportunity to buy it than it offers
nose who are on the farm looking for income. One
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way we could reduce that is to put some possible
changes in tax law, recognizing that some farmers
will have to pay for that, too. Some farmers may not
get the benefits they like, for example, if we had a
change in capital gains tax law or if we went back to a
different type of state tax law. Some farmers today
would have to pay the price. The question is what will
that do for the structure of agriculture and the po-
tential for family farmers in the future to remain in
agriculture.

The second part of your question relates to easy
credit and whether this easy credit has resulted in an
increase in land value. I haven't personally studied
that problem. Maybe some other people here, particu-
larly from the farm credit system agencies, could
comment on that. In the real estate market it is the
farm credit system and installment land contracts
that are the primary sources of credit; FHA and insur-
ance companies are secondary sources. Production
Credit changed its law in 1971 to increase lending
from 65 percent to 85 percent of land value. Some
people suggested that we ought to use that as a way to
test whether in fact we have had an increase in land
values due to strictly more lenient lending policies.
Comment: I think farmers realize that income has to
be associated with value. I think that they have been
willing to continually bid up the assets value because
of the optimism they have about what is going to hap-
pen to commodity prices and yields and their willing-
ness to accept low rates of cash return because of this
increase in the value of the asset. It is the expectation
of what is going to happen in the future, not what has
happened in the past, that determines what they are
willing to pay for land. I think they have optimistic
expectations and that affects their decisions on capi-
tal equipment. There are also other factors which in-
fluence decisions about land purchases. You may be
willing to pay a premium for land simply because you
need a larger base, for example, and that is reasonable.
Q: Some people look at a piece of land they might
want as an addition to their farm and the price is
probably too high but they put on those rose-colored
glasses and rationalize some of the commodity prices
we were talking about. To put you on the spot a little
more, how do you see this going?
A: You are trying to ask expressly what I think is
going to happen to land values. In the short run. I
don't know what will happen. I will tell you what I
think is going to happen. I think we will continue to
have increasing land prices. I don't think we will have
the kinds of increases that we have had in the past. In
Iowa they have had a 33 percent increase for 3 years in
a row. Based on the kinds of expectations that I have
about commodity prices, about the willingness of the
government to buy some income support in terms of
commodity prices, and about increases in land prices,
I would say that land values will increase 7 to 9 per-
cent in the next year to 2 years. I'm not willing to go
out beyond that.
Q: What do you think about borrowing against the
real estate to reduce the short-term debt? It's a real
issue.



A: Let me comment further on that. Those of you who
are short-term lenders who had a customer like this
with a history of good performance but who in the last
2 years, because of problems, has run short of cash,

how many of you have sent that person to a federal

land bank or to a long-term lending agency, unless he

was a poor customer to start with and had been re-

fused? It's my observation that because of the increase
in the land values that most of the long-term lenders

have been willing to accept these customers unless

they have had a history of bad management perform-

ance. Don't get me wrong, I agree that refinancing is

the best of two bad alternatives; it sure beats selling

out. What concerns me is if we start making loans and

lending money and getting the psychology that we

always have that cushion back there, we will just go

ahead and take him as far as we can. We'll loan that
cattle feeder to the hilt. If he has a loss year, no prob-
lem, we'll back up on the land and hit it again. My

judgment is that we have some of that going on right
now with the cattle industry. We went through 4 years
of very bad prices where cattle feeders bid the profit
out by bidding up feeder cattle. It seems to me that we
are doing some of that again. We are willing to do it

because the farmer has a good equity position.

Q: Mike, the risk is in substituting borrowed money

for income. You are in trouble if you substitute bor-

rowed capital for income, and it is awfully easy to do

when you have established a living standard that you

can't earn.
A: I think that is a very good observation. I don't

think that it is bad, as I tried to suggest, for someone

with a good performance and a couple of bad years

because of natural disasters to refinance. It is bad

when you start substituting debt for the income, and

the farmer adjusts his debt rather than his living stan-

dard. Then I think you have a very serious problem.

Q: Is it right for short-term to intermediate bankers to

be extending this down payment that Mr. Peterson

talked about this morning? Isn't this getting a lot of

people in trouble? The repayment program should be
outlined at the outset. What are your comments?

A: Let me make a comment, then I'll let Mr. Peterson
make a comment. I think he might have some. You can

do a repayment analysis and show that under a rea-
sonable set of price expectations and productivity ex-
pectations or pigs/litter or whatever it might be, the
borrower can make the payments. Maybe he can make
the payments because he has a wife working off the
farm or other nonfarm 'income or is subsidizing it
from another part of his enterprise. I think you are in a
difficult position as a lender to refuse to go along with
that. If you are under a reasonable set of repayment
budgets, he can make those payments. I think that
repayment capacity is what you are looking for and if
he's got it and has had a history of good performance
or you judge his management as good, I think you are
on pretty weak ground not to go along with him. I
suspect that he might find some other lender to serve
him and 3 years down the road he could have been
your best customer.

Comment (Peterson): The key is to be able to service
off the total debt with after tax income:The longer you
can stretch the debt out, the further it goes. When we
put the down payment in, I wasn't getting that down
payment back in 1 to 2 years. If I can't see that covered

with the security of the short-term side and normal
cash flow and see where he can cut back somewhere

else on his expenditures to do it, we don't go along
with it.
0: Why don't you make a study about how to keep
land prices down. I think the majority of farmers who
are farming today don't wish to have land prices go up

any higher. I have farmed all my life and I've talked to

a lot of farmers who want to be able to live our lives on

the farm and then be able to pass them on to the next
generation. To us, the value of the land is just on

paper.
A: That is an interesting observation because I sus-

pect that some farmers, particularly the young, ag-

gressive ones that entered in the 1970's, are quite anx-

ious to have land prices go up because they are using

it for leverage. If they want to expand, there is n°
better way to do it than use that land base to make an

additional purchase. I think there are some farmers
who are anxious to see land values increase because it
provides them a leverage base from which they can
make additional purchases.
Q: I would say there are just as many farmers who
don't want to see land prices go up because there is an
advantage in it, because they are not going to sell
anyway.
A: There are some lenders who would like to see land
prices increase, too.
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Trends and
Innovations in
Agricultural Credit
Philip M. Raup
Department of Agricultural
'and Applied Economics
University of Minnesota

We now have land values for commercial agricu
lure completely unsupported by prospective earn-
ings. They are justified only if you assume continuing
inflation of 6-8 percent per year. The financial corn-
Inunity is dangerously dependent on continued infla-
tion, as are most of their borrowers. In the last several
Years, there has been a massive program of debt relief
in the form of eased credit and the bending of rules.

But what started out as relief for pain has become
a new disease. It has made the situation worse. Land
value increase has come in areas that have the least
economic justification for it in terms of the expecta-
tion of future high earnings. In the annual survey of
l}e Minnesota land market completed last July, the

1°Iggest land price increases were found in the areas of
nighest economic risk — up to 26 percent in West
Central Minnesota. At the same time, land prices in
11,1e lower risk area — in southern Minnesota — had
tie lowest rate of increase and, in some cases, actually
"dined.

Why is this inflation different from the many in
of land inflation in U.S. history? There are

several reasons. Urbanization and the demand for
rural residential sites have bid up the price to corn-
tillercial agriculture. These trends are the result of cul-
Lural changes in our economic and work habits and

been subsidized by society in a variety of ways.
loday's inflation is different because it is seemingly
,endless. The U.S., which is the only developed coun-
JY not to have had its currency completely destroyed,
Ilas no institutions to deal with long-term inflation. In

clition, the price structure now is very rigid, as a
'arger portion of commercial activity is centered in
1.11111U-unit corporations. We can no longer make ad-
Justments in both price and volume, only volume
cthtanges are possible. Finally, a larger fraction of the
i°(al economic activity is industrial and urban. When
stlflation reaches a critical point, capital becomes
pi,c,ared and moves from commercial assets to land.
rinere is some evidence now that U.S. capital is taking
efuge in land without regard for its earning capacity.
Some other countries have tried to handle thissit

uation in ways that we can learn from. In 1916,
• •
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German capital moved to Sweden and prompted the
Swedes to prohibit the sale of land to foreigners. In
1946, the Swedes set up a system to reorganize farms
into larger, more economic units. They did this by
giving to county agricultural boards the same sort of
authorization that we give to urban redevelopment
authorities. The boards were empowered to buy land,
hold it, restructure the units, and to resell or re lease
it. They were aided by a preemptive power to review
all privately negotiated sales and then to buy the land
at that price if they wanted it or to permit the sale if
they didn't.

In the late 1950's, farmers groups in France heard
about this idea, worked with the Swedes on it, and
made it a part of the legislation which reorganized
French agriculture. The French boards have the same
authority as the Swedish ones have. In practice, they
have been particularly effective in providing the
right-of-way for the French highway system.

The idea then moved to Canada, where the Sas-
katchewan government set up a Land Bank Commis-
sion to buy, hold, and sell land. This commission
does not, however, have the right of preemption.

The Minnesota Legislature studied the Saskatch-
exvan program and incorporated parts of it into the
Minnesota Family Farm Security Act of 1976. In its
local form, it is a credit program,, and there is no
power to buy, hold, or preempt.

One thing we can do to get land prices back in line
with earnings is to lengthen the term of the mortgage,
a process that is already taking place. We can also
wait for land prices to decrease relatively, by not
keeping up with the general level of inflation, as did
happen last year in southern Minnesota. However, we
could also use the Swedish idea of a public authority
with the right to buy land, which would offset a major
deficiency in our financial system.

This deficiency is that, while a contract for deed
is the most frequent financial instrument used today
for land purchase in Minnesota, there is no method
for rediscounting a contract for deed that is not usur-
ious. Only the local loan shark will buy a contract for
deed, at a discount of 20-40 percent. Conventional
lenders cannot use seller-financing because they do
not want to tie up enough money to become the
owners of the property. If we could expand the au-
thority of the Minnesota family farm security legisla-
tion to permit the purchase, holding and resale of
land by a public nonprofit corporation, we could
make better use of seller financing Decisions would
be made by local pepple, as they are now by the banks
and insurance companies. It would not be an invasion
of the private enterprise sector; the commercial credit
system could play a part without having to own the
land.

Two footnotes: No matter who is the nominal risk
taker, there is a government guarantee of some kind
behind all programs. And you will be hearing more
about the National Rural Development and Finance
Corporation, which will finance the purchase of land

by community organizations to promote community

development.
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I want to begin by referring to something that hap-

pened to me in the last week. Fortune magazine is

coming out with a feature story on land values, and

they apparently had to write it over the Christmas

holidays. They've been in touch with me three or four

times by phone. I don't know what the story is going

to say. I'm quite interested to see it when it comes out.

(It appeared in Fortune for January 29, 1979.) In the

course of our conversations, I was talking with a

financial writer for Fortune, a person trained in secu-

rity analysis, and she pointed out that if American

agriculture were listed on the New York Stock Ex-

change as AA, American Ag, it would have the darn-

dest discrepancy between the book value and the

share price of any corporation you could imagine.

And it would have a stemwinding PE ratio. She had

calculated that the price-to-earning ratio for Ameri-

can agriculture would be 45 at least and probably over

50. To a securities analyst, a PE ratio of 45 says this is

the best business in the U.S. The buyers in the market

have voted; they have registered their judgment; they

have put their money where their mouth is. By these

tests, this is by all odds the best business to be in in the

U.S. Now what's wrong with that? Why is that a falla-

cious line of reasoning? You know as well as I do what

the answer is.
But it's not very easy to outline all the reasons

why this situation has come to pass. We have now a

level of land values in the commercial agricultural

sections of the U.S. completely unsupported by pro-

spective earnings. It is justified only if you assume

continuing inflation at about a 6 to 8 percent level per

year or more. Anything less than that means that

something must soon change in the relations between

asset values and earning expectations. The traditional

source of rural financial crises in the U.S. from our

beginning as a nation, and around which most of our

banking history could be written, has been an over

extension of commercial bank lending in real estate.

This has resulted in inequities in their own portfolios

and in a crisis whenever, for some reason, expecta-

tions of continued inflation in land value turn sour

and land prices begin to fall. That is also the tradi-

tional source of most but not all, of the urban commer-

cial financial crises of the U.S., down to the present

time. All but one or two of the major bank failures in

the U.S. in the last ten years are traceable to over-

extension in real estate lending: in some cases, hous-

ing or shopping centers; in the case of the notorious

bank failure in San Diego, total urban development

schemes; but almost all in real estate.

The result is that we have now a financial com-
munity that is dangerously dependent on continued
inflation. They have made loans that cannot be justi-
fied unless there is continued inflation, and they are
in most cases joined in this position by their borro-
wers. There is built into the financial structure of
American agriculture today a very powerful motive
for continued inflation. This sets the stage for the con-
cern that's expressed in these meetings.

One explanation for this position is that it seems
difficult for each generation to learn that higher com-
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modity prices are capitalized at once into higher land

values. This happens even before the fact, in anticipa-

tion of higher prices. So you don't really need higher

commodity prices. All you need is the expectation of

them, and that will be reflected immediately in higher

bid prices for land. Inflation, in this sense, has histori-

cally given rise to a credit crunch, to portfolio dis-

tress, to the appearance of a group of banks that are in

financial difficulty, and then to a program of debt re-

lief. If it goes on long enough, it's the creditors that are

in trouble. We have become a little bit more sophisti-

cated in recent years; we have some signalling de-

vices. We have bank examiners that go around and

send in reports, and we have the Federal Reserve

Bank collecting data, which we didn't have before.

These tend to create a crisis situation for the lender

before it becomes a crisis situation for the borrowers.

Their portfolios are out of line, and something

must be done. Something has been done recently. We
have eased some forms of credit, bent some rules, and,

in general, had a rather massive program of debt relief

within the last several years.
But one of the sobering reflections, looking back

over the last 18 months or so, is that what started out

as a relief for pain has become the source of a new

disease, or has refueled the source of the original
pain. There is a substantial body of evidence that our

efforts to provide credit relief for people who defini-
tely needed it have made the situation, if not worse, at

least no better. This has been reflected in continuing

evidence of land value increases in areas that have the

least economic justification for the expectation of the

high future earnings that would be necessary to suP-

port those land value increases. That is another waY
of saying that the emphasis must be on an expected

continuing high rate of overall inflation in the U.S.
economy.

We are right now in the process of putting int°
publishable form the results of a land market surveY

we make in Minnesota each year. ' This study is
through July of 1978. It's a sobering thought that the

biggest land price increases in the state have been in

the areas of highest economic risk. The areas with the

least economic risk in agriculture have had the lowest
rate of land price increase. Those are the southern

counties and the contiguous group of counties that

begin just south of the Twin Cities and go down to the

Iowa line and angle off toward the Worthington-

Sioux Falls area. As a matter of fact, from 1977 t°

1978, there was an actual land price decrease in 3
contiguous group of about a dozen counties. I am t

old

by some of my correspondents that the good corn crop

and very buoyant economy of the last four months in

that region have led to some more very vigorous bid-

ding for land. If we had taken our survey in December

1978 instead of in July 1978, we might have found a

land price increase which would have occurred ill

just the last few months in that area. Suffice it to saY

that the smallest increase in the state was in Rock,

Nobles, Jackson, Faribault, Martin, Blue Earth, Nicol-

let, Brown, Sibley, and LeSueur Counties. That has

generally been defined as the most profitable, most

stable, lowest risk area of Minnesota.
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The highest land price increases are in the area
that would begin in a half circle from about Pipestone
and swing east to Willmar and turn back to the South
Dakota border at the southern tip of the Red River
Valley. That price increase has been on the scale of
twice the state average, which for July 1977 to July
1978 was 14 percent. In that semi-circle area I've out-
lined, land price increases would be somewhere in
the middle 20's— 24 to 26 percent. In the Agassiz lake
bed proper, the land price increases in the last 12
Months were substantially below that, only 9 percent,
,s a matter of fact. If we go east of the second terraces
into the less productive parts of the counties that
comprise the drainage basin of the Red River, the land
Price increases are on the order of 26 percent. It re-
Peats the same pattern we noted in the southern part
of the state, in that the biggest land price increases in
the last few months have been on the lower produc-
tivity and higher risk lands.

This is a dimension of inflation that maybe transi-
tory, but it may be signaling us some information we
Ought to try to assimilate. And I'm going to try to
Project some assimilation of that. What does it teach
us?

First, a general question: why is this inflation any
different than past inflations? We have had inflation
before in the U.S. The land boom has been almost as
indigenous a feature of the American economy as the
cowboy horse opera. And they were more or less inte-
grally related as a part of our history of the West. This
is certainly not the first time we've experienced this
sort of phenomena. Why is it different? I think it is
different due to the nature of our urbanization, the
duration of the inflation, and the rigidity in our price
structures.

We have a different situation today than we have
ever had before in the history of the U.S. in that we
now have a very substantial element of the demand
for rural land coming from urban people. I expect this
to increase. This is a function of many things: im-
Proved transportation, shorter work weeks, a greater
emphasis on leisure time, higher incomes, more debt-
carrying capacity on the part of urban industrial em-
Ployees, a highly publicized demand for open space
and outdoor recreation, and a good many other cul-
tural changes. The net result of all these changes is
that, in economic jargon, the demand curve for rural
land in the U.S. has shifted sharply to the right for
reasons that have virtually nothing to do with the
demand for food and fiber. The demand for rural resi-
dential sites alone is a very substantial portion of that
demand. It is not confined to the big urban centers,
not even most importantly confined to them. In other
Words, this is not just a problem for New York, Phila-
delphia, Boston, and Washington, D.C.; it's a problem
for the secondary cities in the, heart of the corn belt.
We have interference with a lot more agricultural
Production potential from the accumulated residen-
_gal developments around a Cedar Rapids or a Des
Moines, a Mankato, a St. Cloud, or a Fargo, than we do
around the big urban centers of the Great Lakes and
the Industrial Northeast. As a consequence, a sharply
increasing fraction of the farming population now has
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to bid against urban buyers for their farmland. That's
new; that was not true before.

One contributing reason is that we have subsi-
dized urban sprawl by a whole variety of measures
that I will just mention in passing. We make property
tax payments and interest payments deductible on
income tax returns. We use average cost instead of
marginal cost pricing for public utility hook-ups. We
permit commercial industrial establishments to lo-
cate along the new interstate highway and to reap the
full benefit of the capital gain in property values that
results from building the highway. We're sitting on a
classic example right here in Fargo. We put billions of
dollars into this highway system, and then we let for-
tunate individuals who can capture the real estate
value increases that came about as a result of that
investment walk off with the capital thus created. So
we generate a tremendous incentive to decentralize
our cities — to pull them apart, destroy the central
cities, relocate them along the out-of-town freeway
links and in the process we interfere with a lot of
agricultural land.

That interference goes far beyond the actual land
taken. It's not measured by the acres converted at all.
It's measured by the disturbance, the pilfering, the
incompatibility of some forms of field crop agricul-
ture with urban residential developments, and by the
demand of the urban and commercial residents for an
urban life-style on their rural residential plots of land.
Many of these tracts will be picked up in the census as
agricultural, and many are agricultural. They produce
some sod, or they have a horse farm or a riding stable,
or they have twenty acres and several ponies. These
all will get classed as agricultural land use. But the
land has been essentially moved out of commercial
agriculture. However, the demand for that land has
been bid into the farmland price. A very substantial
portion of the rural landowners in the U.S. can now
look to a two-way market for their land for farming
or for nonfarming. And this has had an inflationary
influence.

Another way in which inflation is different in our
age is in its life expectancy. We have never before in
our history had to live with the prospect of endemic
inflation. We have had acute inflations, but they have
flared up, and there has been .a burst of inflationary
spirit and crash — a sudden release. But we have no
history of adaptation to the prospect of continuing
long-term seemingly endless inflation. So we have no
institutions to deal with it, and more fundamentally,
we do not have the psychology on the part of the
electorate that would enable us to construct the
needed institution. The American people, literally,
are babes in the woods when it comes to the problem
of dealing with inflation because we never really had
to do it. Reflect on this. It may sound strange in 1979,
but we never really have had our currency completely
shot out from under us. We have never had to turn in
all our dollars and have them reissued to us at the
ratio of 1 to 100. Almost all the countries in the devel-
oped world have, or they have had some similar expe-
rience that has been nearly as devastating. The Ger-
mans have had it twice in a generation. The Italians,



the French, the Japanese all know what it's like to

have their currency almost totally destroyed before

their eyes. And even the British have seen the pound,

which was once worth approximately $10, then nom-

inally $5, go to $1.60. That is not exactly having it shot

out from under you, but it's a pretty lame horse. We

have not suffered inflation on that scale, so the pro-

spective duration of inflation poses new problems for

US.

The third reason why this inflation is different is

because the price structure is so rigid. Even in our

most recent inflationary bout in the 1950's, there was

quite a bit of flexibility in the American price system

that now does not exist. I'm speaking not alone about

wage rigidity. I'm speaking about administered prices

in business firms, about the fact that a very much

larger fraction of total commercial activity is now in

the hands of chained and multiple unit corporations

that have price structures determined by head offices.

Can a local Kentucky Fried Chicken branch vary its

price more than within a very small range? Can 

McDonald's make anymore than a very minor adjust-

ment in its prices without authority from headquar-

ters? We have a very much larger fraction of our total

economic activity now in the hands of a small number

of corporate decisionmakers who, above all things,

don't want to disturb the price structure. We have a

substantial element of our structure of labor wages

subject to the same constraints, enforced by labor ne-

gotiators who will accept almost any amount of layoff

before they will permit wages to be cut. So much of

the adjustment in an economic transition period has

to come in volume instead of price.

We once had a system in this country in which the

adjustment could come about through both price and

volume. The only substantial segment of American

economic activity where price adjustments still play

a role is agriculture. Agriculture prices do go up and

down. We get adjustments in farm income that are a

function of price times quantity and both can vary. In

most of the rest of the U.S. today adjustments in eco-

nomic activity are a function of rigid prices and vol-

ume changes. For example, it is quite apparent that

the teachers' unions will tolerate layoffs before they

will take adjustments in teachers' wages, in a crisis

that will be coming very shortly because of the lower

number of students going into the secondary school

systems. Education faces a sharply declining volume

of business with an over-capitalized plant and an

over-structured labor commitment.
The inflationary consequences of price rigidities

are also greater today due to the much larger fraction

of total economic activity in the U.S. now accounted

for by the nonagricultural sectors. All previous land

price inflations in American history took place when

we still had from 10 to 15 to 40 percent of our popula-

tion in agriculture, or more. Most of the countries of

the world that have had their currencies destroyed

experienced that destruction when they still had 15 to

20 percent or more of their population in agriculture.

Today the major western countries have from 3 to 8

percent of their population in agriculture. Any de-
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struction of currency through continued inflation in

these countries now takes place in a situation in

which there is a completely different balance 
be-

tween purchasing power in nonfarmhands and the

asset holding or wealth holding power in farmland
s.

The result is that whenever inflation passes some

critical point, there is a discontinuity in the deteriora-

tion of the price of the currency. People try 
desper-

ately to move out of intangible wealth, stocks, bo
nds,

certificates, and into tangible wealth. At that critical

point in the history of inflation, there is a sud
den

skyrocketing of demand for land, for antique furni-

ture, for paintings, for diamonds, for gold, for other

evidences of wealth that you can take with you or 
sit

on, and a great lack of demand for forms of intangible

wealth or for conventional commercial wealth.

We have not reached that point in the U.S., but

there are signals coming through that we are gett
ing

close to it. This can be read out of the price of gold, 
the

surging demand for diamonds, and the appearance of

people in the land market who are buying virtuallY

without reference to its earning capacity. There 
are

not a lot of them, but there are a few. There are enough

to cause concern. Very few are foreign. A foreign inva-

sion is not a feature of the farmland market in Minne-

sota or the Dakotas. Significant foreign buying is con-

fined almost to the number of people I can count 
on

the fingers of both hands. But they make a wave; they

get notoriety. And they are a signal that there are 
peo-

ple out there who are so scared of what they fear maY

happen either to the U.S. dollar or to their currencY

that they are willing to buy land at almost any price.

This will have little to do with its earning capac-

ity, but it does inflate the price other people have to

pay if they still think they are in the commercial busi-

ness of farming. This is going on now at a limited loW

level of activity, but it's significant enough to send a

warning.
So much for some of the reasons why this infla-

tion is different. I now want to turn to a very quick

recital of what some countries have attempted to do

about this situation when they found themselves fac-
ing a similar set of unpleasant alternatives. I will trace

the evolution of an idea which, by circumstances and
the accident of my employment, I've had a chance to

follow personally to a considerable degree. The 
first

chapter in this story begins with the defeat of the

German offensive in 1916. At that time, it became

apparent to wise money in Germany that GermanY

had lost the war. It was just a question of how to write

it off with the least damage. Those who could started

to move capital out of Germany, and one of the places

the capital moved to was Sweden, which had been

neutral and with which they still had tenuous rela-

tionships. German capital suddenly inundated Swe-
den in 1916 on a scale that caused the Swedish to

take fright, and the King-in-Council passed a decree,

which is their device for taking emergency action,

requiring prior approval of sales of land to foreigners.

That decree has been kept intact, with some changes,
to the present time. They do permit some sales to

foreigners, but it's still very strictly controlled.
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was incorporated into the 1960 basic law for the re-
orientation of agriculture and the supplemental law
of 1962 which is the charter of modern French agri-
cultural policy. It included authority to adopt a pre-
emption right and to create regional organizations
that had the power to buy, hold, and resell land, and
to engage in the creation of more viable farm units in
France.

The acronym for these regional rural develop
ment authorities is 'SAFER', or in approximate trans
lation, "Societies for Rural Land Reform and Settle
ment." They have corporate stature and are governed
by a board of directors. They are local in origin. They
are not functional arms of the ministries of finance or
of agriculture, although they get funds through the
agricultural credit bank. They are organized with au
thority to do essentially what the Swedish county
boards did, and that is to buy land where they think it
is necessary in order to restructure farms into bigger
and more viable units or where it is necessary in order
to carry out some larger plan for regional develop-
ment, for example, a river basin development pro-
gram. In practice, this program was especially useful
in constructing the French "auto routes" or system of
super highways. They had a great deal of trouble ac-
quiring right-of-way for new French highways. The
French Code Napoleon from 1802 had riveted private
property rights in farmland in France into a rigidity
that is not paralleled in the U.S. or in other western.
countries. The SAFERs provided an element of flex-
ibility, by enabling French authorities to find alterna-
tive sites for farmers dispossessed by the super high-
ways which went through farming areas. This became
one of the major functions of the SAFERs, but it was
not the reason they were created in the first place.
Their key powers were the authority to buy, hold and
sell land, and to exercise a right of preemption.

This French program of 1962 was discussed in
university seminar reports, including agricultural
policy seminars which involved some men who sub-
sequently became Canadian agricultural officials. It
was also publicized in the French language press in
Quebec. As a result, it was better known and publi-
cized in Canada than in the U.S. It was picked up by
the Saskatchewan government, and from it came the
Saskatchewan Land Bank Commission, created with
authority to buy, resell, and re-lease land. The com-
mission, does not have the power of eminent domain,
and it does not have a preemption right. Other than
that, it has essentially the same package of tools
that the Swedes developed in 1947 and the French
adapted in 1962. A direct line of genealogy links these
programs.

The Minnesota legislature was interested in the
Saskatchewan Land Bank Commission and sent a del-
egation for the Legislature to Saskatchewan to study
it. Out of that came the Minnesota Family Farm Secu-
rity Act of 1976. The Minnesota Act does not include
a right of preemption, nor a power of eminent do-
main, and does not include authority to buy and hold
land. It is essentially a rationed, restricted credit pro-
gram. It represents an evolutionary development of

The scene shifts now to the period immediately
after the Second World War in 1946, when the
Swedes had another version of this same phenome-
non. This time they had a protective law that pre-
vented large invasions of foreign capital in the Swed-
ish land market, but they added to it a program for
Massive farm reorganization, or "rationalization" in
the Swedish terminology. This led them to finance
land purchases to enable them to increase farm size
through a land consolidation program in which
county agricultural boards were given authority to set
11121 as corporate buyers of land, under approximately
the same level of authorization that we now use in the
U.S. for urban redevelopment authorities.

Under American law today, you can create an ur-
ban redevelopment authority with power to buy land,
or to use the power of eminent domain to acquire it if
need be. The redevelopment authority can then clean
out the slums, realign the streets, and resell the land,
or lease it to somebody who will build their own
building on it. Much urban redevelopment in the U.S.
Was accomplished in that fashion. The Gateway area
of the city of Minneapolis is built on land that was
acquired, restructured, and then resold or re-leased
under that type of authority.
, The Swedes had created essentially the same
Kind of organization in 1946-47 to buy farmland, hold
it, promote the restructuring of farm units into more
economic sized units and then lease or sell to a new
owner. In general, the option they chose was to sell
rather than to lease, because they wanted to keep the
funds liquid, and they have had quite a bit of success
in that. The funds have been revolved. It has been a
loxv-cost program, apart from the initial capital to get
it started, in that revenues from resale or re-lease have
financed the continuing purchase activities.

This was also augmented or facilitated by a pre-
eruption right that was a part of this post World War II
Swedish legislation. It authorized the county agricul-
tural board to step in and preempt the purchase of a
Piece of land for which the sale had been negotiated
Privately, between a private owner and a private
Would-be buyer. After they had agreed on the price,
the county agricultural board then had the right of
refusal. They could say, in effect, we think that farm
Should be included in a development program for this
area, and we will step in and buy at that price. We will
not negotiate with the owner over the price, but a
seller and a buyer who have agreed upon a price must
first clear the transaction through the county agricul-
tural board. We will then decide whether we want to
buy it at that price or not. If we say no, then you go
ahead with the transaction. The preemption right was
thus an essential part of the program.

They also had, for a few years, a right of eminent
domain. It proved to be a greater embarrassment than
an asset to the program and was quietly abandoned. It
has not been used substantially in Sweden at all.

This Swedish program was developed between
1947 and 1956-58 and was well-publicized in Euro-
Pean agricultural circles. The associations of young
iarmers in France found it especially attractive and it
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international experiments with this type of institu-
tion, designed to provide flexibility in an agricultural

system where there had not been adequate flexibility

before.
What will be the next chapter in this genealogy? I

do not know, but I will conclude my remarks with

some speculation on what might be the next chapter.

I do so by reasoning this way. We have land prices

out of line with earnings. Something has to change.

One change that could be made is in the terms of land

based loans. If we tinker too much with the interest

rate, we get in trouble. If we tinker too much with 100

percent financing, we get on tenuous grounds. Judg-

ing from our historical past, the most likely thing to

tinker with is the length of the term of the loan. We

have seen that go from a traditional five-year mort-

gage to 10, 20, 30, 33, and to 45 year loans. In western

Europe, conventional land mortgages in a good many

of the settlement programs are for 60 to 75 years. This

is one way to spread out the burden of carrying land

costs.
That will be self-defeating, of course, if a longer

term of loan is capitalized into still higher land
values. If there is no diminution in the expectation of
continued inflation, then I see no solution short of a
crisis. If there is a diminution in the expectation of
continued inflation, we will still have problems be-
cause we still need to bring these two disparate ele-
ments — land values and income potential — into
better adjustment.

This could happen over time, not by a direct fall
in land values, but by a fall in relative land values, in
the sense that they do not rise in keeping with the
general level of inflation. This occurred in 1978 in.
southern MinneGota in some of our best farming coun-
ties. The increase was below both the national rate of
inflation and below the state rate of land value in-
crease. In this way land prices might be brought back
into better balance with earnings. But it takes years to
do that. In the meantime we have a problem of pro-
moting an intergenerational transfer of farmlands so
that they can come into the hands of younger, more
vigorous operators without waiting for this to be trig-
gered by death.

One alternative would be to explore a combina-
tion loan and purchase arrangement that has some of
the aspects of a perpetual lease. Repayment schedules
would be virtually identical with cash lease rates.
Several European countries have these lease-with-
option-to-purchase programs, in which the annual
payment scheduled is both a lease payment and can
also be converted into a purchase program once some
equity has been built up, if the farmer decides he
really does want to do this. The option to introduce
this degree of flexibility in the U.S. will be greatly
strengthened if we can devise a better facility for us-
ing a conditional sales contract, that is, contract for
deed, or land contract, which is, in fact, the most
frequent financial instrument used today in farmland
sales in Minnesota. Although it may later be con-
verted into a mortgage after some equity has been
built up, the initial transaction, in the majority of

cases in this state, is not financed with a mortgage but
with a land contract by the seller.

One defect in the statistics on land indebtedness

is that we are quite unsure about the magnitude and

the nature of these seller-financed instruments be-
cause they are treated as a residual in the statistical

recording system. The Federal Reserve Bank, the

Farm Credit Administration, state agencies, and our

university can obtain data from official records on
mortgages and similar conventional instruments, but

we have a poor record of picking up financial agree-
ments between seller and buyer in the form of private

treaty arrangements that do not involve a conven-
tional mortgage. Yet our land market statistics shoW
convincingly that the land contract is the most fre-

quent financial instrument used.
One limitation with a system based on seller

financing is that there is no method for rediscounting
a contract for deed that is not usurious, i.e., not extor-

tionate. There is in fact a rediscount market for con-
tracts for deed, but it typically involves the local loan

shark. Let's imagine a hypothetical case. Mom and

Pop sell the farm using a contract for deed. They then

get sick. They need some money in a hurry and all

they've got is an illiquid contract for deed. If they

force the liquidation, they may destroy the goal of

having sold the farm on favorable terms to someone

they wanted to see get started in farming. They can't
get their money out of it except by going to some
marginal operator in the financial system, where they

may suffer discounts of 20 to 40 percent. In this sense,

we have an institutionally incomplete financial sys-

tem in that we have a major instrument used to fi-

nance the majority of land sales for which there is no
rediscounting facility.

The reason, of course, is crystal clear. If banks,
conventional private-sector lenders and public insti-
tutional lenders want to use seller-financing, they

must first be landowners. You cannot 'finance as a
seller until you have the status of an owner. And most
of them don't want to be owners. They don't want to

tie up money on the scale that would be required to be

landowners and then sell on contracts for deed. In
fact, the only history we have of financial institutions
selling on contract for deed in this region involved the
life insurance companies or the FederalLand Bank
that foreclosed in the Depression.) Virtually all of

them sold their lands thus acquired on contract for

deed. This is why the instrument has remained in
active use in this region. The large volume of repos-

sessed lands in the hands of the Federal Land Bank
and the insurance companies insured that the con-
tract for deed was kept alive. Many of those contracts

for deed involving sales made in the late 1930's and
1940's were not paid out until the 1950's and 1960's.

The instrument has had a long and lively history in
this part of the U.S., but it's an imperfea instrument
in that there is no rediscount market.

One of the alternatives we could explore is to eX-
pand this seller-financing device and link it with

the Minnesota Family Farm Security legislation. We
could expand the authority of the unit that has now
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been created to enable it to buy and hold land as well a
to make loans on land, in the same fashion that the
Saskatchewan Land Bank now has authority to buy,
hold, and resell. That would permit the agency to
make better use of seller-financing or of conditional
sales and contracts. I don't see any likelihood that the
insurance companies or the Federal Farm Credit Ad-
Ministration will want to use seller financing. I thinkit will have to be done at something less than the
national level because conditions are so different inthe different regions and types of farming areas in theU.S.

The screening of the applicants will have to be
local as is the case in Sweden and France. Local peo-
Pie sit on these boards. This is not as sharp a break
With tradition as you might think.

We now have a rationing system to allocate creditto Young farmers. The individuals who sit on the loan
committees of the insurance companies, the Federal
Land Banks and the commercial banks decide who
gets to farm. The committees that pass on loans in the
Federal Land Bank system are very much like the
committees in France that pass on the SAFER pro-
g,rams — very similar. I do not see this as a violation of
tne American financial tradition. I do not see it as aninvasion of the private enterprise sector. I see it, in-
stead, as a possible expansion of the range of oppor-
tunities for young farmers to get started in farming by
giving them access to a form of credit that can make
use of the conditional sales contract, or contract for
deed. The commerical credit system can play a part in
tnhat process and can be freed from the obligation to be
;Ile landowner in order to use this more equitable and
iower risk form of sales instrument. All we need to dois to perfect the instrument and insure that all of the
relevant considerations are taken into account, and!nore particularly, that the people who are going tooear the risk also have a voice in the decision.

There is an unspoken footnote that belongs to
some of the discussion this morning. That is, no mat-
ter who the nominal risk taker is, behind all of these
Programs is a government guarantee in some fasion or
Other. It's either a credit guarantee, a disaster loan
Program, or a crop price or a commodity price support
guarantee. A large part of agricultural risk is now as

in the public sector. We have been very inven-
tive in devising ways to disguise the fact that it is
assumed in the public sector. There should be no illu-
sion about the fact that this is where the risk ulti-
tft.lately comes to rest. If we have a real crisis we will
bind out who bails out the banks in the western wheat
elt or the Great Plains. It will be the federal govern-

Inent, as it already has been to some extent in the last
14 or 16 months.

The one final note is that you should all be aware
of the existence of the National Rural Developmentand Finance Corporation. I think you are going to hear
lot more about it. Some $50 million was set aside for

4°ans to rural communities in the 1972 Equal Oppor-
unities Act. That money was frozen. I believe at first

lt Was in the hands of the Farmers Home Administra-
tion. It was the subject of a suit by some rural develop-

ment people which was upheld in the courts. The
courts ordered the transfer of these funds from the
FHA to the new National Rural Development and Fi-
nance Corporation. They have had their first meetings
within the past few months. The major meeting was
the first week of December in Washington. They are
now in the process of working out a detailed program
for the lending of money to groups, not individuals,
under a land banking program, in which they will
finance the purchase, restructuring, resale or lease of
land to promote community development. The borro-
wer, in this case, would either be a cooperative or
some community-based service organization. They
already are alive, legally authorized, and have $50

- million in the kitty. I think we'll hear more about this,
coupled with the development of the land trust idea
as it now exists in the New England states. I expect
that along with the lengthening of the term of mort-
gage, the other major innovation we will see will be
this greater attention to some form of what is now very
loosely and not very accurately designated as "land
banking." That is, roughly, giving authority to a pub-
lic law nonprofit corporation to buy, hold, and resell
land in order to permit seller-financing.

Discussion
Q: What would happen if the American Agricultural
Movement's attempt to get 100 percent of parity for
their products were actually to take place?
Raup: That's what's called a booby trap. Let me begin
my answer by adding something that Luther Pickrel
didn't tell you when he introduced me. I grew up in
western Kansas. The western side of my home county
was officially included in what was designated the
Dust Bowl in the 1930's. My whole background is that
of a wheat farmer, at the outer fringe of the commer-
cial wheat belt of the southern Great Plains winter
wheat area. I am part owner of our family farm with
my brother and my sister, and still have a financial
stake in that region. My professional work for the past
25 years has been here in Minnesota. From that back-
ground I think that I can say that there is very clear
evidence from cash grain areas that whenever parity
prices go above about 80 percent of the 1914 defini-
tion of parity, (which is outmoded) the higher grain
prices are immediately capitalized into higher land
values. Ultimately, this destroys the benefit of the
higher price. It enriches the current generation of
landowners, which is one reason you don't find peo-
ple opposing it. As long as they are now playing in the
game, they will enjoy a windfall gain. The people who
will be impoverished by this are not voting. They are
the successors of the generation of landowners that
received the windfall gain through a sudden increase
in their net worth, without any parallel increase in
their profit prospects. The percent of parity at which
this overcapitalization sets in is different for the dif-
ferent commodities.

In the cash grain areas, where we are now, in my
judgment 100 percent of the conventional definition
of parity would be disastrous. Short of a major change
in the American economic system — by this I mean
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socialization of the land — there would be no way to

prevent higher grain prices from being bid into higher

land prices, and we have plenty of evidence that peo-

ple do this, to excess. They overestimate the value of

having higher commodity prices. There is another

way to put this: The land price will be set by the

person that will accept the lowest possible labor wage

or family income, because he can bid the most for

land. If you remove the element of insecurity due to

price fluctuation, and guarantee prices, then you

have removed the major source of strength for family

farms. The principal comparative advantage they

have is their superior ability to carry risk. The finan-

cial institutions represented here at this meeting do

not want to carry that kind of risk, and they don't

carry it; somebody else carries it. If you remove price

instability, then you make ownership of land very

attractive to nonfarm corporate capital, which has su-

perior purchasing power. I conclude that this would

destroy family farming. The only thing that keeps

nonfarm investors out now is that they cannot stand

the amount of price risk that the farm family will

accept. In my judgment, 100 percent of parity would

be disastrous for family farming.

Q: Don't we have a big differential between land

prices for development purposes and land prices for

agricultural use? What is the best way to deal with

this?
Raup: I welcome your question because I have been

working for the past year with a Rural Areas Task

Force of the Metropolitan Council in the Twin Cities,

preparing a report for the Council on the preservation

of agricultural land in Minnesota. We have studied

the problem of the loss of farmland around the Twin

Cities, and it's quite substantial. The land lost to farm-

ing is not all converted to asphalt and concrete; it

includes the land affected by stealing, by congestion

and by the disruption to livestock that comes with

greater urban densities. The Task Force is 
recommending the creation of agricultural preservation dis-

tricts. The landowners themselves would have to de-

cide whether they wanted to preserve this land. They

would have to vote in favor of setting up the district. If

they did, the land would then be assessed for property

tax purposes at its agricultural use value. To achieve

this, landowners would have to sign a ten-year re-

volving contract prohibiting conversion of the land to

nonagricultural uses. At the present time we have the

Minnesota Green Acres Law which permits assess-

ment at agricultural use value, but it has only a

rollback or penalty of three years of the differential

between the tax you did pay and the tax you would

have had to pay, if you decide not to continue. In other

words, this permits conversion of the land to nonfarm

uses at a very low cost. It has not been effective i
n

preserving agricultural land. All it does is lengthen

the period of time that a farmer or land speculator can

afford to hold the land waiting for it to rise in value.

We just lengthened the speculation horizon. We have

to do something to the Green Acres Law if we want to

preserve farming in urban-fringe areas. This is what

is proposed: creating agricultural districts, prohibit

subdivision for urban use, and couple this with no

sewer extension and no expansion of the road system.

In other words, there would be no urban-type services

to the rural residents. In exchange they would get 3

flat guarantee that they would be taxed at agricultural

use value. In southern Dakota County and 
Scott

County, south of Shakopee, present land prices are

between $1,500 and $2,000 an acre. In contrast, agri-

cultural use value for this land might fall in the range

of $500 to $700 per acre. This would make a big differ-

ence in the property tax. Will the legislature buy the

agricultural districts idea? I think I know the answer

The bona fide farmers who live in Washington, Da-

kota, Scott, Carver, and Anoka Counties will su
pport

it. Their representatives have been on our committee,

and they've been among the most vigorous sup-

porters. The farmers of the rest of the state will de-

stroy it, because they will see it as a threat.

Pickrel: Are you suggesting Phil, that farmers aren't

in complete agreement on all of these issues? I'd like

to switch to Doug McRorie for a question. I was in-

terested in the account checking that you describe
d.

I'd like to hear more about it and to hear from the

audience whether anything similar is in existence in

the area around here. Another question related to that

is whether this has been just for farmers or Whether it

is done for all businesses, and to what extent your

farm customers are involved in this.
McRorie: Basically the farm check concept is not

new. You've had it down here in various commercial

fashions for some time. First of all, we use it only for

the farm borrowers. The reason is that we have under

our current bank act some uncertainity as to what

areas of endeavor the bank should get into. We were

specifically requested, I believe they call it moral sua-

sion, to stay out of small business accounting with our

computer programs. So we define what we're doing in

agriculture as something less than small business ac-

counting. Essentially, the farm customers on the 
pro-

gram use a special check and deposit slip. They use a

three digit code. The first digit breaks the expenses 
or

receipts into one of ten major categories. The second

digit will give up to 100 separate classifications. If

they go to the third digit, it gives them about 900

categories after you save a few for computer usage
. So

when they write their bill or deposit their money, they

simply code the check or deposit slip with those three

numbers. The computer picks it up; we process the

statement and fire back a detailed statement showing

them what they spent for that month and the receiPts,

for the month, with up to 900 breakdowns in each. 01

course we give them a cumulative statement as well.

Now I think there are four banks offering this type 
of

service. We call ours Farm Check; the other three

banks call theirs Can Check. I don't think there's been

any additional move at this point into farm account-

ing systems. We've had it about 6 yea now.now. I would

say the interest in it has not been spectacular. The rate

of fallout from new people coming into the prograin

has been spectacular, but anybody that's been on the

program for about three years basically stays with it. It
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takes about that long to get used to the system and tosee the benefit from it. At that point they're with us,
but we do have a big turnaround coming into the pro-
gram. Now as I say, we haven't extended that service.
It makes a lot more sense, frankly, to offer that type of
service to the corner grocery man, to the independent
oil dealer, and so forth, but because of bank act regula-
tions we have not been permitted to do that.
Comment: We've had that in our country for about
ten years, in various programs parallel to the one you
describe. The one I'm familiar with is Rec-Check. It
uses a 3-digit code. It's available for farmers and small
businesses. The farmer code is slightly different. The
number can be either income or expense for that par-
ticular category. With a small business setup, you
have a block of numbers which represent expenses
and you put in whatever category you want. The in-
terest has not been all that great; the rate of fallout has
been pretty good. I believe it's very important for
farmers and small businessmen to keep track of in-
come and expenses. They both fall down as a group. I
agree there is lack of use of these programs. Actually,
bankers are bad salespeople. I think if we sell it right,
We could do a tremendous service to our country.
Q: Will you explain the concept you mentioned
about the development of a revolving line of credit for
depreciable assets such as machinery and buildings?
McRorie: The concept here is simply that there's a lot
of merit, I think, in having an orderly replacement
schedule. Traditionally, of course, the farmer goes out
and buys his new machinery when the cash income
supports it and then goes lean during the years it
doesn't, perhaps at the very time he needs these ma-
chines replaced. So the concept here is to bring a little
bit of system or discipline into it. You set up a revolv-
ing line of credit earmarked for the purchase of ma-
chinery, tag it for whatever amount you want, have
clear guidelines that perhaps a fifth of that be repaid
each year on a revolving basis, and the upper level
established and authorized. Then the farmer knows
that at any one time he can borrow up to that amount
for replacement of equipment and during the course
of the year, as he is able, make periodic payments back
into it. It's really an extension of the revolving opera-
tion loan, which we already have been using fairly
extensively for operating inputs of all types. The idea
is that you establish a limit, review it annually, and
have guidelines as to percentage retirement.

Now obviously, under that system you're going to
;lave to develop a package-type security. You can no
tonger have security on a particular tractor because
You never know where it's going to stand in the pack-
age. With a fixed or floating charge or debenture
against, say, a corporate structure, this works lovely
no problem at all. There are problems with regard

to individual proprietorship, where you still have to
take security against an individual piece of equip-
Inent. It means from the farmer's point of view, that if
ihe has that sort of line, he has to accept the fact that he
"as a charge against all of his equipment at any one
time, which may not be too near the full value of the
equipment. He has to recognize that no one piece is
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free of debt, but there is an encumbrance against the
total. It's the sort of thing, I think, that will encourage
a more systematic use of replacement capital for ma-
chinery and buildings and perhaps put the farmer in a
position where he knows he has the funds available in
a given year, even though the cash income in that
particular year may not support the purchase of a new
item.
Q: Mr. McRorie, you indicated the banks in Canada
are moving away from government guarantee of
loans. I think in the U.S. we're moving the other way.
Do you have any words of wisdom?
McRorie: It's been our experience that anytime you
get a guarantee, there's a price attached to it. To give
you a little background, the farm improvement loan
that I referred to is the major source of government
guarantee to bank lending in Canada. It's a federal
program that applies in all provinces to all banks. It
covers up to 10 percent of the losses by any one insti-
tution. So virtually, unless you're going to have losses
of tremendous proportion, it removes your risk com-
pletely. But in exchange for that guarantee, there is an
administered rate. Traditionally, over the past several
years, that rate differential has been between 1 and 1-
1/2 percentage points. Now the actual losses experi-
enced under the FIL program have traditionally been
something like 1/8 of 1 percent. So, in effect, we're
getting a guarantee of 1/8 of 1 percent but giving up 1
to 1-1/2 percent in yield to get the guarantee. It just
doesn't make sense to us. Also, there were many re-
strictions on how many dollars you could lend, the
terms and conditions under which you_could lend
them, the security that had to be taken, and so forth.
There was a fair bit of red tape involved. Under our
own program, a farmer may pay slightly more, but he
has much greater access to total lines of credit and to
flexibility of repayment.

The other point of view I mentioned a little ear-
lier. This program was left carte blanche to anyone
that wanted to qualify for it. The experience was that
some 75 percent of these loans were used for machin-
ery financing and not for livestock or buildings or
land. And again, the applicant who could come in
and pound the desk the hardest, and say, "Either give
me an FIL loan or I'll take my business elsewhere,"
was the one who got the loan. That was invariably the
big farmer. So you have to ask, whom is it benefiting?
Most of the banks have taken a stance similar to ours
-- where we would hot ordinarily be prepared to lend
that money to the farmer, then we will lend it under
the government guarantee, assuming that it still has a
chance for success. But if we think the risk is within
our ballpark, we're more than happy to take it without
the guarantee. At one time we had over 60 percent of
our loans under the guarantee; we're now down to
less than 10 percent, and in our particular bank less
than that. I don't think the farmer suffered a lack of
credit; the growth in credit has been very substantial
since the bank started to lend directly without the
government umbrella.
Comment: The young farmer trying to break in faces
an impossible situation. You've talked about credit,



but I haven't heard anything about amending tax

laws.
Pickrel: Phil Raup has talked for the 30 years that I've

known him about amending tax laws. Phil, do you

want to comment on that?
Raup: One of my favorite professors at the University

of Kansas always said economics was the most im-

moral profession because you could play your favor-

ite game and get paid for doing it, all in the calm

assurance that it was for the greater glory of God and

the benefit of mankind. One of the reasons why eco-

nomics is so attractive is that some things that seem

on the surface to indicate one line of policy action,

turn out upon closer examination to indicate exactly

the reverse. And this particular instance of tax policy

and tax laws is a classic case. One thing that would

straighten out farm credit today more than any other

single thing would be to tax all capital gains as ordi-

nary income. I would first index them to remove the

inflationary dimension of the capital gains. If we

taxed all capital gains as ordinary income, we would

straighten out a whole lot of inheritance problems. -

This was supposed to have been changed in the

tax laws of 1978, but I don't think it will be. In fact, we

went backward in the tax law of 1978; we reduced the

tax on capital gain. That made it more attractive to get

your rewards through asset appreciation instead of

through labor income. What in fact Congress did in

1978 was to depreciate wage and salary income and

appreciate property income. This was an income

transfer from those who get most of their income from

wages and salaries in favor of those who get most of

their income through property and asset value appre-

ciation. This favors the real estate profession, and es-

pecially those who own farmland. We have done ex-

actly the opposite of what would have made for a

more rational economic structure in agriculture.

There are many other kinds of taxes beside capital,

gains, but that's one major tax that is feeding our infla-

tion. At the present time, the maximum tax on capital

gain is 28 percent. You don't have to have a very high

marginal income tax rate from salary and wages to get

over the 28 percent marginal rate. As soon as you are

over the 28 percent marginal rate it pays you to quit

worrying about being good at your wage earning and

start being good at your real estate speculation activ-

ity. That's where the big payoff is. We bribe people to

become real estate speculators. We say, become a real

estate speculator, and we'll lower your taxes. Even if

you get up into the $100,000 taxable income range,

we'll only tax you half as heavily if you receive it

through real estate speculation as we would have

taxed you if you had earned it as wages and salaries.

That's the present policy.

Comment: You could hardly call a 40-year practicing

farmer a real estate speculator.
Raup: Oh yes I would. That was the message of the

afternoon. We have a system that forces landowners
to become speculators and speculators to become

landowners. It rewards them for doing so. We've
rigged the system in such a way that we say, "We'll let

you keep more income after tax if you'll invest so that
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your taxable income is coming from real estate specu-

lation than we will if you learn a skill and get it all as

wages and salary." This is part of what's wrong with

the stock market today. The late Representative

Steiger from Wisconsin proposed the reduction in

taxes on capital gains in the Congress primarily with

the support of stock market professionals, who

thought that this was one way to revive the American

stock market. This is comparable to a doctor who pre-

scribes punching a hole in the bottom of the thermom-

eter so the mercury will come down and the 
patient

will be better. The stock market is in bad shape in 
part

because the profit from having money in real 
estate

is much more attractive than from putting it 
into

equities. Money has flowed out of the equities market

wherever possible, and into real estate. To lower the

tax on capital gains makes it even more attractive 
to

get your money out of equities and into real 
estate.

Remember, in the 1978 tax law, real estate was almost

the only one of the major investment potentials that

was not restricted in terms of sheltering money from

income tax. Other tax shelters — cattle ventures and

depreciating out the cost of establishing citrus 
groves

and walnut groves — were pretty much done awaY

with, but not tax shelters in real estate. We have todaY

a situation in the United States in which virtually the

only possible way to escape the tax man to any signifi-

cant degree is to put your money in real estate and let

it come out as capital gain. We have arrived at the

worst possible solution.

Trends and
Innovations in

Agricultural Credit,
Canada

H.D. McRorie, Director
Agricultural Services — Canada
The Royal Bank of Canada
Winnipeg, Manitoba

In the past decade, Canadian banks have in-
creased in importance as a source of farm credit;

greater emphasis has been placed on intermediate

term loans rather than short-term loans; banks have
moved away from government guaranteed loans;
there has been an increase in farm debt but little

change in the asset/liability ratio; and agricultural

loans from banks have increased at a higher rate than
loans from other sources.
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The banks' more aggressive lending programs
have been aided by certain key developments. The
Bank Act of 1976 permitted banks to lend on first
mortgage security and to shift interest rates in accord-
ance with the degree of risk involved. This act gave
banks more flexibility and made intermediate-term
lending more desirable. As banks moved to direct
lending xvithout government guarantees, they set up
Specialized agricultural departments to develop pol-
icy and to establish farm loan training programs. All
major banks now have agricultural departments and
Specialized farm lending procedures They use tech-
niques such as line-of-credit financing, loans based
on repayment capacity, revolving operating loans,
flexible security arrangements, and creditor life
insurance. In addition, the major banks have devel-
oPed new financial analysis tools such as check ac-
counting, financial planning forms, and credit use
Pamphlets

Future innovations in farm lending will be likely
in 3 areas. There will be a shift to a greater level of
farm advisory seryices. New loan programs will be
developed to meet the specific and changing needs of
the farmer. Banks will have to find new funding
sources for intermediate- and long-term loans.„

Some on-going problem areas will need attention.
Government lending programs often are not specific
enough about eligibility requirements and are there-
fore used by farmers who could afford credit. The
beginning farmer with no equity and no track record
continues to be a challenge to the lender. And there
are some areas of uncertainty (climate, inflation,
and energy among them) which will continue to
affect repayment capacity and minimum equity
requirements.

The following outline covers recent trends and
innovations in farm lending services available to
Canadian farmers along with probable future devel-
opments. Four major topic areas are reviewed:

1. Recent trends in farm credit availability,
2. Developments in farm lending practices and

procedures,
3. Probable future innovations in farm lending,

and
4. Problem areas associated with farm lending

now and in the future.
Much of the private sector thrust in farm lending

has occurred within the preceding 10 years and there-
fore the time period from 1968 to 1977 will be used for
an evaluation of trends and basic shifts in lending
philosophy.

1. TRENDS IN FARM CREDIT
AVAILABILITY
During the past 10 years or so, farm credit avail-

ability has been characterized by a number of key
developments. These can be detailed, along with sta-
tistical reference data, as follows:

(a) The Canadian banks have increased in impor-
tance as a source of farm credit:

Total loans outstanding by major source, Canada

Chartered banks
Pederal & provincial government agencies
Credit unions, insurance & trust companies
Private individuals & others

1971 1977

Million $ 

1,388
1,766

• 288
1,051

Total 4,493

(b) There has been a tendency for loans to be
written over. a longer term, i.e., greater em-
phasis on intermediate-term lending as op-
posed to short-term.

Distribution of outstanding loans by term of loan, Canada

cyo

30.9%
39.3%
6.4%
23.4%

Million $

3,623
3,255
902

1,991

100.0% 9,771

37.1%
33.3%
9.2%
20.4%

100.0%

Long term (10 years & more)Intermediate term (18 months — 10 years)
Short term (up to 18 months)

1971

Million $

1,875.9
1,249.5
1,582.9

Total 4,708.3
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39.9%
26.5%
33.6%

100.0%

Million $ 

3,736.6
3,758.6
2,905.3 

10,400.5

1977

35.9%
36.2%
27.9%

100.0%



j Distribution of loans extended, by term of loan, Canada

Long term (10 years & more)
Intermediate term (18 months — 10 years)

Short term (up to 18 months)

Total

1971 1977

Million $

206.0
528.4

1,906.3

2,640.7

(c) Chartered Banks have greatly shifted their

emphasis from government-guaranteed loans

to direct advances not covered by guarantees.

Year-end chartered bank loans outstanding 

to farmers, Canada LI  

LU Farm improvement loans
Other

Total bank loans to farmers 1,023 1,388 3,888

F.I.L. loans as % of total 42.3% 23.9% 10.7%

1967 1971 1977

million $
433 332 416

590 1,056 3,472

(d) Despite a substantial increase in farm debt,
total equity in the industry remains high with

little change in the asset/liability ratio.

Total farm capital
Total loans outstanding
Loans as % of capital

1971 1977

 million $  
23,886 52,910

4,493 9,771

18.8% 18.5%

(e) Rate of growth in farm loans by banks has

been at a higher rate than nonbank sources.

Outstanding loans to farmers by source, Canada

All banks
Total loans

1971 1977

 million $  
1,388 3,888

4,493 10,400.5

Average % rate
of growth

1971 to 1977

18.7%
14.9%

2. DEVELOPMENTS IN FARM LENDING
PRACTICES AND PROCEDURES BY
CHARTERED BANKS
A number of key developments have both stimu-

lated and characterized the much more aggressive
farm lending programs carried on by the present loan
sector and have, in part, had a further bearing on pub-
lic loan policy and program development. These key
developments are:

(a) Bank Act Change of 1967
The major ingredients of this change as it im-
pacted on agricultural lending were:
(i) Banks were permitted to make direct

loans on the strength of first mortgage
security.

(ii) Interest rates were freed to shift with
supply and demand for funds.
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cyo

7.8%
20.0%
72.2%

 ■••••

Million $ 

834.3
1,976.1
3,897.2

100.0% 6,707.6

Because of these changes, banks were en-
couraged to move from under the umbrella of
government guarantees and lend directly to
farmers, assessing whatever higher rate was
consideered necessary to compensate for the
additional risk. With the ability to set rates in
accordance with risk, a broader spectrum of
financing opportunity existed. The ability to
lend on first mortgage security prompted a
move into longer-term lending, although this
move took several years of experience in
short- and intermediate-term direct lending
before gearing up for mortgage lending. The
ability to take mortgage security did have
a substantial bearing on intermediate-term.

loans, however, particularly where highly ca-
pitalized building facilities were involved.

(b) Formation of Specialized
Agricultural Departments
The move into direct farm lending with-
out the benefit of government guarantees

prompted the major banks to establish spe-
cialized agricultural departments charged

with the responsibility of developing and for-
mulating agricultural lending policy as well

as establishing farm loan training programs

and materials for both the bank lenders and

the farm customers. All of the'm\ ajor banks

now have agricultural departments staffed by
agrologists brought into the banking system
from outside the banks. To date the banks em-
ploy some 75 agrologists, and that number

continues to grow as each bank increases em-
phasis on regional representation,

Most of the agrologists working within

the Canadian banks now act in an advisory
and back-up capacity to line bankers. Direct

lending authority did not exist originally and

only now is beginning to materialize. This is

due in part to the agrologists' need for train-

ing in general bank lending procedures, be-

cause many are new to the business of farm

lending. It is also because much of earlier

agricultural departmental resources were

directed to developmental work, including

the provision of farm management tools and

techniques for both the banker and the farm

client.



(d)

(c) Development of Specialized Farm
Lending Procedures and Practices
As farm loans grow in number and average
amount, it became obvious that new ap-
proaches were needed to augment or supple-
ment the traditional security-based lending
programs, especially considering that much
of the total loans being advanced were with-
out government guarantees. As a conse-
quence, farm lending programs on behalf of
all the major banks shifted to such techniques
as:
(i) Line-of-credit financing emphasizing a

single-lender relationship where the
lender would endeavor to meet all of
the borrower's short- and intermediate-
term credit needs (and more recently,
long-term loans) on an annual commit-
ment and review basis.

(ii) Loans based on repayment capacity as
well as security, the result being that su-
perior financial and production man-
agement would enable larger loans in
relation to equity.

(iii) Revolving operating loans which better
recognized the changing nature of op-
erating capital needs/ by the commercial
farmer.
Greater flexibility of security arrange-
ments so that larger loans and revolving
type loans could be adapted to the more
traditional aspects of security. As an e?c-
ample, the fixed or floating charge de-
benture has become a useful security for
corporate farms.
Provision of creditor life insurance pro-
grams. Virtually all banks now offer op-
tional creditor life insurance, usually
with supplementary features such as
disability clauses, dismemberment fea-
tures, etc. This service is useful in re-
moving at least one element of loan risk.

Development of Supplementary
Financial Analysis Tools and
Techniques
To complement the swing to line-of-credit fi-
nance based on repayment capacity, all the
major bank lenders have developed new tools
including:
(i) Check Accounting Programs. Two ver-

sions are now offered, Canchek and
Farmchek. Both are basically a detailed
break-out of cash flow, supplemented
by a manual analysis of inventory
changes and overall income analysis.

(ii) Financial planning forms and proce-
dures. These usually include an overall
budgeting format as well as a cash flow
analysis and debt repayment calcula-
tion worksheet.

(iv

•
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(iii) Credit use pamphlets and newsletters.
An important ingredient in lending on
the basis of repayment capacity is the
need for the borrower to be familiar with
financial business management. Pro-
viding this expertise to the client is one
of the challenges faced by today's lender
and one which likely will accelerate as
loans become progressively greater rela-
tive to equity.

These developments and innovations are
now well developed within Canadian farm
lending and progressively more farmers are
adapting their credit use to the line-of-credit
approach based on repayment capacity. Sta-
tistical results shown earlier now suggest that
these programs have been responsible in
large part for the strong upsurge in direct
bank lending. As a consequence, there has
probably been a less aggressive move by both
the Federal government and the provincial
governments to institute still further direct
government loan programs, particularly
those with application to the commercial
farm sector.

3. FUTURE FARM LOAN
INNOVATIONS
It seems likely that future farm lending innova-

tions within the private sector will fall within three
areas:

(a) A Shift to a Greater Level of Farm
Advisory Services
Increasing loans in relation to equity in spe-
cific farm operations is placing much greater
need on financial management expertise.
This undoubtedly will mean that banks will
have to expand the resources devoted to
this aspect of management. Depending on
changes to the current Bank Act now under
review, it is possible if not probable that
banks will take a more aggressive stance in
providing the following types of services:
(i) Financial planning and credit use advi-

sory services
— management newsletters
t— analysis services and computerized

accounting.
(ii) Investment counselling services.
(iii) Direct on-farm management advisor 

services .in those instances where re-
quested by a client or where credit prob-
lems dictate this move.

(b) Development of New Credit Facilities
Considerable scope exists for a still further
refinement of farm loan programs to meet the
specific and changing needs of tomorrow's
commercial farmer. For instance:
(i) Revolving term loans for depreciable

assets.



(ii) Greater use of operating loans as a

"bridge-financing" mechanism de-

signed to avoid the problems associated

with fixed repayment dates on term

loans.
(iii) Increased flexibility of security, i.e.

fixed and floating type security for non-

corporate type farms.
(iv) Better credit monitoring facilities, in-

cluding more sophisticated indexes of

loan serviceability.

(c) Development of New Funding

Sources for Bank Term Lending
As banks become more aggressive in interme-

diate- and long-term lending, there will be a

growing need to develop an offsetting term

funding base. This could include:

(i) Sale of specialized debentures to the

farm sector as a funding base for longer-
term loans. Debentures could be se-

cured by approved farm mortgages.

(ii) Offering of a greater range of short- and
intermediate-term investment options
designed for the farm sector with pro-

ceeds used to fund further credit ex-

tended to farmers.

4. PROBLEM AREAS
Apart from the usual repayment problems that

occur from time to time in a cyclical industry such as

agriculture, there are overall on-going problem areas,

at least as seen from the eyes of the private lender.

These areas include:

(a) Government Involvement in
Farm Lending
Problems in this area usually relate to the im-

pact of programs designed to bolster the farm
sector, but without a sufficiently sharp focus
on objectives and the type of farm to be as-
sisted. When government credit is advanced
or when government guarantees are applied
to private sector lending, sufficient criteria of-
ten are not established for eligibility with the
result that 'the less needy farmers are the first
to capitalize on the program. Some specific
problems that can result are:
(1) Inflation in asset value resulting from

subsidized interest rates.
(ii) Distortion in regional resource alloca-

tion when provincial governments use
credit as a development tool for specific
enterprises.

(iii) Shortage of conventional private credit
developing as a result of overly aggres
sive direct government lending at subsi-

-

dized rates.

(b) Assistance for the Beginning Farmer
The beginning farmer with little or no equity
and no track record of performance continues
to be a formidable challenge to the private
lender. Even the shift to loans based more
heavily on repayment capacity is of little help
where the management know-how is an un-
known quantity and where equity is insuffi-
cient to withstand the periodic income short-
falls that take place from time to time.

Probably the biggest area for government
involvement is in the area of the beginning
farmer. This involvement could logically take
two dimensions:
(i) Direct loans or government-guaranteed

loans to the private lender for beginning
farmers meeting clearly established cri-
teria for assistance.

(ii) Farm management advisory services as
part of an educational training program.

(c) Impact of Uncertainty as it Relates
to Credit Extension
A number of areas of uncertainty will likely
continue to challenge future lenders through
the impact on repayment capacity. Included
among these uncertainties are:
(i) Climatic changes, especially longer run

trends,
(ii) International monetary fluctuations,
(iii) Inflation,
(iv) Government import/export policies,

and
(v) Energy availability.
Many of the foregoing uncertainties can be
minimized by clearly defined and longer-
range government policy statements and fol-
low-up action. Other areas of uncertainty
require sufficient flexibility in the credit
programs to meet the challenge of the uncer-
tainty. When all is said and done, however,
the minimum equity requirements in future
lending proposals likely will be tied closely
to the degree of uncertainty that faces the
industry.

143



ty
es
te
re
[p
a-

t-

Sess on Onternationa Trade



H
 

U.S. Farm Exports:
More Important
Now Than Ever
Turner Oyloe
Foreign Agriculture Service
USDA
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Today one cannot discuss agriculture without

discussing trade in three major commodity groups:

animals and animal products, grains and prepara-

tions, and oilseeds and oilseed products. Since 1972,

U.S. agricultural exports have more than doubled in

value and their dollar value has quadrupled because

of higher prices. These three commodity groups have

played a major part in the trade growth
Wheat, feed grains, and rice are our major grain

exports. Animal product exports include not only

meat but hides, tallow, grease, and variety meats. In

1978, the U.S. exports of livestock, meat, and meat

products totaled approximately 3 billion dollars.

These exports went principally to the EC and japan.

Because cattle cycles are the same around the world,

competition in livestock export is intense. Recently,

Brazil has become a major competitor in poultry.
Oilseeds and oilseed products are of particular

importance to U.S. export trade. Since 1967, these

exports have increased 650 percent. Sales of soy-

beans, sunflower seeds, peanuts, safflower seeds, and

flaxseeds have all increased. In 1977, we exported 65

percent of our total soybean production. We export

protein meal to four major markets: japan. Canada,

the EC, and Eastern Europe.
Foreign markets are vital not only to the agricul-

tural sector but to the whole U.S. economy. Farm ex-

ports generated an estimated 12 billion dollars of nt

earnings in 1978, helping to offset some of our 
i
bal-

ance of payments deficit. Our largest market s the
European Community, which imported almost 7.2

billion dollars worth of agricultural products in 1978.
Japan is our most important foreign outlet. Exports to
Japan quadrupled between 1967 and 1977, as rising
incomes led consumers to demand upgraded diets.
Our major exports to japan are feed grains, wheat,
soybeans, and cotton. Canada is a major importer of
U.S. fruits and vegetables, notably fresh potatoes and
citrus fruits. VVe import many commodities from
these countries, but our balance of trade is positive,
resulting in net earnings for the U.S.

With our other three major markets, our trade bal-

ance is negative, however. In 1977, Mexico bought
664 million dollars worth of our feed grains, oilseed
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Products and dairy products; it sold us 856 million

dollars worth of vegetables and green coffee. The

Latin America Free Trade Area (LAFTA) imported

U.S. wheat, feed grains, oilseeds, and oilseed prod-

ucts. The value of these products was offset by the

rising value of the coffee and cocoa that the LAFTA

exported to us. The U.S. also incurred a trade deficit

with the Central American Common Market (CACIVI),

which bought our grain and animal products and sold

us animal and vegetable products, bananas, and

coffee.
In spite of negative balances with some countries,

agriculture is the only sector of the U.S. economy that

regularly shows a "surplus" in its balance of trade. In

order to expand and strengthen our agricultural trade,

market development is necessary. Our efforts must

address problems such as the dollar's decline. U.S.

inflation, and our political relationships with (level-

oped countries, less developed countries, and cen-

trally planned economies.
Market development strategies face complex

problems. The developed countries maintain protec-

tional policies; the less developed countries have

little foreign exchange; the centrally planned econo-

mies lack effective consumer demand..
The U.S. is trying to strengthen its export position

by being a reliable supplier, by pressing for reduction

of trade barriers, by making export credit available,

and by coordinating its export promotion efforts. Its

goal is long-term growth in all of agriculture, includ-

ing the export markets.

Years ago, when people spoke of agriculture, theY

were speaking of farms and farmers. Today, as agricul-

ture continues to undergo a dynamic transformation,

any serious discussion on agriculture must be com-

prehensive and encompass an analysis of trade in

three major commodity groups: animal and animal,
products, grains and preparations, and oilseed and

oilseed products. Trade in these three groups and

many others has played a major role in the expansion

of agricultural trade during the past decade. Agricul-

tural trade expansion is a significant factor in efforts

to achieve a positive overall trade balance.
Since 1972, U.S. agricultural exports have more

than doubled in value. The most rapid advance, 88
percent, occurred between 1972 and 1973, when for-
eign demand increased and commodity Prices esca-

lated. In 1973, U.S. farm product exports totaled

$17.7 billion, compared with $9.4 billion in the pre-
vious year. During 1974, farm exports expanded 24

percent to $22 billion, then dipped slightly in 1975 to
$21.9 billion. They resumed an upward course to $23
billion in 1976, and $29.4 billion in 1978.

During 1978, U.S, farm product expcts totaled

nearly $29.4 billion, exceeding the record'value of

1977 by 5.7 percent. Value increases for oilseeds, oil-

seed products, cotton, tobacco, animal fats, hides,

rice, fruits, edible nuts, and prepared animal feeds

more than compensated for reductions in value for,

wheat, corn, pork, and vegetables. The volume °I
principal agricultural exports in 1977 totaled about

107 million metric tons compared with 111 million

ton
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tons for 1976. In 1977, the output of 1 out of every 3
harvested acres in this country was sent abroad com-
pared with 1 out of every 5 acres a decade ago.

Agricultural exports for fiscal 1978 set new rec-
ords. An increase in volume and a record value of
$29.4 billion are attributed to our strong posture in
food and fiber export markets.

Although farm exports have doubled in volume
during the past 10 years, the dollar value has nearly
quadrupled because of higher prices. Most of the
farm exports, more than 93 percent now, are sold for
dollars or convertible currencies. The remainder
Moves under concessional terms to less developed
countries.

In 1956, exports under specified government pro-
grams accounted for 41 percent of total exports but
declined significantly to 20 percent of total exports in1956. _

With the continued expansion of commercial
sales to foreign markets, exports under specified gov-
ernment programs (P.L. 480 and Agency for Interna-
tional Development — AID) accounted for about 6
Percent of all U.S. farm exports in each of the last 3
Years.

Wheat has been the chief commodity shipped
tinder all government programs, mainly under Title I
credit sales. Corn was the second major commodityShipped under government programs in 1977. Ship-
Ments of five commodities, wheat, corn, rice, wheat
flour, and soybean oil, accounted for 82 percent of
exports under specified government programs.

These five commodities account for only 36 per-
cent of total commercial sales in 1977. This is in
Marked contrast to 1967 when these five commodities
accounted for 46 percent of total commercial sales.
Since 1967, exports have increased in value for all
Commodity groups, especially grains and prepara-
tions, animals and products, and oilseeds and oilseed
Products. Moderate increases in tobacco and cotton
exports, accompanied with significant gains in fruit
and vegetable exports, round out the picture.

As you probably know, the greatest expansion in
exports occurred in 1973. Wheat exports in 1973 were
alMost double their volume of the previous year,
While feed grains were two-thirds greater. The rea-
sons were: reduced harvests in the Soviet Union and
elsewhere, lower fish meal production in Peru, in-,cr.eased demand for farm products resulting from
nigher incomes abroad, and improved U.S. competi-
tive position aided by the 1971 and 1973 realign-nlents of currencies.

During 1977, exports of wheat and wheat prod-tticts dropped 10 percent from 27.7 million metric
°Ils in 1976 to 25.5, while lower prices depressed thevalue bya:percent. Nevertheless, exports of wheataind wheat products were 46 percent of production in;1977. Exports of wheat and wheat products increased4)4127.7 million metric tons in 1977 to 35.8 million1,letric tons in 1978. Japan, Korea, Egypt, and theu.S.S.R. were the major markets aiding the U.S. inacquiring 41 percent of the market in 1976. The U.S.c°1npetes with Canada, Australia, France, and Argen-

tina for a share of the 67 million metric tons world
export trade in wheat and wheat products.

U.S. exports of feed grains and feed grain prod-
ucts were 24 percent of production in 1977 compared
with 12 percent in 1967. Major markets for feed grains
and products were Japan, the Republic of China (Tai-
wan), and the European Community. Exports to these
countries and many others reaped a 1976 U.S. market
share of 58 percent of the world export volume of 88
million metric tons.

Argentina, Canada, and the European Commu-
nity are our major competitors in world trade of feed
grains and feed grain products.

In 1977, the volume of U.S. rice exports ap-
proached 2.2 million metric tons, up 3.5 percent from
1976, while the value rose to $698 million, 11 percent
above 1976 levels. In 1978, the volume of rice exports
was approximately the same. In 1976, the U.S. market
share of the 9 million metric tons world export vol-
ume was 22 percent.

The U.S. exported 48 percent of the total 1977
U.S. rice production to 50 countries. Rice exports
to three oil exporting countries, Indonesia, Iran, and
Nigeria, accounted for 46 percent of U.S. commer-
cial exports of rice. "Petro dollars" do find their way
back home. The East Asian countries of Thailand,
Burma, and Pakistan are our major competitors in the
world rice market.

Except for dairy products, U.S. export volume of
animal products, such as live cattle, swine, and poul-
try; fresh, frozen, or prepared meat and meat prod-
ucts; hides; skins; and tallow has increased by
approximately 140 percent since 1971. All major cat-
egories of U.S. livestock product exports, except pork
and live animals, increased in volume during 1977.

Significant value increases during 1977 for hides
and skins, tallow and grease, pork, fur skins, and
variety meats contributed to an 11 percent gain over
the 1976 value. The total value of U.S. exports of live-
stock, meat, and meat products totaled $3 billion in
1978.

In 1976, the U.S. had an 8 percent market share of
the 5.4 million metric ton world export trade in meat
and meat products. This includes trade in fresh, fro-
zen, or prepared beef, veal, and pork. In 1977, the U.S.
exported 2 percent of its total meat and meat product
production, compared with an export volume of only
1 percent of total production in 1967. The majority of
these exports were pork and variety meats. Since
1971, exports of meat and meat products increased by
120 percent.

Exports to the European Community and Japan
accounted for 57 percent of the U.S. meat and meat
product exports in 1977. Livestock production cycles
in Australia, New Zealand, the European Commu-
nity, and Argentina closely correspond with the U.S.
livestock production cycle. Consequently, export
competition from these countries is quite intense.

The United States, as the principal supplier of
quality raw hides used for leather, exported $578 mil-
lion worth of hides and skins, a value increase of 12
percent above the 1976 value. The increase in volume
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and unit value for hides and skins is attributed to

strong world demand and buildup of stocks in

Europe, Japan, and the Republic of China (Taiwan).

The substitution of tallow for higher priced vege-

table oils, and reduced world supplies of tallow

caused by reduced slaughterings of cattle in Europe

during 1976 and 1977, resulted in increased exports

of tallow and grease valued at $549 million in 1977.

Egypt, Japan, and the European Community were our

major export markets for tallow in 1977.

Exports of poultry meat, including fresh, frozen,

or processed chicken and turkey, have increased by

210 percent since 1967. The majority of the gain is

attributed to increased shipments of chicken meat to

Iraq in the last 3 years. The U.S. now exports 3 percent

of total poultry meat production, compared with only

1 percent in 1976.
The 1976 U.S. market share of 22 percent of the

798,000 metric ton world trade in poultry meats was

exported primarily to Japan, Canada, Hong Kong, the

Federal Republic of Germany, and Iraq. The share of

total U.S. poultry exports taken by these countries

dropped from 59 percent in 1976 to 53 percent in

1977, indicating a continued diversification to and

expansion of smaller markets.
Expansion of poultry exports to the European

Community has been restricted by competition from

the Netherlands and France and the establishment in

1962 of import policies to protect domestic poultry

producers. The current system of gate (or minimum

price), variable levy (or import charge), and supple-

mental levy (or export subsidy), incorporated in the

Community's Common Agricultural Policy (CAP) is

aimed at achieving self-sufficiency and increasing ex-

ports of poultry products.
Subsidized exports by Uruguay, and to a greater

extent Brazil, are additional sources of competition.

In the last 2 years, Brazil has become a major competi-

tor in poultry because of surplus protein meal and

feed grain supplies.
Hungary, the major poultry producer in Eastern

Europe, is our major competitor for poultry export

markets in Eastern Europe, the U.S.S.R., and the Mid

East.
Of special interest to many groups involved in

international trade is the small volume of U.S. dairy

exports. In 1974, U.S. dairy product exports declined

severely to 27,000 metric tons from a maximum vol-

ume of 238,000 metric tons in 1971. In 1977, the U.S.

exported 77,000 metric tons of dairy products, ap-

proximately .4 percent of total dairy production. In

1978, U.S. dairy exports increased to 125,000 metric

tons.
Competition from New Zealand, Australia, and

subsidized exports from the European Community,

coupled with a domestic price support program, has

limited the U.S. to a 1 percent market share of the 6.3

million metric ton world export trade in dairy prod-

ucts in 1976.
Export trade in oilseeds and oilseed products has

been the shining star in the expansion of U.S. export

trade. Between 1967 and 1978, exports of oilseeds

and oilseed products have increased by an incredible

650 percent. Soybean exports have increased steadily

except in 1975 when exports declined 6 percent due

to reduced plantings. Between 1975 and 1978, soy-

bean exports have increased 66 percent, to 20.7 mil-

lion metric tons in 1978. Sunflower seed, peanut, saf-

flower seed, and flaxseed shipments also were higher

in 1977 and 1978. Soybean oil, cottonseed oil, and

oilseed meals posted gains from 1976 export levels.

The U.S. shipped 5.9 million tons of fats, oils, and the

oil equivalent of oilseeds in 1977. That year, U.S. ex-

ports of soybeans and oil accounted for 22 percent of

world exports of all oils, fats, and the oil equivalent of

oilseeds.
In 1977, the U.S. exported 65 percent of total U.S.

soybean production, compared to about 43 percent of

production in 1967. Soybean exports to Japan, the

European Community, and the Republic of China

(Taiwan) contributed to the 77 percent market share

of the 19.7 million metric ton world export trade in

soybeans in 1976.
Brazil, our only major competitor in soybean

trade, experienced a decline in production and ex-

ports in 1978. Consequently, U.S. exports of soybeans

and meal reached record volume in 1978 of 20.7 mil-

lion metric tons, increased from approximately 16.1

million metric tons in 1976.
Exports of protein meal to four major markets,

Japan, Canada, the European Community, and East:

ern Europe, and exports to smaller markets enable°

the U.S. to develop a 28 percent market share of the

1976 world export volume of 17.9 million metric,

tons. Of total production, 61 percent of protein meal

production was exported in 1977, an increase over

1967 when 40 percent was exported.
Brazil, Indonesia, India, and the Philippines pro-

duce a variety of vegetable protein meals that conr

pete with U.S. protein meals. Brazil's protein meal is

produced primarily from soybeans, India produces

groundnut, cottonseed and linseed meal, and the

Philippines and Indonesia manufacture and exPort

copra and palm meal.
These countries also compete with the U.S. for a

share of world trade in vegetable oils, exporting 
oils

such as coconut, palm and palm kernel, and soybean.

Malaysia is our major competitor in the vegetable oil

market, exporting more than 1 million metric tons of

palm oil in 1976, exceeding the total U.S. vegetable

oil volume by nearly 50 percent. This'competition bas

made it difficult for the U.S. to expand its market

share beyond the 1976 level of 13 percent.
Nevertheless, 26 percent of U.S. vegetable oil 

pro-

duction was exported in 1977, compared with 37
cent in 1967. Major destinations for vegetable oil

shipments were Egypt, India, and Pakistan.
To quote Secretary Bergland, "Our agricultural

exports of -$24 million in 1977 generated net earnings

to the United States of almost $10.5 billion last year;
in 1978, farm exports contributed an estimated $12

billion to our balance of payments position. That rec,:

ord is unmatched in any other sector of our econonlY•

Clearly, the foreign market for U.S. agricultural 
prod-

ucts is vital not only to the American farmer, but to the

entire U.S. economy as well.
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Although the United States exports agricultural
Products to more than 160 countries, 93 percent of the
total value was shipped , to only 50 countries. More
than 60 percent of the total value of our agricultural
exports was shipped to three major trading units —
the nine-country European Community (EC-9), the
Central American Common Market (CACM), the
Latin American Free Trade Area (LAFTA) — and
three countries, Japan, Canada, and Mexico.

The largest market for U.S. agricultural exports
Was the European Community. In 1977, the nine
countries of the European Community imported more
than $6.6 billion worth of feed grain and oilseed prod-
ucts and many other U.S. farm products, and approxi-
Mately $7.2 billion worth in 1978. Shipments to the
Netherlands and the Federal Republic of Germany
accounted for 57 percent of total exports to the Euro-
Pean Community.

In 1978, European Community exports to the
U.S., valued at $1.8 billion, resulted in a net addition
of more than $5.3 billion to our total agricultural trade
balance.

Japan is the most important foreign outlet in the
World for U.S. agricultural products. Exports to Japan,
valued at less than $0.9 billion in 1967, amounted to
$3.8 billion in 1977, and $4.4 billion in 1978. Rising
income and the subsequent upgrading of consumer
diets are the primary reasons Japan increased imports
of feed grains, wheat, soybeans, and cotton. These
commodities accounted for 70 percent of the value of
all U.S. agricultural exports sent to Japan during1977.

Agricultural imports of $79 million from Japan in
1977 were only 2 percent of our exports to that coun
try and had a minimal effect on our achieving a posi-tive trade balance of $3.7 billion.

Exports to Canada are significantly different from
shipments to Japan. Our northern neighbor imported
$1.6 billion worth of American farm products in
1978. Exports of fruits, vegetables, animal products,
and oilseed products account for 74 percent of the
total value of shipments to Canada. In 1977, Canada
Was the destination for nearly a third of all U.S. ex
Ports of fruits and vegetables, most notably fresh pota-
toes and fresh citrus fruits.

During 1978, the U.S. imported $742 million
Worth of agricultural commodities from Canada, net-
ting a positive trade balance of nearly $891 million.
Leading imports were fresh or frozen beef and veal,
live swine, and beer and ale.

Agricultural trade with our southern neighbors is
an entirely different picture. Imports of coffee, cocoa,
tea, and spices increased in value and contributed to
negative trade balances with the Central American
_Common Market (CACM), the Latin American Free
'trade Area (LAFTA), and Mexico.

The U.S. exported $903 million worth of agricul-
tural products to Mexico in 1978, more than double
the value of 1976 exports. Leading export's were feed
grains and oilseed products. Mexico is the second
largest export market for U.S. dairy products.

However, U.S. imports of vegetable products and
green coffee from Mexico were valued at more than
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$856 million. Total agricultural imports from Mexico
in 1978 were valued at approximately $1.1 billion,
resulting in a negative trade balance of nearly $201
million.

The Latin American Free Trade Area, of which
Mexico is a member, purchased $2.4 billion worth of
U.S. agricultural products in 1978, mostly wheat,
feed grains, oilseeds, and oilseed products.

In 1977, the U.S. incurred a $2.25 billion agricul-
tural trade deficit with LAFTA; in 1978, the deficit
decreased to $2.0 billion. Value gains for coffee and
cocoa were largely responsible for the 21 percent
value increase for 1977 imports, compared with 1976.

In 1977, the five-country CACM imported $168
million worth of American farm products; in 1978,
the imports were valued at $182 million. Major com-
modities shipped to CACM were wheat, feed grains,
soybean meal, and animal products. These commod-
ities accounted for 76 percent of U.S. exports to
CACM.

Nevertheless, the U.S. incurred a $1 billion agri-
cultural trade deficit by importing more than $1.2
billion of agricultural products from CACM. In 1978,
U.S. imports from CACM were valued at $1.13 bil-
lion, creating a trade deficit of $952 million. Leading
imports were animal products, vegetable products,
bananas, and, of course, coffee.

The American consumers' penchant for coffee, as
illustrated'by the preceding analysis, resulted in im-
ports of green coffee valued at $3.9 billion in 1977
accounting for 29 percent of the value of all farm im-
ports. In 1976, green coffee imports were valued at
$2.6 billion or 24 percent of the value of all farm im-
ports. The sharp increases in the import unit price
during the 7-month period of January to July 1977
resulted in a 25 percent volume decline in green cof-
fee imports from the previous year.

Despite significant value increases for coffee im-
ports during 1977, agricultural exports contributed
$10.2 billion to the overall U.S. trade balance. In
1975, the last year the U.S. posted a positive overall
trade balance of $9.7 billion, exports of American
farm products generated net earnings of $12.6 billion.

Of crucial interest to all is the total trade deficit of
$29.9 billion in 1977 which reflects a $40 billion "def-
icit" in the nonagricultural sector which was partially
offset by the $10.2 billion "surplus" generated by the
agricultural sector. ,

Recent economic and political developments,
notably the continued decline of the dollar on world
money markets, U.S. inflation, and deteriorating rela-
tions with Russia, may have a profound effect on U.S.
trade, both agricultural and nonagricultural, with de-
veloped countries, less developed countries, and
centrally planned economies. Future U.S. efforts
directed toward the achievement of a positive total
trade balance must address the forementioned prob-
lems and simultaneously move to strengthen exports
of U.S. products, especially agricultural commodi-
ties. Such an expansion can occur only with strategic
and effective market development.

The problems associated with market develop-

ment strategies and the effective implementation of



such strategies are many and complex. Our trade
problems with developed countries can be summed
up in one word, protectionism. Our efforts to expand
markets in less developed countries, which have con-
siderable growth potential, are largely impeded by
the lack of liquidity or effective demand, i.e., no for-
eign exchange. Our market development problems
with centrally planned economies are in their infancy
with the People's Republic of China and the U.S.S.R.
Trade with other centrally planned economies, such
as Poland, is also hampered by the lack of effective
demand.

The recent visit by Secretary Bergland to Mexico
in June 1977, and to several East European countries
in May 1977, exemplifies the priority of expand-
ing these markets. The Tokyo Round of the Multi-
lateral Trade Negotiations, though inconclusive, will
resume in November and provide further opportuni-
ties for averting the universal trend towards
protectionism.

To quote Secretary Bergland: "We are moving
ahead. . . to strengthen exports even more:

"Our reserve policies and programs are designed
to ensure our ability to be a reliable supplier.
"We are pressing hard in all international nego-
tiations for a reduction of trade barriers.
"We have made over twice the amount of export
credits available this year, compared to last year.
"We have adopted a more coordinated approach
to export promotion.

"All of these actions will mean that America's
farmers can count on our doing everything pos-
sible to achieve long-term growth in all of agri-
culture and that includes our export markets."

It is to this end that activities of the USDA,
government, and private financial institutions, farm
chemical and machinery industries, extension ser-
vices, storage and marketing services, and transporta-
tion must be directed if agriculture is to maintain its
role as a major factor in America's economic growth.

The European Community has a system of vari-
able levies on basic agriculture commodities. This is
true for wheat, but more important at this stage is feed
grains. What they do is impose this levy so that they
maintain their price at about $5 per bushel, so when
the world price goes down, they increase the levy. If
the world price goes up, they reduce the levy. Right
now, the levy is equal to 100 percent of the value of
the corn that we land at Rotterdam or Hamburg. The
end result of this system has produced some interest-
ing results. It's produced surpluses of milk, surpluses
of beef and of wheat. One of the reasons it has pro-
duced surpluses is because the USDA, back in the
early 1960's, got what is called a "binding" on soy-
beans. That "binding" on soybeans is a zero duty. So
our soybeans go in and they pay no duty at all and we
also have a binding on what we call junk feeds, in
nicer terms, those feeds which are not included in
barley, wheat, oats, corn, sorghum. That's tapioca
from Thailand, all types of industrial by-product
corn, by-product feeds, sugar pulp, that's anything
you want to think of other than the basic feeds. These
feeds also, in most cases, have zero duty bindings.

Every time the European Community increases its
milk prices, and increases its grain prices, that accel-
erates the imports of the soybean meal and these junk
feeds, or I should say non-grade feeds. Which adds to

their surplus of dairy products. The advantage to us is

that we are selling more soybeans, in part, because of
the system the European Community has in running
their agricultural policies. So I want to thank you for
the very fine system you have installed and I want to
warn you I don't want any action taken on our soy-
beans or on our non-basic feeds. This is obviously the
next step in their minds and it is not a very long step
either. They've already made arrangements. I read in
the paper the other day that Thailand, which is the
major supplier of tapioca, has all at once restricted
their exports to the European Community. That's very
interesting. That came after a press release appeared

earlier that the European Community was going to

talk to Thailand about their major export of tapioca to

the European Community. This is such a good market

for that product that it went from two to five million
tons in three years and it's on its way to ten million
tons when the community decided they had to do

something about it. That's what happens when you
have a bunch of bureaucrats who get too involved in
the market.

On the wheat agreement, I'm just extremely heart-

ened that the community has bent over backwards to

be so thoughtful, considerate and helpful. I'm sure
that everybody in North Dakota will send a nice note

to the commissioners, thanking them for all they've
done for us in this area. We've been carrying those
residual supplies of wheat for so long, I think they feel
it's not only a tradition, but an obligation on our part.

It's not an obligation on our part. It certainly is a tradi-
tion that we don't especially like. To the extent that

the community is dealing with us on this issue, I must

say that I'm very happy. I‘think what's happening in
the negotiations is not all that we'd like to happen, at

least it's a movement in the right direction. I had the
opportunity before I went into the commodity pro-
gram area to do the trade policy for these negotiations

for the USDA. I was deeply involved and still am•
There is a point that we have to consider very se-
riously. There are institutions in the,rest of the world

that have to be modified in order that the rule of com-
parative advantage is allowed to prevail. I've kidded

Mr. deLange a bit about some of the strange programs
that they have in the European Community, and now
I'm going to kid myself a little bit about some of the
strange programs I run. We have a meat import law

right now. You would think that if another hundred

million pounds of beef came in to this market, that

every feeder and every cattleman, cow-calf person in
this part of the country would go broke if you heard

what terrible things were told to_us when we in-
creased the imports of beef by 200 million pounds last
summer. Then I looked at the statistics, and I said, you
know, we produce 22 billion pounds of beef, we im-
port 1.4 billion pounds of beef and we increased it by
200 million pounds. Two hundred million pounds of
beef is equal to one pound of beef per year, less than
one pound of beef per year, per capita, for the United
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States. That's all. You can argue that maybe the way
We did it wasn't the best, but the beef imports aren't
going to kill our beef industry, I can assure you. We
have a dairy program, also. It's another interesting
Program. We allow six hundred thousand pounds of
butter in the U.S. each year. Can you imagine what
that would do to the butter industry? That comes to
less than a quarter pound per capita, per year, per
Person. Then we have the peanut program. We have
quotas and we don't allow any peanuts into the U.S. at
all. We have a duty on soybean imports of $.75 a
bushel. We have to protect our soybean industry from
Competition in the world market. We only export 60
Percent of our production. We're not clean either. I
don't think any country is clean and I don't think we
should be. What we are really trying to do is modify
the situation, to the extent that we can allow compara-
tive advantage to take place more and not less. In
Other words we are trying to move closer towards
liberal trade because it's in all our interests in the
longer run. That doesn't mean we should dismantle
our programs nor should the Community or Japan or
anyone else in the short run. What we want to do is
Modify those programs so that we can continue to
nlove in the right direction.

Discussion
Q: You made a comment on that one slide that
showed trends in meat exports. You said poultry was
Way down, then it came up and went way down again.
A: Yes. It's gone up and it's gone down. What hap-
Pened is that you go into a poultry market, and as soon
as they get the technology they're going to buy the
feed grain and the soybeans and produce broilers.
There's no hidden technology in growing chickens; a
broiler industry can be started any place in the world.
So that market starts developing when, for instance,
the OPEC countries decide they have lots of money.
They want to buy chickens. But then right behind
them come the soybean people and the feed grain
People who say, "You don't have to buy all that
chicken. Let's set up a broiler production unit." That's
exactly what's happened. The poultry market really is
not a long-term one in any given market. In the long
run, what you're looking for really is increased ex-
Ports of soybean meal and corn. We even encourage
Countries to set up their own poultry enterprises. So
there's no long running expansion in that area.
Q: What's the high quality beef selling for in Euro-
Pean countries and in Japan in terms of our dollar?
A: In Japan it's selling for about $12-$14 a pound
retail.
Q: Who's getting the big cut on that 12 dollars a
Pound?
A: Well, there's a quota. They only allow a few thou-
sand tons to be imported. Japanese will allow this
Year something around 85,000 tons of beef in from all
sources. Out of that to be imported, we will have
about 15,000 tons. The Australians will be the major
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suppliers into the market. The Japanese just don't al-
low sufficient quantities of beef to be imported. Their
beef consumption is around 8-9 pounds per capita.
Ours is 122 pounds. That's why the price of beef is so
high in Japan. Who makes the money on the imported
beef? The government does. The government brings it
in, and then they sell it to their users. They pocket the
difference; it's good business.
Q: Is that the same way in Europe?
A: Well in the European Community, the high qual-
ity beef is kind of a new thing for us. We have a couple
of problems. One is that they have a variable levy on
imported beef. A variable levy nieans that the levy
goes up when world prices go down, and so the cost of
beef in the European Community stays relatively un-
changed by world prices. Presently, all the taxes and
the duties and other costs would take a $2 hunk of
high quality beef and raise it to about $6.
Q: You said Japan just basically doesn't want the beef
to come in. Are they trying to protect some domestic
beef producers?
A: They are trying to protect their domestic dairy
industry. They developed the dairy industry over
there, and part of the income is from the sale of steers
off that dairy herd and from old cows and old bulls.
This is the way in which they are trying to protect the
income of those producers.
Q: What's the prospect of gaining back the wheat
market we've lost in the European Community?
A: Well, our exports of wheat this year are running
pretty high right now.
Q: Yes, but a lot of poor quality wheat has gone out of
Brazil.
A: Yes, that's right. Actually I think our wheat ex-
ports have been moving pretty well. I think our ex-
ports the first quarter this year were up from 6.1 to 8.2
billion dollars. We're really riding at a rate of over 32
billion dollars this year. We don't think we can main-
tain that. One of the big increases in the difference
was wheat, which was up by 400 million dollars. So
we've moved quite a bit of wheat, and I think the
major change has been the Chinese market where we
had 2-1/2 million tons.
Q: You showed a very small amount of dairy exports.
I didn't see anything about dairy imports. How are
they in size compared to the exports and compared to
our total domestic market?
A: Our dairy imports run about 98,000 tons of all
dairy products. Our dairy exports are very small. Our
dairy imports are basically cheese. I think kasine is a
different issue. I don't know whether you want to put
kasine as a dairy product or a non-dairy product. The
cheese imports will run about 90,000 tons. I just don't
know what the value is. You know, it comes in all
types. It's not all that big, though; it's pretty small.
Cheese import constitutes less than 2 percent of our
consumption.
Q: What do you see as the potential for exporting
sunflowers?
A: I think it's about equal to our ability to produce
them. Aren't we exporting most of the sunflowers



we're producing now? Most of them are going to Ger-

many. There's been a tremendous advertising cam-

paign there for years for people to consume sunflower

seed oil. Its posters are all over the country. I'm not
sure who does all that promoting over there. Is it
mostly the Eastern Europeans? Both sectors of Europe

produce sunflowers and they've done a tremendous

job of promoting the use of sunflower oil. So you have
a ready-made market. All you have to do is produce
and export.
Q: What's going to happen to exports in the next 5 or

10 years?
Oyloe: Well, I remember when the President of the
United States said, "We will export $10 billion worth
of agricultural products." That was in 1971. My friend
asked me how could we export all those agricultural
products. I said, "I don't know how, but that's what
the President said, and I think he's right." My friend
said, "We'll never get the $10 billion dollars!" Well,
we're at $29 billion now. So you ask me what's going
to happen, and I'm going to tell you, I don't know. All
I know is that as countries in Western Europe and
Eastern Europe, and as Japan and countries like Korea
and Taiwan continue to expand their real incomes,
they will buy more soybeans and more feed grain. It's
going to go up. Furthermore our ability to produce
much more than we're producing now at these prices
is pretty limited I think. So one of two things has got to
happen; they probably both will happen. One, the
demand will continue to climb. Two, the prices will
have to increase over time. I just don't know what else

is going to happen. I don't know where we're going to
stop.
Comment: In 1971 corn was $1 a bushel, and now it's
$2 to $2-1/2 a bushel. It's worth twice as much now.
A: Yes, and we used to export not too much corn, but
now we export 25 percent of our production. We're
exporting 52 million tons, I think, this year — that's a
lot of corn.
Q: What do you see ahead for the role of PL 480 sales?
The Dole bill is putting some floors under the amount
they should get. Is that good?
A: I don't know what to do about PL 480. It's certainly
a very useful item. I think we have to have it. I think
it's important that we have PL 480 and also CCC credit
for exports to help move our product. I have a little
trouble understanding what our goals are with Public
Law 480. They vary from time to time, depending on
the situation, and maybe that's why it's a good law.
You can use it in some cases to move produce which
you're having trouble with, and in other cases you can
help people who are hurting get something they
couldn't get because prices were too high. I think that
PL 480 is part of the institution. It's a flexible program
and can be utilized to accomplish a number of objec-
tives, sometimes on the surplus side, sometimes on
the need side.
Q: Wasn't it PL 480 that caused the sudden spurt of
U.S. exports in 1973?
A: No, that was Russian purchase of wheat. There
were a number of things that caused the spurt. One, of
course, was the dramatic increase in a couple years

there when the Russians bought a lot of wheat. But I

think the dollar had a lot to do with it. Once the dollar

was set loose, we became much more competitive in
the world market because the dollar floated down to
something close to its real value. I think another point
was that the Eastern Europeans and the Russians had
to feed their people. Their people were demanding
better diets, and they had to buy more food. They
don't have the ability to produce some of those foods.
For instance, the conversion of feed to livestock prod-
ucts in Russia is very low because they overcompen-
sate on the grain side but don't have enough protein.
So they are going to have to buy soybeans and corn.
One of our major markets is East Germany now.
They're buying about 4 million tons of grain a year
from us, a million tons of wheat, 3 million tons of
corn. Those don't even occur in the statistics half the
time. Then, of course, there's China. Who knows what
China is going to buy, but they've been shopping
around for a lot of wheat lately. They've bought soy-
beans from us, and they're buying cotton from us.
Another factor is the increase of income in countries
like Korea. Korea is just about a billion dollar market

now for U.S. agricultural exports. They make shoes;
they make electronic equipment; they're short on la-
bor; they are just a booming economy. Taiwan is an-
other booming economy. These countries, as the in-
comes get higher, tend to buy more food from us. So I
think it was a combination of increased income and
the dollar being traded at lower prices.

Q: The President has restricted the quantity of beef
that can come into the United States. How much can
come in if he lifted the restraint?
A: Under the restraint program, we will allow
1,570,000 pounds of beef into the country. If we had

no restraint program, we wouldn't get over a hundred

million more pounds of beef. What's a hundred mil-
lion pounds of beef? That comes to 1/2 pound per
capita in the United States. What's our consumption?
Over 122 pounds per capita. So if we were to take all

the restraints on beef imports off and say everybody
can come, we would not get any more beef.
Q: Will the consumers be upset if we send high qual-
ity beef to Japan?
A: No, they won't know the difference. A few thou-
sand tons is not enough to make any, difference. It's
not a good day's killing at one of these large process-
ing houses.
Q: You mentioned about your difficulties getting to

work Monday morning because of the AMA tractors.
What if those people achieved their legislative objec-
tives? What would happen to these agricultural
exports?
A: I haven't been able to figure out what the farm
movement objectives are. Secretary Bergland said,
"When you can tell me what you want to do, and what
you want me to do, and what you want to accomplish,
I'll see you. But Fri' not going to see you until then." I
don't know what they want, and I don't even know
sometimes if they know what they want. Some of
them come from the marginal wheat areas out west

here, North Dakota, South Dakota, maybe up in Min'
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nesota where wheat is kind of marginal. Now last year
When they came in, all they could do was pound the
tables and talk about the price of beef and how terribleit was for them. The price of wheat was lousy and the
Price of beef was lousy and they were hurting they
really were. This year every time I mention beef they
say, "Shut up. We aren't talking about beef. We aren't
talking about cows and calves. We want to talk about
Wheat." So I really don't know what they want. I think
that they just feel that the government is strangling
them and that we're a big amorous bureaucratic
Pillow.
Q: Why does USDA have the idea that they have to
open all the sales offices in all the foreign countries
and control all of the sales of agricultural products?
A: The USDA does not sell anything in foreign mar-
kets. We don't enter into contracts for any product at
all. All we do, under certain circumstances, is pro-
vide credit in certain countries. Now in terms of the
Offices that we have overseas, why do we think we
Should be running them? We're not the only ones run-
ning them. I think in Germany there are eight state
Offices. Eight states have representatives for agricul-
ture in Germany. Illinois and North Carolina are two.
They carry on their own activity and, of course, every
Private firm who is in business over there has its of-
fices there and throughout the world. They only come
to us when they have a problem. That's what we're
there for, to help them out with problems. We don'tfeel we're in the business of selling products. We're
there to help the guy who is selling.
Q: How many places have you combined offices like
Secretary Bergland is talking about?
A: We're doing it right now under the new legisla-
tion. I think we're probably going to open up Ham-burg this year. London we've already opened up.
We're thinking about some place in the Persian Gulf.
We're going to open up a shop in Korea. I don't know
What we're going to do about South America yet. I
don't think we've made a firm commitment.
Q: Do you think PL 480 has made any significant
contribution to creating demand in terms of stimulat-
ing tastes in these countries?

I just don't think there's any question about it.
rublic Law 480 made wheat consumers out of the riceconsumers in Japan. I shouldn't mention this now,but it was tremendous incentive in Germany to go
from oriental-type tobacco to Virginia-type tobacco.
Before the war they neiTer smoked any.Virginia-type.NOW they don't smoke any oriental to speak of. WeJust had tremendous success with that program for
Inarket development; it's been a great program. It has
really three facets to it: it's surface disposal, marketdevelopment, and taking care of hungry people. But
the market develop,ment facet has always been a ma-jor contribution to our exports over time.

Agricultural Exports, Imports, and Trade Balance
with Major Trading Units (Calendar Year 1977)

Country Exports Imports
Agricultural
trade balance

Japan
Canada
EC (9)
CACM
LAFTA
Mexico

1,000 dollars
3,856,789 79,236 + 3,777,553
1,534,478 672,441 + 862,037
6,619,876 1,370,697 +5,249,179
168,458 :1,230,904 —1,062,446

1,537,149 3,795,019 2,257,870
664,405 1,013,098 — 348,693

Agricultural Exports, Imports, and Trade Balance
with Major Trading Units (Calendar Year 1978)

Country Exports Imports
Agricultural
trade balance

Japan
Canada
EC (9)
CACM
LAFTA
Mexico

1,000 dollars
4,435,282 92,380 +4,342,902
1,634,697 742,935 + 891,762
7,176,410 1,858,667 +5,317,743
182,672 1,134,742 — 952,070

2,408,476 4,416,449 —2,007,973
903,145 1,104,457 — 201,312
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Total Value and Quantity of U.S. Agricultural Exports (Calendar Year 1966-1977)

Under specified

Calendar Volume Total value gov't. programs Commercial

year (1,000 metric tons) ($ million) ($ million) ($ million) 

1966 65,845 6,881 1,353 5,528

1967 56,788 6,380 1,263 5,117

1968 56,312 6,228 1,189 5,039

1969 50,920 5,936 1,021 4,915

1970 63,890 7,259 1,033 6,226

1971 59,814 7,693 1,069 6,624

1972 76,128 9,401 1,153 8,248

1973 108,408 17,680 868 16,812

1974 92,825 21,999 859 21,140

1975 98,740 21,884 1,428 20,456

1976 111,086 22,997 1,441 21,555

1977 107,193 23,656 1,472 22,185

1978 29,406 1,571 27,836

Percentl

20
20
19
17
14
14
12
5
4
7
6
6
5

1Figures represent percentage of total exports that were exported under specifie
d government programs. Note: In 1956, exports under

specified government programs accounted for 41 percent of total exports.

Volume of World Exports, U.S. Market Share, U.S. Exports as a Percentage of Total U.S. Production,

Major Export Markets and Competitors for Selected Commodities - Calendar Year Basis

U.S. exports
1976 U.S. as a percent

World exports market of total U.S.
volume (1976) share production 

Commodity (1,000 MT) (0/0) 1967 : 1977 Major export markets Major competitors

Wheat and 67,518 41 47 46 Japan, USSR, Korea, Canada, Australia,

wheat products Egypt France, Argentina

Feed grains and 88,473 58 12 24 Japan, China (T), EC Argentina, Canada, EC

feed grain products

Rice 9,571 22 63 48 Iran, Indonesia, Thailand, Burma,
Nigeria, Rep. SAF Pakistan

Meat and 5,400 8 1 2 Japan, EC Australia, New Zealand,

meat products EC, Argentina

Poultry meats, 798 22 1 3 Japan, Canada, Netherlands, Hungary

fresh and frozen Hong Kong, Iraq

Dairy products 6,288 1 .3 .4 Philippines, Mexico, EC, New Zealand,
Japan Australia

Soybeans 19,736 77 27 35 Japan, EC, China (T) Brazil

Protein meal 17,961 28 40 61 Japan, EC, Canada, Brazil, India,
E. Europe Philippines, Indonesia

Vegetable oils 8,029 13 37 26 Egypt, India, Brazil, Philippines,
Pakistan Malaysia, Indonesia

Value of Major U.S. Agricultural Exports by
Commodity Group ($ Million) 

Commodity 1967 19771 1978

Animal and animal products 661 2,665 3,020

Cotton, excluding linters 464 1,529 1,740

__ (1149

Fruits and preparations 309 835 

19
Grains and preparations 2,682 8,713 11,580

Oilseeds and oilseed products 1,256 6,615 8,8

Tobacco, unmanufactured 498 1,3581,094

Vegetables and preparations 175 631 703

Other 335 1,554 1,803

Total agricultural exports2 6,380 23,636 29,............„

'Beginning January 1970 export values include small amounts

of commodities formerly classified as nonagricultural:

'Totals may not add due to rounding.
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U.S. Export Volume of Selected Commodities (Calendar Year Basis)

Commodity
Grains

1971 1972 1973 1974 1975 1976 1977 1978

 1,000 metric tons
Wheat and wheat products1 17,782 22,868 38,775 26,241 32,052 27,771 25,524 35,895

(653) (840) (1,424) (964) (1,177) (1,020) (937) (1,318)
Feed grains and products2 17,250 28,117 41,902 37,472 40,375 51,568 48,490 56,314

(506) (880) (1,304) (1,173) (1,316) (1,742) (1,591) (1,970)
Rice 1,480 2,031 1,628 1,723 2,135 2,103 2,187 2,171

Figures in parenthesis represent:

21,000,000 bushels of corn.
11,000,000 bushel equivalent of wheat and wheat product exports.

LIJU.S. Export Volume of Selected Commodities (Calendar Year Basis) 

HAnimal products 
Commodity 1971 1972 1973 1974 1975 1976 1977 1978 

CO 1,000 metric tons  

ILIMeat and meat products 185 197 268 244 296 410 408 410
Poultry meats,
fresh and frozen 60 65 72 77 94 179 186 195 

iDairy products 238 172 33 27 80 71 78 125_ 

Co)

-U.S. Export Volume of Selected Commodities (Calendar Year Basis)  0

.

Oilseeds and oilseed products 

li
Commodity 1971 1972 1973 1974 1975 1976 1977 1978

 1,000 metric tons 

aSoybeans 1 11,538 11,995 13,220 13,940 12,496 15,332 16,196 20,704
(423) (440) (485) (512) (459) (563) (595) (761)

<
Protein meal 4,285 3,852 4,792 5,158 3,950 5,043 4,293 6,294
Vegetable oils- 1,135 1,032 963 1,300 859 1,029 1,335 1,512 LLJ

1Figures in parenthesis represent 1,000,000 bushels of soybeans.

I

Value of U.S. Foreign Agricultural Trade
and Agricultural Trade Balance
(Million $, Calendar Years 1966-78) 

0Calendar Agricultural
Year Exports Imports trade balance-

1966 6,881 4,491 + 2,390
1967 6,380 4,452 + 1,928
1968 6,228 5,024 + 1,204
1969 5,936 4,957 + 979
1970 7,259 5,770 + 1,489
1971 7,693 5,823 + 1,870
1972 9,401 6,467 + 2,934
1973 17,680 8,419 + 9,261
1974 21,999 10,247 + 11,752
1975 21,884 "9,310 +12,574
1976 22,997 10,992 + 12,005
1977 23,636 13,438 + 10,198_ 1978 29,406 14,804 +14,602
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Discussion
Hugh McDonald, Moderator

Extension Economist
North Dakota State University

I want to take up some of the things Turner talked

about and relate them to some of the things I'm con-

cerned about a little closer to home here in the Upper

Midwest. I'm going to use some North Dakota exam-

ples. Our major commodities are hard red spring

wheat, durum, sunflowers and barley. Those are the

four top cash market products for North Dakota pro-

ducers. North Dakota, for instance, produces about

half the hard red spring wheat in the U.S. We produce

about 80 percent of the durum, about 25 percent of the

barley, and about 65 percent of the sunflowers. Now

those percentages go up a little bit if we include that

portion of Minnesota that is involved in those crops.

They would increase even more if we would include

Manitoba. Turner talked about the share of these mar-

kets that the U.S. has. I'd like to look at the wheat

exports by class and at barley. Maybe this will stimu-

late a few questions for Turner later.
Our barley exports as a share of U.S. exports is

one of the more depressing areas that we are con-

fronted with. While feed grains are going up on the

charts Turner showed us, our exports of barley really

aren't anything to brag about. Around 6 percent of our

production will be exported in the current export

year. Our domestic use of barley has declined. If you

look at the trend line since 1970, we're using less feed

barley domestically now than we were in 1970-71. So

that means that exports are more important than ever

before but exports are also trending down. If we are

not going to use barley at home, then we're going to

have to find a larger export market for more feed bar-

ley, or reduce production. Our exports are relatively

low, and are quite variable. They've ranged from a

low of 24 million in 1975-76 to 88 million in 1973-74.

It depends upon some markets like Russia, that show

up occassionally to take a few additional bushels.

Sun seeds are the bright spot on the horizon for all

of us, with 70-75 percent of U.S. sunflower seeds be-

ing exported. We're going to have an increase in pro-

duction this year. Some people see an increase of as

much as 30 percent in the U.S. sunflower acreage in

1979. We haven't had any problem exporting sun-

flower seeds. We're using a very small amount of

them domestically, but we're going to see more. Is the

export market going to be able to absorb these sun-

flower seeds in an unlimited quantity on down the

line? I guess one thing I'd like someone to explore

with Turner is what kind of a market development

program FAS has ready to throw into the slot when

sunflower producers start developing surpluses, if we

do. What kind of a cooperative program do we have to

stimulate sunflower seed or oil exports to foreign

markets? We may need them as we look down the
road.

In durum, again our domestic growth is very

slow. Hard red spring domestic growth is slow. The

only hope we have to develop an expanding market

for our major cash commodity, wheat, is the world

market, and I get the idea that the future doesn't look

very good for hard red spring wheat even though

growth has been substantial the last 20 years. What's

the expansion possibility for hard red spring wheat?

If we are going to be-limited to growth in demand fronl

population increase or even less than that if we have a

shift in preferences from hard red spring to other

classes of wheat, or because of rising incomes of large

shares of population in the world, I think it has some

real implications for the Upper Great Plains. I think

Turner did an excellent job of presenting the picture

of what our exports are, how important they are to us,

and what the growth has been. The growth has been

fantastic. I hope you would ask Turner about the ex-

tensions of these things and what the prospects are 
for

us locally as we look at things on a more parochial
basis.

Turner is in the same position as most everyone

else is as far as what the implications are for the

People's Republic of China. Any time you open up 25
percent of the world's population as a new market, it

has to have drastic impact, direct or indirect, and

these will extend right back to us in North Dakota,

hopefully. It has implications for our transportation

system, export facility development, our way of mov"
ing commodities, and many others. We may have 

to

start moving more and more commodities, for in;

stance, to the West instead of to the East and the Gull

— our traditional route.

Oyloe: First of all, regarding 1Rarley. The problem is

that the European Community is one of our major

corn markets and is also the world's leading Po"

ducers of barley. They use barley extensively in 
feeds,

and they also use quite a bit of feed wheat. It's difficult

to sell barley to countries which are major barley prc)"
ducers. That doesn't mean we shouldn't try and that

from time to time there isn't the possibility of selling

barley. However, I think the market for barley for feed

purposes probably will be greater in the Far East in

the future than it is at this time. We've done a good job

promoting sorghum and corn and perhaps more Work,

should be done to promote barley. The U.S. Fee°

Grains Council is interested in promoting the devel-

opment and marketing of all feed grains including

barley, corn, sorghum, and oats. I think that our en1",

phasis in these promotions has been on sorghum an°

corn because of the availability position and quanti-

ties available.
We're one of the few countries in the world 

that,

can grow corn. The European Community though,'

they could grow corn, and they do grow some, hu;

they don't grow very much. The French inc
reased

production from a low level to about 13 million tons.

However, production fell back to about 9 million tons,
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and now they are switching to some extent into what
they call feed wheat. Another way to look at it is that
the more corn we export, the more demand there is at
home for barley. I'm not trying to beg the question, but
I think there is some truth in my evaluation. The
higher the corn prices, the higher the barley prices. In
a sense, any export movement of any feed grain is
going to be helpful to the feed economy here at home.
To be very honest with you, I don't see the export
niarket for barley growing at the same rate as corn.

Sunflowers are a miracle of all miracles. The
'fore we grow, the more we export. What really is
happening is that people in this area are cashing in
based oil a very large promotion program paid for by
the Europeans to expand the use of sunflower seed
oil. Every place you go in Germany, you see a sun-
flower, and they tell you if you eat this oil all types of
good things will happen to you. In fact, it was so good
that we set up a similar program to promote soybean
oil. I think exports will continue to grow because
there is a tremendous market for sunflower seed oil in
western Europe. There's no end to it, especially if
Europeans keep pushing it as hard as they have in the
Past. It's considered a quality oil, and it does have a
Premium over all other oils except corn oil. But corn
oil is of such limited quantities that really that's no
Problem.
, 'just don't know what to say about durum. I think
lt is a matter of developing a market for durum prod-
ucts. There are large markets in Europe, especially in
Western Europe, but I think there is a potential for
treinendous increase in eastern Europe, especially in
countries such as Hungary, Poland, Romania, and Yu-
goslavia. Really, we have to do more work on that.

As to your spring wheat, that, too, is a matter of
Lehanging some of the mixes that are used to make
°read. I think part of the growth there will just be from
he fact that people are going from more traditional
°reads to breads that require more protein. But I don't
really see any fast breakthrough in that area.

2: You haven't made any reference to any of thePEG countries or the African countries.

Oyloe: That's a good point. These are growing
Inarkets. It's kind of hard to know exactly how they
,arie going to grow. They have a lot of money to spend.
in.eY are spending a lot of it on food, and we aregaining some of the benefits. In Saudia Arabia we are

s"Ing into a large poultry activity where they are uA-
,11g corn and soybeans. We're selling them chickens,fo.nd so is the European community. Egypt is being

anced this way in part. We're selling an awful lot of
r,wneat there and also some other commodities. You
ee, each one of those countries in OPEC is different.
You take Saudia Arabia and the peninsula out of it,

rti ve got a different picture than if you take out
ndonesia, Nigeria, or some other member states.I think that the most fascinating situation we're
c'ing to see in the future is not really there at all butsouth of our own border. Mexico is projected to have a
P°Pulation of 100 million people by the end of this
.:entury. They are also projected to have some of the
greatest oil reserves in the world in the next ten years.

There's no question in my mind that Mexico is going
to become a very major market for wheat, feed grains,
soybeans, and probably some other items. I think
we'll be seeing this market develop faster than any
market in the world.

I think your point is well taken that the potential
for expansion in our exports to Indonesia, to Nigeria,
to Mexico, and to some of the more populated oil-
producing countries is quite phenomenal. I think in
the future that we will be seeing that happen also. It
seems to me that if you look at the growth in incomes
in the rest of the world — the OPEC countries, China,
Nigeria, Japan, eastern Europe, some of these tradi-
tional and some nontraditional markets — and then if
you look at our ability to increase production in the
U.S., over the long run, demand is going to outrun
supply. Now, I'm not talking about number of mouths
to feed; I'm talking about effective demand, that is,
people who can afford to pay for it, I don't see any end
to this. I'm not too worried about the longer run impli-
cations for agricultural exports in terms of the buying
power in the rest of the world to sop up our surpluses.
One might turn around and ask what's going to hap-
pen if we can export more than we want to. That's one
of the major issues that we're going to have to face in
the future.
Q: Are the OPEC nations pretty self-sustaining with
their food needs — or who supplies them?
Oyloe: It varies from country to country. Who sup-
plies them depends on what they buy, and the degree
of self-sufficiency depends on how much income
they have with which to buy. All of those countries
probably could buy more food and have a higher die-
tary quality. As more foreign exchange becomes
available, they do spend some of it on purchasing
more food. They do it two ways. One, they buy the
end product, and two, they encourage production in
their livestock industries to expand. The countries
we're talking about are the Arabian peninsula, Iran,
Iraq, Indonesia, Nigeria, Mexico, and Venezuela. I'm
sure I've missed a few, but those are the major ones.
In all cases, those countries have a potential for ex-

, panding consumption, and as their buying power in-
creases, they also have the potential for purchasing
more foods. I see this as being a very positive factor for
American agricultural exports in the future and even
right now. There's been a tremendous increase in food
purchases by the Persian Gulf countries. Exports have
gone from a couple hundred million dollars of food
purchases from the U.S. up to over a billion dollars in
the last few years. The FAS also will be setting up a
trade center in that area very soon so that we can
service our trade people better to promote the exports
of our products to those areas.
Q: How long will the U.S. government allow us to
export our products in the face of shortages before
they put restraints on it as they did in 1973 with
soybeans?

Oyloe: Nobody can answer that question because it
will depend on the situation. To tell you there is a
basic plan would be wrong; there isn't. There never is.
That's a decision nobody wants to look at. I think the
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one thing we learned in 1973 was that it was an aw-

fully dumb thing to restrict our exports. It was so

dumb that a bipartisan group including the former

Secretary of Agriculture and the present Secretary of

Agriculture have said time and time again that this

will never occur again unless it's over their dead bo-

dies. I believe they mean exactly what they say. But

there is no commitment on the part of the U.S. govern-

ment not to restrict exports under any and all condi-

tions. I don't think we'll ever have that commitment.

We can't afford to give that commitment because we

also have a priority to feed the American people.

Q: Are you saying we have to feed the American peo-

ple with cheap food?
Oyloe: I'm saying as a practical matter — let's face it;

when it comes to voting, there's about 93-94 non-

farmers for every farmer in this country. There really

has to be some type of balance between the two fac-

tors. This will be worked out by trial and error like
everything is in this world because that's the only way

we can do it. We have to assure the farmers a decent

income and a decent future for them to produce, and

we have to assure the consumers an available supply

of quality foods. That's our objective in this game.

How we do it becomes a problem. If we allow the

prices of all commodities to go to their world levels in

years of shortages, then the question is: do we allow

the prices to go to their real levels in years of sur-

pluses? Both sides have to compromise a little bit over

time. What program will be worked out, I don't know.

If you are going to ask farmers to assure the supply of

food, which you've got to, then you are also going to

have to ask the nonfarm economy to give the farmer

some protection against years of surpluses. We know

there are going to be years of shortage. It happens all

the time. It's been happening for thousands of years. If

you are going to put some ceiling on prices, then you

are going to have to put some type of floor on prices.

The idea is that you don't want to do any more of that

than you have to, because you want the free market to

operate as much as possible. To say you are going to

allow it to work under all conditions is absolutely not

true. You know it, and I know it. We can't afford that.

We have to assure our food supplies in the U.S.
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The Great Depression and World War II both dis-
rupted the normal flow of world trade. So modern

agricultural trade begins after the war when nations

set up an institutional framework to rebuild interna-

tional commerce.
In the 25 year period from 1953 to 1977, the index

of total world output of all commodities rose from 100

to 310 and the index of volume of world trade went
from 100 to 460. Agricultural output in that time
nearly doubled, and the volume of agricultural output
rose from 100 to 153 but the physical volume of our

exports quadrupled, going from 100 to 410. Our agri-
cultural imports grew at the same rate that our pro-

duction did, but dropped from 39 percent to 8 percent
of total U.S. imports.

In 1953, soybeans and soybean products repro'
sented 11 percent of total U.S. agricultural exports, as
compared to 27 percent in 1977. Feed grains went
from 7 percent to 23 percent. Wheat stayed near 14

percent. The major shift NV as from cotton and tobacco,

products of the South, to oilseeds, feed grains, and
wheat, products of the Midwest, which now comprise
63 percent of our agricultural exports.

Political, economic, and technological forces
have greatly influenced World trade. Those that have
worked to increase it include population growth, in-
come growth, the distribution of both of those, and

the desire for meat products. Technological advances
that increase specialization among nations make
trade necessary. National and international policies
also can increase trade, food aid programs, export

subsidies, market development activities, interna-
tional trade negotiations, the neglect of agriculture
in some less developed countries, and policies to

change internal food consumption patterns all affect

World trade in a positive way.
Similar forces can retard trade. The same technol-

ogy that helps trade also decreases it by permitting
less developed countries to become self sufficient.
National policies, on the whole, tend to dampen
trade. These are policies such as preferential treat-
ment for political reasons and quotas or tariffs de-
signed to protect domestic industries.

After World War II, western nations tried to set up
a framework to rebuild trade. One institution, a ten:1-,
*The speaker did not review the edited speech.
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Porary agreement to stimulate trade in manufactured
goods, IA,Tas called the General Agreement on Tariffs
and Trade (GATT). It was signed in 1947. Another
organization, the International Trade Organization
(rro), was to be created within the United Nations. It

; Ivould be like a contract, containing specific rules and
agreements for trade. The Havana Charter, which es-

: tablished the ITO, was not passed by the U.S. Con-
gress, and so the organization was never set up. The
GATT remained the only internationally agreed upon
forum for the discussion and conduct of trade. It has
evolved since then to recognize new realities such as
less developed countries and regional trade groups.

The GATT has four principles: 1) tariffs are the
Only legitimate trade barrier; 2) trade is *nondis-
criminatory; 3) disputes are discussed within a for
ma! framework of consultation and confrontation;
4) periodic multilateral trade negotiations are held.
GATT has held seven sets of multilateral negotia-
lions. The latest, the Tokyo Geneva Round is now in
process.

Another major institution in international trade
is the United Nations Conference on Trade and Devel-
°Pment (UNCTAD), consisting of a group of less de-
veloped nations that deal with issues important to the
Third World. The group is providing a forum for the
development of a wheat agreement. UNCTAD is the
Place in which we can deal officially with the Soviet
Union, because it does not belong to the GATT.

I would like to discuss the broad, general picture
and scope of agricultural trade and trade policy ques-
tions, focusing on three main themes. The first one isthe evolution of agricultural trade in the past 25 years.
In this particular part I will mention a few numbers.
The second main theme is the major political and
economic forces which have shaped agricultural
trade over that 25-year period and of course were im-
Portant long before that. The third theme I want to
touch on is the evolution of some international insti-
tutions for negotiation and consultation on trade
clUestions and trade issues. I want to speak about the
background of these institutions, where they came
from and what they are, so that we will be able to lead
directly into specific discussion of the current round
of negotiations.

Take your mind back at least abstractly to the
Period before World War II, the period of the Great
Depression. It was an era in which output, prices,
income, and standard of living fell in many places
around the world, not only in the U.S. but in almost
every place. One of the areas in which this fall in
economic activity was felt keenly was the trade area.
As they saw their economic lives and health
threatened, nations put up trade barriers against the
free movement of goods across international bounda-
ries. Trade of all kinds dropped during the 1930's to
less than half of what it had been at the start of that
decade.

One of the most graphic illustrations of this col-
lapse of world trade was a graph that I found in an old
League of Nations publication. The graph may not be
of any great analytical value, but it is a clever idea and

158

shows quite clearly what happened to agricultural
trade in the period in which the Great Depression
began. It looks very much like a spider web. In the
upper left hand side is January 1929 when the stock
market collapsed and the Depression began. The rays
and spokes of that wheel go from January around the
calendar year. The length of the line from the center
shows the volume of trade. You can see that one
month after another trade declined — all the way
through 1929, 1930, 1931. It began to wind down
toward the center in 1933. The figure shows the
decrease in international activity during that time
period.

When the Depression began to be alleviated and
world trade showed signs of recovering, World War II
began and further disrupted the normal international
commercial activities. So really, modern history in
agricultural trade starts after World War II was over;
the institutional framework surely starts at that time.

I have chosen, for a 25-year period, to look at 1953
to about 1977 as a point of comparison and departure.
Think who and where you were in 1953 and since
1953. The world output of all commodities — that is
manufactured goods, agricultural goods, everything
— is estimated to have increased from a 1953 base of
100 to about 310 now. So it has more than tripled in
this period. Part of that world output is traded among
countries, and that trade of all goods and services
increased from 100 in 1953 to 460 in 1977. This is just
volume and does not consider price changes or value
changes at all. That means that trade increased a lot
faster than world output did.

Agricultural output in that period grew from a
100-base level in 1953 to a level of 185 in 1977. Agri-
cultural output for the world as a whole did not quite
double in that 25-year period, but agricultural trade in
volume terms bushels, baskets, boxes, and bales —
increased from 100 in 1953 to an index value of 240 in
1977, more than doubling. World trade grew faster
than world output for everything, including agricul-
ture. (Agricultural output, based as it is on a stingy
environment and difficult technical progress, did not
increase as fast.) For the world as a whole, these are
some benchmarks that you can keep in mind: output
and trade increased in both agriculture and non-
agriculture products with trade being the more buoy-
ant and rapidly-growing element.

My figures of the volume of U.S. agricultural ex-
ports differ from the figures that Turner spoke of ear-
lier in that they do .not include price changes. They
are an index of physical value. The index grew from
100 in 1953 to 410 in 1977; that is, the physical vol-
ume of U.S. agricultural trade quadrupled in a 25-year
period. That is a very substantial growth, especially
in view of the fact that agricultural output in this
country, taken as a whole, grew from 100 in 1953 to
about 151 in 1977. This is why people like Turner are
very much concerned about foreign markets and their
development and potential; trade is now and has been
for a long time an ever-growing part of the agricultural
market. -

They think a lot, too, about the imports of agricul-
tural products. The volume of imports of agricultural



products grew from 100 in 1953 to 153 in 1977. So our

imports grew at about the same rate as our production

did. We're importing about the same proportion of

our production as we did back in 1953. Agricultural

imports are not growing relative to our total domestic

output the way agricultural exports are.
Incidentally, back in 1953 agricultural exports

were 18 percent of this country's total exports. Now

they are 20 percent, not a very big increase. They are

just slightly more than keeping pace with the growth

of total exports from our country. On the other hand,

agricultural imports in 1953 were 39 percent of the

total imports of the country; now they are only 8 per-

cent. Agricultural imports increased, but not very

much, and imports of manufactured goods, electronic

gear, and basic raw materials and fuels have pushed

the proportion of total imports represented by agri-

culture down to 8 percent of the total.
World agricultural trade in 1977 was about $170

billion. I can't even think about $170 billion in any

rational way. U.S. agricultural exports were, as Turner

said, $27 billion. The U.S. comprises about 17 percent

of total world agricultural trade. We're the largest ag-

ricultural exporter, but we by no means represent a

majority of the goods and services flowing in agricul-

tural trade in the world.
You might be interested in a quick profile of what

agricultural trade looked like in 1953. I took a look
back at the major categories which comprised agricul-
tural trade in 1953 and compared them to those of
1977 in percentage terms. For example, oilseeds and
oilseed products, mainly soybeans, were just begin-
ning to get started in 1953. They represented 11 per-
cent of total agricultural exports at that time. Now
soybeans and soybean products and other oilseeds
are 27 percent of the total. Feed grains, corn, sorghum,
barley, etc., were 7 percent of the total in 1953; now
they are 23 percent. Wheat stayed about the same; it
was 14 percent of our total exports in 1953 and is now
about 13 percent. The real downward change has
been in cotton and tobacco. Those two commodities
together represented 35 percent of our agricultural
trade in 1953, and now only 11 percent. Livestock
products were 15 percent in 1953 and are 11 percent
now. And everything else was 18 percent then and is
15 percent now. So the great shifts have been away
from cotton and tobacco, products of the Old South,
to products of the Midwest, the corn belt and the
Great Plains. The three big items in our export pack-
age — oilseeds and products, feed grains, and wheat
— together comprise 63 percent of the value of farm
exports right now. So they are the major items that
people talk about and that get attention in the policy
arenas of the world. You can see that our exports are
quite concentrated in a few main products, with
many products, smaller but important for producers
who raise them, strung out behind.

These figures give you a little profile of how agri-
cultural trade and world trade have evolved in 25
years, without telling you much about what hap-
pened in the intervening period. I want to move now
to the second scene, the major economic and political
forces which have shaped agricultural trade in this

period. We can do very little more this morning than

touch on these and bring them to your attention. We
don't have the time to speak of the nuances of each

one of them.
One of the important forces at work to increase

agricultural trade is population growth and the geo-
graphic distribution of that population growth. Any-
body who has studied any economics at all will tell

you that one of the major sources of demand for food

products any place is population, the number of

mouths to feed and stomachs to fill. So population

growth, especially the differential rates at which pop-

ulations have been growing around the world, is one

of the forces at work to increase agricultural trade.

Population has been growing virtually everywhere in

the world and in some places very rapidly in the last

25 years. Those places where population growth is

rapid are places where people are poor but still where

important needs of food and fiber must be met. So

growth in population has served as an increaser of

demand.
At least as important, maybe more so, is incorne

growth and its distribution around the world. Over
the last 25 years, per capita incomes have increased in

most places in the world. In some places, they have
increased rather rapidly: Western Europe, Japan, the

OPEC countries, and some other places. This growth

of income and its distribution has had an important

effect on the growth of the demand for basic foo
d

products.
Along with income growth and its distribution

comes the almost universal preference, I will assert,

for meat and other livestock products. When people

get more money, they turn some of that additional

income into food purchases, a large part of which is
for meat and other livestock products. Behind the

massive growth in our soybean and soybean product
exports, and our feed grain exports, is the fact that
those commodities are inputs into the production of
livestock and livestock products.

So we have population growth and income

growth, their distribution, the universal preference
for meat products, and there are also some production

elements that I would argue tend to increase agricul-
tural trade. They are those kinds of technological ad-

vances in farming which enhance the specialization

of production among nations. For example, techno-
logical advances in the production of food grains and

feed grains have enabled the U.S. to be very efficient

in the production of these commodities relative t°
most other countries of the world. So this technologi-

cal progress and the advance of science in the produc-

tion of agricultural goods, in some cases, tends to re-

distribute production zones around the world. In
increasing the drive toward specialization, they oPerl
up the possibility and, in fact, the need for commodi-

ties to move across international borders in trade.
National and international policies by govern;

ments are terribly important. Some of those national

and international policies tend to dampen trade. But
some of them do tend to increase it. For instance, the,
U.S. has, over a long period of time, operated a fooa

aid program in-which we supplied food to friendlY
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countries under conditions not quite as firm and as
stringent as commercial sales. Some of them were
quite soft. Our food aid program and the food aid
Programs of other countries have enhanced to some
degree the demand for agricultural trade and helped
to expand its volume. This was especially true in the
1950's and early 1960's.

Some countries provide export subsidies for agri-
cultural products in an attempt, often successful, to
Capture larger shares of the world markets for their
Particular commodities. So national policies do in
crease the volume of agricultural trade that's moving
in the world. Active efforts by government agencies
and other joint efforts with private trade to increase
Markets through market development and promotion
have been important in increasing the volume and the
flow of agricultural trade. How important, nobody
really knows, but there are a lot of people doing a lot
,c)f work to promote agricultural products. One of the
'pig activities of the Foreign Agricultural Service, in
Which each agricultural attache is involved, is market
development and promotion: increasing the markets
for agricultural products by increasing the ease with
Which commodities flow across borders, by finding
new markets and putting buyers in touch with sellers,
and by helping to adjust and arrange standards and
export grades.

We will talk later today about international nego-
tiations and the arena in which agricultural and other
kinds of trade issues are discussed, and in some cases,
Partly resolved. I think it would be fair to say that overthe long period of time, the net effect of international
negotiations on agricultural trade has been a positive
one. Not an overwhelmingly positive one, but a posi-
tive one. There's more trade now than there would
have been had no negotiations been held over the
Years.

In many less developed countries agricultural de-velopment is neglected by governments in favor of
industrial development or military expenditures tothe extent that agricultural investments are not made
and countries are forced to turn to international mar-
kets for food commodities that they might otherwise
grow themselves. This is a factor which enhances
trade in agricultural products.

Policies adopted by governments to change their
internal food consumption patterns in favor of corn-
odities which require agricultural imports tend to

Increase agricultural trade. The prime example I amthinking of here is the apparent decision by the Rus-
sians to increase the domestic availability of food
g,rains and meat products. In periods of domestic pro-
Uction shortage they are more and more willing now

to move to the international market and import their
r.equirements rather than cut per capita consumption

the country to meet production shortfall. I think
ulat over a period of time this will make the Russians
anf d perhaps some countries in Eastern Europe more
,?1, an import market than ever before and more than.
leY otherwise would have been without those poli-

Pes- So those are technical, economic, and political
torces that increase agricultural trade.

Over the next 25 years there are going to be forces
at work that will operate to retard agricultural trade.
Which ones will win out — the expansionary forces
or the retarding forces — and to what degree they will
share the limelight is a question we will have to an-
swer as time goes along. But one of the forces that
tends to retard trade in agricultural products is an
other technical force, one that enables places that for-
merly imported because they could not grow certain
agricultural products to be self-sufficient and meet
their needs themselves. That force is technological
progress in farming, some of which overcomes old
comparative advantage differences in production.
What is exported and imported then is the technology
and the know-how rather than the agricultural prod-
ucts themselves. One could point to the example of
India becoming more and more self-sufficient in food
grains, at least partly as a result of technological
progress in science. Wheat, rice, and other crops have
been adapted to the environment there; they are
greater yielding and provide the country with an op-
portunity to grow, to become more self-sufficient in
food than it otherwise might have been. So technolog-
ical progress I think has two dimensions, one that has
increased trade and another that tends to bring na-
tions more toward self-sufficiency, especially in some
classes of grains.

Any kind of general impediment to economic
growth, aside from the neglect of agriculture, will
lead to dampening of agricultural trade. If economic
growth doesn't occur in a country, then incomes don't
increase. If incomes don't increase, then demand-
generating "effective income" won't occur.

National and regional policies are perhaps the
most important things that from day to day affect and
retard growth in agricultural imports. In practice,
they tend to retard it. You could spend the rest of the
day listing regional and national policies that have an.
import-retarding feature about them. Tariffs on im-
ports of agricultural products, designed to generate
revenue for governments, make the prices inside the
country higher than the world prices and therefore
chop off some of the demand that would otherwise be
there and encourage domestic supplies at a higher
level than otherwise would occur. Various kinds of
selective import controls, designed to favor preferred
exporters for political or historical reasons, tend to
retard growth in agricultural trade. For instance,
some countries give preferences in trade to former
colonies or former territories for reasons that are po-
litical and historical rather than based on compara-
tive advantage and comparative costs.

However, the most important set of national poli-
cies that retard the growth of agricultural trade are
those designed to protect domestic agricultural sec-
tors. In order to promote self-sufficiency in produc-
tion and processing, a number of countries have set
for themselves, either explicitly or implicitly, self-
sufficiency targets in commodities or in agriculture as
a whole. They undertake policies designed to carry
out that basic aim. If they are net importers, one way
that policy is implemented is by the control of the
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level of imports that come in, in order to maintain the

agricultural plan at a desired size. That, desired size is

a political and social decision, not an economic one.

Agricultural trade is sometimes controlled by na-

tional policies in order to reflect and respond to the

political power of interest groups. When farmers

or producers of any kind gather sufficient political

power, they can put pressure on the government, and

the government responds by raising tariffs and estab-

lishing quotas, thereby choking off imports. Coun-

tries may, in the short run, feel inclined to protect

themselves from import competition in order to pro-

tect the level of incomes and employment in certain

sectors. When income and employment in a sector is

falling, one of the easiest and, most readily available

tools is controlling imports and cutting off some in-

ternational competition for that product line so that

the jobs and income to the people already in the in-

dustry can be more protected. So it is these national

policies that conflict with the growth of agricultural

trade and tend, in general, to be a retarding force.
All of these forces are at work. Some of them are

positive, some negative. Over a period of time, they
have generated in the U.S. a net growth in agricultural
trade and a net growth in the role of agricultural trade
as compared to agricultural production. Many people
today feel that protectionism, the policies and factors
which tend to reduce agricultural trade, is growing
more and more important in the world. Whether that
is true or not in the future will hinge largely on the
outcome of the trade and tariff negotiations that are
currently underway in Geneva.

I'd like to speak now about the evolution of those
international organizations that provide a forum, a
place in which agricultural trade and other questions
can be discussed. When it became clear who was go-
ing to win the war in 1945, the western nations began
to get together to try to find a framework for rebuild-
ing world trade, which had practically stopped dur-
ing the war. There were two lines of development.

One was a temporary interim agreement that was
primarily designed to get the trade in non-agricultural
and manufactured goods started. It was called the
"General Agreement on Tariffs and Trade," some-
times referred to as GATT. Discussions began in 1946,
and the General Agreement was signed in 1947.

At the same time there was to be another, more
thorough-going, organization set up within the
United Nations called "International Trade Organiza-
tion" (ITO), which would take its place along with
FAO (the Food and Agricultural Organization), WHO
(the World Health Organization), the International
Labor Organization, and a lot of other agencies inside
FAO that would deal with international trade issues.
They would be like a multilateral contract of rules
and agreements \ by which international trade would
be conducted. The International Trade Organization
had a charter drafted for it, the so-called Havana Char-
ter of 1947-48. Everybody waited to see if the U.S.
Congress would pass it so the thing could get going.
The Truman Administration introduced the Havana
Charter establishing the International Trade Organi-
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zation into Congress in 1950. But it was one of the

casualties of the Cold War. It was not Widely agreed

upon as a suitable document under which the U.S.

would agree to enter into trade-tariff rules. So the

International Trade Organization was never estab-

lished, and GATT, the general agreement, became the

only internationally recognized agreed-upon forum
for the discussion and conduct of international trade.

It has remained so to this day. Although it was never
really established with agriculture in mind, it be-

came, by a process of evolution and historical acci-

dent, the major international forum in which agricul-

tural trade issues are discussed.
There are four principles of GATT. One, the con-

tracting parties, that is the nations that agree to apPlY
the GATT rules and regulations, assert that tariffs are

the only legitimate international barrier to trade.

There is a lot of difference between what is asserted

and what is fact, but it is asserted that tariffs are the

only legitimate trade barrier. Secondly, trade will be

conducted on a most favored nation principle. If we

offer a tariff or a reduction in the trade barrier 
to

Japan, we also have to offer that same reduction to

everybody else in the world. So we negotiate countrY

by country and the results of those negotiations are

open to everyone. The most favored nation principle

really means nondiscrimination in trade. It has been

quite a controversial part of the general agreement

over the years. But it is a fundamental cornerstone:

trade is to be nondiscriminatory; everybody has the

same access to everybody else's markets. Third, the

GATT contains a fairly complex system for consulta"

tion and confrontation on disputes and a mechanisul
for trying to work them out. Since there is no intern 

tional court that deals with trade topics and no in-

ternational police force which enforces contracts, the,
GATT remains the one place in which international

disputes can be discussed within a formal frameworLI(
of confrontation and resolution. The GATT's fourtP

principle is that the GATT will provide an interna-

tional forum for periodic multilateral negotiations.

Over the years, the GATT framework and the V-
laws and articles have been adjusted to somehoW

come to grips with the realities of he world. Those

realities include the fact that the less developed coun-

tries have an important say in What world trade

should be, and the fact that regional groups are begin"

ning to form. The European Economic CommunitYci
the Latin American Free Trade Association an

others have formed on the basis of trade discrimina-

tion and that's the way they conduct their affairs'

GATT has been modified to compensate for that. Lo

There have been six big tariff negotiations up

this point; the one we are in now is the seventh. Sonlu_

were held in the 1940's and 1950's. In the 1960's ther_.'

was the Dillon Round which started in 1959, and th
eue

the Kennedy Round which was held in 1964-67. WI,

of these really had much to do with agricultural 
traciul

They dealt with it peripherally. The GATT reallY isrl„

equipped or prepared to deal with agricultural 
trail'

negotiations, and countries find it most difficult any-
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Way to talk about agricultural matters in international
forums. The Tokyo-Geneva Round of trade discus-
sions in GATT; which is now in its fourth or fifth year,
Was going to be called the Nixon Round in 1973, but
that terminology was abandoned, and it is now jtist
known as the Tokyo-Geneva Round.

The last major institution in international trade is
the United Nations Conference on Trade and -Devel-
°Pnlent (UNCTAD), which is a collection of countries
generally classified as less developed, based on per
capita income. These countries that have a major say
in the Conference on Trade and Development deal
With economic development matters and with issues
that are important to the Third World.

One of the important things that they are doing
nOW is providing a forum for the International pro-
duction of a wheat agreement. One of 'the main rea-
sons that they are the place in which the wheat agree-
ment is being discussed is that the Soviet Union
belongs to the United Nations but doesn't belong to
GATT. UNCTAD is an arm of the United Nations, so
We can talk to the Soviets in UNCTAD officially and
negotiate officially with them there, but we couldn't
do so in the GATT system.

Negotiations on the wheat agreement in UNCTAD
and the whole complex set of issues that are beingdiscussed in the Tokyo-Geneva Round constitute
trade policy that is unfolding now and which we will
be discussing later.

The Tokyo/Geneva
Round of

iiNegotatons
Mary Chaves
Deputy to the Director
Office of International Trade
U.S. Treasury Department
John E. Ray, Jr.
Director of the Office of
International Trade
U.S. Treasury Department

The international trade agreements, now in the
final stages of negotiation in Geneva, should help im-
prove trade cooperation, avoid future trade wars, and
stimulate economic growth to benefit all nations. The
current round of negotiations began in 1973 in Tokyo
at a time when rising oil prices, domestic recession,
inflation, and high unemployment increased protec-
tionist pressures and made trade liberalization diffi-
cult. Congress did not even authorize U.S. participa-
tion until late 1974. From then until mid 1977 the
negotiations were deadlocked by differences between
the U.S. and the E.C. Only in the last year and a half
has there been hard bargaining on the issues.

Several issues were in First, the U S. in-
sisted that agricultural trade be included as an essen-
tial element of any final package of agreements. Sec-
ond, we wanted to further reduce tariffs on industrial
goods. Third, we recognized that non tariff barriers to
trade (e.g. subsidies, standards, licensing) are now as
important as tariffs in restricting trade. New codes
were needed to govern the use of these methods of
direct government intervention in the market. Fourth,
we needed new mechanisms to resolve trade disputes
because the GATT mechanisms had become un-
wieldy. Fifth, the negotiations needed to address the
concerns of the developing nations. These nations
wanted special and more favorable treatment than the
GATT rules permitted.. The U.S., while sympathetic
to the problems of the LDC's, stressed the need for
phasing out special treatment as a developing country
advanced and became able to assume increased obli-
gations in the trading system.

By early 1978, the participating nations had

agreed on rough drafts, but a lot of hard bargaining

remained. The major issues had been defined by

July, when a December 1978 deadline was set. Several

new understandings were achieved just before the

deadline.
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The agreements in the major issue areas are as
follows: First, agricultural agreements "will encour-
age consultations and cooperation on world trade."
Second, overall tariff reductions will be about 35 per-
cent. Third, we reached agreements on 1) subsidie 
and countervailing duties, 2) government procure-
ment, 3) standards and licensing, and 4) customs
valuation Fourth, we have developed a series of
agreements to reform the framework of international
trade within GATT. Fifth, the framework includes
ground rules for the granting and the phasing-out of
special treatment for developing countries.

One of the top priorities of the U.S. has been the
subsidy problem. We believe subsidies are a critical
problem for world trade. We think the draft code
achieved by the MTN is a major step in reducing trade
friction, and we are prepared to put an injury test into
our own countervailing duty law, as required by this
code. The agreement sets strict standards for the use
of government subsidies in order to limit their effect
on world trade. It also includes a two-track approach
to the use of countermeasures, so that in certain cases
a country can retaliate against subsidized imports
without having to demonstrate injury. The draft cod 
also provides guidelines for the use of domestic subsi-
dies for legitimate reasons. And it provides tests by
which a subsidy on exports to a third market may be
judged unacceptable. The U.S. has been hampered in
concluding the negotiations by the fact that Treasury
authority to waive countervailing duties expired in
January, thus requiring the Treasury to impose duties
on a number of politically sensitive foreign products
However, we are confident that Congress will rein-
state this authority and make it retroactive.

I welcome this opportunity to discuss the pro-
spective package of international trade agreements
which are now in the final stages of negotiation in
Geneva. The Tokyo Round of Multilateral Trade Ne-
gotiations (MTN) has given us an unprecedented op-
portunity to reduce both tariff and nontariff barriers
to trade and to seek new understandings on some of
the thorniest problems which have hampered in-
ternational trade in recent years.

Following months of difficult, sensitive, and fre-
quently frustrating negotiations, we are on the verge
of wrapping up a number of major new agreements
which should help improve trade cooperation, avoid
future trade wars, and stimulate continued economic
growth for the benefit of all nations. A few difficult
problems remain, primarily in bilateral U.S. negotia-
tions with the European Community (EC). But we are
confident that final agreement can be achieved and
that the new understandings will help create a more
open and fair framework for international trade in the
years ahead.

I would like to review briefly some of the prob-
lems that have beset the current round of trade nego-
tiations as we struggled to get down to serious bar-
gaining. I will then summarize what we expect to
accomplish in these negotiations and what they
should mean for all of us.
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GETTING STARTED
The major trading nations of the world agreed to

initiate the current round of international trade nego-

tiations in 1971 as a means of expanding and continu-

ing the liberalization of world trade which had been

undertaken during the previous Kennedy round of

negotiations during the 1960's. The MTN was offi-

cially launched in Tokyo by the ministers of 105 na-

tions attending a world trade conference in Septem-

ber 1973. Seldom has an ambitious international ef-

fort of this magnitude been born under such an ad-

verse star.
The period since 1973 has been a difficult and

trying one for all nations. Soaring oil prices, domestic

recession, strong inflation, and high unemployment

have caused major disruptions in domestic econo-

mies, increased protectionist pressures, and ma
de

progress in trade liberalization even more difficult.

The United States Congress wrestled with legisla-

tion authorizing our participation in the negotiations

throughout 1973 and 1974. It finally passed the 
Trade

Act of 1974 in December of that year.
Basic differences between the U.S. and E.G., pri

manly about agriculture, also served to virtuallY

deadlock the negotiations until we could achieve a

major procedural breakthrough in mid-1977 through

a mutual understanding of a timetable for the negotia-

tions. Only during the last year and a half, therefore
,

did the negotiations get down to hard bargaining on,

the actual level of tariff cuts and the kinds of codes 01

understanding which we could achieve realisticallY.

Both industrial and developing nations have p
ar-

ticipated in the negotiations. The talks have deal 

with contentious issues in relations among the 
devel-

oped countries, as well as between "North" ano

"South." Let us look at a few of the issues we have had

to address:
First, and probably of most interest to this audi-

ence, agricultural trade had been largely excluded

from liberalization during the previous KennedY

round of international negotiations. The E.C. had re-

cently adopted its Common Agricultural Program and

agricultural issues proved too sensitive politically to

reach a basis for international agreement. A maze of

domestic support programs, export subsidies, and

import restraints in sensitive areas existed in virtu-

ally all countries. Cutting through the maze to reach

common agreement was difficult indeed.
During this new round of negotiations, many 01

these problems continued to hamper international

agricultural trade, but a number of nations (and

the United States in particular) were convinced that

something had to be done to open up agricultural

markets and to provide for fairer competition.

Throughout the negotiations, j we insisted that

progress in the agricultural area was an essential ele-

ment of any final package of agreements.
Second, tariffs on industrial goods had been re-

duced significantly in previous trade negotiations,

but we wanted to reduce them even further, by an
average of 40 percent, if possible.

Historically, tariffs have been the major topic of



trade negotiations. They have been somewhat over-
shadowed in the Tokyo round by the difficult bar-
gaining over subsidies and other nontariff issues.
Nevertheless, they remain important because of their
Political and psychological importance as barometers
of trade liberalization, because tariffs in certain prod-
uct areas remain high and because they can be used to
"fine tune" an agreement for purposes of calculating
reciprocity.

Third, nontariff barriers (NTB's) to trade also had
been ignored largely during the Kennedy round of
negotiations. By the early 1970's, it was becoming
Obvious that these new forms of restraint were prolif-
erating at an amazing rate and were rapidly becoming
as important as tariffs in restricting trade. NTB's rep-
resent more direct government intervention in the
Market than tariffs and include the use of subsidies,
government procurement, the imposition of required
standards, import licensing, and other measures
Which can, and frequently do, serve to keep imports
°tit or increase one's own exports at the expense of
competing nations' goods.

We especially need new understandings, or codes
°f conduct, governing the use of these NTB's. Subsi-
dies are perhaps the most difficult of these issues but
in our view are also the most critical. We made the
successful negotiation of a new international code, on
the use of domestic and export subsidies which dis-
t°rt international trade, a clear prerequisite to U.S.
adherence to the final package of agreements. I
Will return to this issue and discuss what we have
achieved here in some detail, as it was the Treasury
Department's top priority in the MTN.

Fourth, we needed new mechanisms to help re-
solve trade disputes and to assure timely consulta-
tions on trade problems. The existing mechanisms
under the General Agreement on Tariffs and Trade
(GATT) had become unwieldy and too time consum-
Ing, and nations tended to either ignore or purpose-
nlilY drag out the proceedings.

Finally, we promised in Tokyo to address in these
negotiations the concerns of the less developed coun-
tries (LDC's) in particular. These included problems
of increased access to developed countries' markets,
Special and differential treatment where needed for
t,he poorer countries, and the question of reciprocity
ln trade negotiations.
, The developing countries have been pushing
nard for GATT amendments which would provide a
Permanent "legal" basis for special and more favor-
a)ple treatment of LDC's by developed countries in
tUture trade negotiations and enshrine the principle
that LDC's owe less than full reciprocity for trade con-
cessions by developed countries. The developing
ountries believe that present GATT rules give insuf-

ticient consideration to development problems and
that deviations from the rules to take account of such
Problems require "waivers" which are complicated
and difficult to obtain.

, This is one of the most politically sensitive issues
;11 the MTN. We are sympathetic to the special prob-
lems of LDC's. At the same time, we cannot agree to a
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change in GATT rules which might result in a perma-
nent two-tier trading system and less than fair treat-
ment of our own trade interests by a large bloc of other
countries. We also believe that any solution must pro-
vide for "graduation," or the phasing out of special
treatment, and acceptance by the more advanced
developing countries of the increasing obligations of
the trading system as the status of their development
warrants it.

We had a full plate of issues for negotiation and
mutual commitment among the principal trading na-
tions to achieve substantial further liberalization of
trade. Progress, however, was slow at best. Problems
between the United States and the European Commu-
nity, especially over agricultural issues, repeatedly
deadlocked the talks. The breakthrough on agricul-
tural issues, achieved in the summer of 1977, was
followed by other difficult "understandings" which
managed to keep the talks going at crucial moments.

By early 1978 we had gotten all major offers and
requests on the table and had very rough drafts of
most of the codes we hoped to complete. But a lot of
hard bargaining remained to be done, and there was a
real question whether we could achieve a basic agree-
ment by the July 1978 deadline we had set for
ourselves.

The July 13 Framework of Understanding nego-
tiated by Ambassador Robert Strauss and his col-
leagues took us a substantial distance toward the
agreement we wanted. Remarkable progress had been
made toward attaining agreements that seemed im-
possible earlier in the year. And the major issues had
been defined in a way which made them amenable to
political resolution.

The Bonn summit meeting of the major industrial
nations in July set a target for the completion of the
negotiations by December 15, 1978. Differences in the
subsidy/countervailing duty area threatened to tor-
pedo the talks entirely. Several of the toughest politi-
cal issues still had to be resolved as we approached
the December deadline. Hard negotiations managed
to result in basic agreements on a number of new
understandings, including the crucial subsidy/
countervailing duty code. We hope to finalize the
package this month.

THE AGREEMENTS
Let me summarize briefly where we now stand

and what we hope to accomplish in these major issue
areas:

(1) Agriculture. We have a number of agricultural
agreements which we intend to enter into at about the
time that the Tokyo round is concluded. These agree-
ments, as the President indicated in his recent state-
ment to Congress, "will provide for a fairer interna-
tional sharing of the burdens in international wheat
trade, and will encourage consultations and coopera-
tion on international trade in coarse grains, meat, and
certain daily products. The agricultural agreements
are also expected to improve the application of ac-
cepted international trading rules in agricultural
trade." I will not go into these understandings in de-



tail, because Turner Oyloe and others from the De-
partment of Agriculture will address the agricultural
issues.

(2) Tariffs. We have reached a good agreement
with Japan, but still have major problems in some
areas with the European Community, none of them
insuperable. We expect overall tariff reductions to be
in the neighborhood of 35 percent, with a limited
number of exceptions.

(3) Nontariff Barriers. We have (1) reached a ba-
sic agreement on the use of subsidies and countervail-
ing duties which I would like to discuss later in more
detail, (2) nearly completed a text on government
procurement which should reduce discrimination
against foreign suppliers on all but small contracts
and provide greater transparency in government ten-
dering, (3) completed texts on the use of standards
and import licensing, and (4) achieved a new agree-
ment on customs valuation which bases tariffs on the
actual transaction price.

In the important area-of safeguards, we have not
been able to reach complete agreement yet. At
present, governments contemplating "escape clause"
action to provide relief to import-impacted industries
are required by the GATT to do so on a most-favored-
nation basis. The European Community, however,
wants the right to take selective action unilaterally
against the trade of specific countries causing the
damage, especially developing countries. We believe
selective action should be permitted only if the ex-
porter agrees or under strict conditions including
prior international review.

(4) Framework. We have also substantially com-
pleted negotiations on a well-balanced series of agree-
ments to reform the international trading framework
within GATT. As a result, (1) more effective mecha
nisms will help ensure prompt, impartial, and sensi-

-

ble resolution of trade problems, (2) international
rules applicable to trade measures taken in response
to balance-of-payments emergencies will be mod-
ernized, and (3) GATT rules covering export-control
measures will be clarified and reinforced by improve-
ments in the dispute-settlement procedures. Further-
more, these "Framework" agreements respond to
needs of developing countries in a fair and balanced
manner by establishing ground rules for both the
granting and the phasing-out of a special and differen-
tial treatment and establishing a basis for those coun-
tries to participate more fully in the GATT system of
rights and obligations as they become more advanced.

(5) LDC's. We have had positive negotiations with
a number of developing nations, but talks will con-
tinue this spring. We are especially pleased that Bra-
zil has joined the basic agreement on subsidies and
countervailing duties, and we hope that other devel-
oping nations will also do so. We have also concluded
agreements on tropical products with India and
Mexico. •

I would like to turn now to discuss .the subsidy -
problem in a bit more detail. It has been one of our top
priorities in the MTN, and it affects agricultural as
well as industrial trade.
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THE SUBSIDY/COUNTERVAIL CODE
Subsidies represent one of the most critical prob-

lems for the world trading system in the decade
ahead, because governments are increasingly
tempted to export their problems to others through
direct financial and other types of help to favored
industries. The United States is convinced that better
international discipline over the use of such subsi-
dies is crucial. The new code which we have achieved
is a major step toward reducing trade friction in this
area in the future.

As part of the code, we are prepared to insert an
injury test into our own countervailing duty law to
conform with the practice in other major countries
that countervailing duties should be imposed only
where injury is threatened or has occurred as a result

of subsidized imports. This has been an issue of major
importance for our trading partners, and a prerequi-
site for agreement in this area.

The draft subsidy/countervail text would estab-
lish a comprehensive discipline on the use of govern-
ment subsidies and set strict standards to limit the

effect of subsidies on world trade. The text also incor-
porates the "two-track" approach proposed by the

United States, which lays out procedures whereby

countries can take countermeasures to offset the im-
pact of foreign subsidies in both their domestic mar-

ket and third country markets as well. This will pro-

vide the means to protect our exporters, particularlY

of agricultural products, from subsidized competi-

tion in foreign markets.
An injury test would be incorporated within the

framework of the two-track approach. On the first

track, countermeasures against subsidies would be

permitted after a finding of injury. If a country granted

a subsidy in violation of specific commitments not to

use certain practices, however, the importing country

could apply countermeasures along the second track
without having to demonstrate injury.- This is fully

consistent with the GATT approach to tariffs; retalia-
tion is authorized whenever a member country vi9-
lates its tariff bindings with no need to demonstrate

injury. Indeed, the MTN seeks to extend such a net-
work of rights and responsibilities/ from the tradi-

tional area of tariffs into several nontariff areas. With
the two-track approach, we will be able to provide
expeditious and appropriate relief for industries fac-

ing subsidized competition.
The subsidy/countervail code also provides an

excellent opportunity to engage the advanced devel-
oping countries (ADC's) more actively in the interna-
tional trading system. We recognize that subsidies
can contribute to development in poorer countries,
but also believe that ADC's should assume responsi-

bilities commensurate with their level of develop-
ment and should accept increased obligations as their

industries become internationally competitive. The
current draft. affirrris this principle and seeks to pro-
vide a flexible basis for the adoption of obligations on

subsidies which are appropriate for individual devel-
oping countries.
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The draft code includes an illustrative list of pro-
hibited export subsidies. It also provides guidelines
With regard to the use of domestic subsidies to help
minimize trade distortions resulting from subsidies
applied for legitimate domestic reasons.

With regard to agricultural subsidies, the United
States sought in particular a clarification of the rule
on export subsidies affecting exports to third markets.
The draft code provides an important step toward
resolving problems in this area. It gives three possible
tests for such export subsidies to determine when
they are unacceptable:

(1) if the subsidy permits a nation to obtain more
than an equitable share of world export trade
in a given product by displacing the exports
of another signatory,

(2) if the subsidy affects traditional patterns of
supply of a product with regard to new mar-
kets, or

(3) if the subsidy results in prices materially be-
low those of other suppliers to the same
market.

What we have accomplished in this area certainly is
not a panacea for all agricultural subsidy problems,
but it does provide us with a needed handle to pre-
vent, or counteract, the threat posed to our agricul-
tural interests by subsidized competition in our ex-
Port markets.

One of the thorniest issues in completion of the
subsidy code has been the expiration of Treasury au-
thority to waive the imposition of countervailing du-
ties on January 3, 1979, which threatened to result in
countervailing duties on a number of politically sen-
sitive foreign products, especially such items as ham
and cheese from the European Community. The Presi-
dent did everything possible to secure an extension of
,the waiver authority from the last Congress but failed
°ecause of the confusion which attended the last days
of the Congressional session. Now that we have
achieved substantial agreement on a subsidy/
Countervailing duty code, we are confident that we
can secure an extension of the waiver authority on a
retroactive basis from the new Congress. In the mean-
time, the Treasury will take other measures to both
gUarantee the revenue of potential duty liabilities and
mitigate damage to trade pending Congressional re-
view of the agreement.

CONCLUSION
In summary, it is fair to say that the road from

ThkY0 to Geneva has not been an easy one. It has taken
Us 5 years of hard and often frustrating negotiations to
come up with a basic package of agreements covering-
most of the objectives we set out to accomplish. The
work is not yet complete. But we should be able to tie
the final ribbons on the package this month.

We think we have in hand a meaningful set of new
understandings and a substantial liberalization of tar-
iffs. Although they do not offer a panacea for all of the
Problems affecting international trade, these agree-
tnents should go a long way toward creating a More
°Pen and fair international trading system. And they

provide essential new mechanisms for improved con-
sultation and cooperation in resolving trade disputes
in the future.

Ambassador Strauss has put it succinctly: "The
up-side benefits in this package, with tough enforce-
ment, promise maybe 15 percent improvement in the
world trading system. To the contrary, to fail to seize
this opportunity will give us an 85 percent probabil-
ity of chaos and trade wars."
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Agricultural trade is primarily influenced by
domestic policies, especially domestic agricultural
policies. Most trade policies have three elements:
1) to allow free imports of commodities not domesti-
cally produced, 2) to protect weak sectors, and 3) to
develop the export sector in order to support domes-
tic industry. These elements lead to some significant
problems as protective policies feed upon one an--
other and become self-fulfilling. Weak sectors stay
weak because government support allows them to re-
main inefficient: export subsidies become self-
perpetuating as governments come to have a financial
stake in what happens to trade.

Farming sectors often mistrust outside groups
that want to influence trade. This is unfortunate be-,
cause a coalition of-interests would be to the benefit of
everyone. On the international front, there is conflict
among policies affecting trade, mainly because of the
different attitudes of importers and exporters. These
cause problems for the world markets as a whole.
Chaotic trade markets mean higher consumer costs.
and distorted world resource allocation. The effects
of state trading (e.g. the massive purchases by the
Soviet Union) on the market structure add to these
problems. And the cumulative effect of individual
governments' attempts to stabilize domestic prices is
to make prices even more unstable on the world
market.

Fortunately, there are some forces working to im-

s •



prove the trading system. In recent years, govern-
ments have decreased export subsidies because of
their high cost. Consumer groups are becomtng more
sophisticated in their approach to trade policy. Agri-
culture matters are being included for the first time in
the structure of the GATT, so that there will be more
mechanisms available for the settlement of disputes.
Developing countries help to keep the problems of
food security before the public, while all govern-
ments are recognizing more the reciprocal nature of
trade. A useful improvement in farm policies is the
distinction which U.S. policy now makes between
rice stability and income support (i.e. the loan rate

and the target price). The EC needs to make this type
in its own poli 

•
of split policies.

There are also some negative trends which
• should be recognized. High levels of unemployment
makes trade liberalization difficult. Bilateral agree-
ments have not really been satisfactory in managing
trade. Exporter collaboration — price-fixing on an in-
ternational level — only treats the symptoms, not the
problem. An especially worrisome trend is pricing
policies based on domestic costs; if such costs do not
rise in line with world costs, prices get out of line with
world prices and costly export subsidies are needed

Trade is recognized as essential, but it is also an
embarrassment to governments because it is a source
of instability. There is also the temptation to manipu-
late it for short-term ends. So all domestic farm poli-
cies are ambivalent toward trade, both using and re-
sisting the implications of international markets.

Where do we go from here? Trade expansion will
continue, but primarily from economic factors rather
than from policy negotiations. Domestic support poli-
cies need to be examined to see if they have outlived
their purpose. Price support and income support as-
pects should be further split. Adjustment policies
should allow the easing out of unproductive sectors
Price levels both domestic and trade —should vary
with changing conditions and governments should
discuss their policies to try to avoid trade conflicts

My topic this afternoon is "The Role of Domestic
Policies in Trade for Agricultural Commodities," and
the nature of some of the problems that domestic poli-
cies pose. Jim Houck mentioned some of these this
morning, and so some of my remarks will amplify
what he said. In particular, I want to bring out four
points: first, the dominance of domestic policy influ-
ences on agricultural trade; second, the significant
problems that some of these influences have for the
world market for agricultural commodities, an area
which has had quite a bit of professional attention
by economists but which may not be quite so well
known to other audiences; third, because I'm
basically an optimist, some of the forces now at work
to improve the situation; and fourth, because I am a
realist as well as an optimist, a few issues which I
think may be working in the opposite direction, be-
cause good policy requires avoiding bad things as
well as promoting good things.

Few countries do, in fact, have a consistent trade
policy for agricultural products, in the sense of a
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uniform approach to all products. They have a num-
ber of trade policies which they use to regulate trade
markets, but these policies are primarily dancing to
the tune of domestic policy objectives, and particu-
larly domestic agricultural policy objectives. There
are however some common elements: first of all (I put
this first because I think it's very often forgotten),
countries do tend to allow free imports of agricultural
commodities that they themselves don't produce.
That may sound rather obvious, but it does tend to get
forgotten in discussions of agricultural trade, and it
does have several implications. It helps to build up
the processing industry, using imported raw mate-
rials and also, of course, keep down consumer prices
of products which would be quite expensive. So, a
large part of agricultural trade — in particular, the
tropical and semi-tropical commodities, but not lim-
ited to those — does, in fact, flow relatively freely,
unhampered by agricultural trade restrictions.

The second aspect of trade policy is the more visi-
ble, and that is to protect weak sectors. By "weak" I
mean that a particular sector cannot fulfill the total
market in a particular country either because of high
costs or lack of availability of resources, which to an
economist are the same thing. Where these weak sec-

tors are regionally important, as Jim said this morn-
ing, then there is a tendency to restrict imports. One
major reason for using trade policies is, I believe, that
this is the least costly way of doing it to the individual
government. I tend to be a bit of a cynic with respect to

government activities; I think financial aspects of

government policies are very often the key to under-
standing the policies, as opposed to the economic
aspects, which economists would like to emphasize.
By excluding the foreigner from the market, one can
increase the price level to domestic producers and
support sectors without undue financial outlays.

The third policy element, and this relates to ex,-
porting countries in particular, is the government s
attempt through trade policy to develop export sec-
tors in order to create higher prices and more demand
for the domestic industry. It does this by giving some
sort of limited price guarantee (which really involves
the government taking the risk out of an export sector)

and sometimes by granting more substantial aid —ill

other words, by having an elaborate set of export sub.-
sidies. Another way, and again this may sound a bit

cynical, is by going into trade negotiations with other

countries and browbeating them to reduce their suP"
port policies, so that one can increase the demand for
ones own exports. I'm not saying that's a bad thing,

I'm just saying that I think that's one way in which t°
view the process of negotiations.

Now these protective policies feed upon one an-
other and hence become self-fulfilling. Many poten-

tial industries don't start out because they don't have
protection. One possible example of this is soybeans

in the European Community. You could argue that the

technology is not appropriate, but I don't believie

that's the real reason; it is just not economically ad"
vantageous to grow soybeans in the European Coin;
munity because the protection which would be

forded to soybeans is blocked under the GATT. JO



mentioned the case of sugar in the United Kingdom. It
was very good of him to suggest that the United King-
dom was being altruistic with respect to the develop-
ing countries. On the other hand, having started the
Policy, the main reason for continuing it was that pro-
cessing industries have built up around the ports, and
therefore a continuous supply of cheap imported
sugar cane was necessary for employment in the
Ports. This in turn requires government intervention
to maintain these imports, and, in fact, the United
Kingdom had some import subsidies by courtesy of
the European Community in 1973 and 1974. You
don't often get import subsidies, but here's one exam-
Ple, related very much to employment conditions in
the ports.

The weak sectors tend to stay weak. This is not
through any moral weakness on their part but just
because costs tend to respond to the level of price
supports that are granted by the government. Conse-
quently, it's difficult to distinguish high-cost and low-
Cost agricultural sectors in the presence of these poli-
cies. The policies mask the distinctions that one
Would like to make between efficient and inefficient
sectors. I'm sure this will come up in the discussion
With Hans this afternoon because, clearly, one of the
key questions in the European Community is the ex-
tent to which large sections of European agricultureare inefficient. The real question is whether they
Would survive or contract in the absence of those gov-
ernment policies.

Price guarantees on exports, again, tend to be self-
Perpetuating. They put the burden on the governmentto maintain export markets. This is one thing I think
we're seeing in the United States at the moment — the
boom in exports tends to generate the \demand for
government policies to maintain that export boom.
It's very difficult for governments to say, "Well, fine,
We've had five years of great export markets, but be
Prepared in the next few years for the export market tocollapse." The government now has a responsibility,
Which it may or may not be able to discharge, for
maintaining the export markets through good years
and bad, at least until such time as the expectations of
Producers can be modified. So, consequently, the ex-
Pansion of markets and the negotiation of trade poli-cies to stabilize markets tends nowadays to be a part
°f government policies; in other words, the govern-
jinents are in the game of exporting and therefore have
to negotiate arrangements to offset their own financialrisk.

There are of course, "outside" influences on agri-
,culture through trade policy in general. I think these
lend to be mistrusted and perhaps misunderstood inarming sectors. I have had some experience of this in
'2.11rope, where I did some work on agricultural poli-`jles for the European Community's Consumer Con-
sitiltative Committee, which, as you might guess,
c

Jesn't have great weight in the European Commu-
ItY. And some of the rather unfortunate conflictsfq_uout consumer problems which arose between the

_41:111 bureaucracy in the EC and the Consumer Com-.
inittee arose purely because there was a misunder-
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standing as to what the consumer case was. There
tends to be poor communication between groups that
should be able to work together on farm trade prob-
lems. Certain people have been arguing recently in
the U.S. for a coalition of interests in agriculture in-
cluding both farmers and consumers. Coincidence of
such interests is difficult in the area of trade. It's much
easier to get in the area of domestic market stability.

A similar conflict is apparent across countries,
arising primarily because of the different attitudes of
importers and exporters. An importer, for instance,
might impose a levy, to which the exporting country
might reply with an export subsidy to keep up the
level of exports. The net result is a transfer of funds
from the exporter to the importer, no change in the
level of trade, and a lot of frustration all around. Simi-
larly, the country may have some surplus problems,
such as a bit of spare butter to sell in the case of the
European Community. The U.S: or other reluctant im-
port markets might impose a countervailing levy.
Again, a pure transfer of funds that doesn't solve any
problems; it doesn't make the trade in the particular
product any more rational. It doesn't help either the
consumers or the producers to any great extent. It
merely breeds international friction.

This is the type of problem that arises when con-
flicting domestic policies clash through the trade pro-
cess. The whole process of trade tends almost to col-
lapse, as in the case of the butter trade, the dairy
products trade in general, and also, I would suggest,
in the case of beef. If you look at the international
trade in beef, it's almost inexplicable in terms of any
reasonable allocation of production according to cost
conditions.

What problems does this create for the world mar-
ket as a whole? I alluded to one just now, namely the
fact that chaotic trade markets tend to imply higher
costs for consumers. So resource allocation in the
world as a whole obviously is distorted by these do-
mestic policies. One should not overestimate the sig-
nificance of this problem. The actual effect of trade
distortions on resource allocation is probably not all
that serious. But it is still significant. Although one
can't really say that the world economy is grinding to
a halt because of agricultural protection, it is still a
problem that needs addressing.

It is possible to argue that there needs to be some
agricultural protection in the world as a whole. In
recent years the discussion has been as to where such
protection is best applied. Many have suggested that
it's best to give that subsidy to developing country
farmers. The governments in developed countries
don't particularly like that solution, naturally
enough; if they are going to give money to anyone,
they'd rather give it to their own farmers. And so, I
think the politically plausible position here is that the
element of subsidy, which is implicit in the whole
gamut of domestic policies in developed countries, is,
if anything, advantageous to the world as a whole in
terms of slightly reducing the cost of food in poor
countries, though not necessarily the best policy from
the point of view of alleviating hunger and
malnutrition.



haven't been in this country long enough to be able to

make any assessment of the consumer groups here,

but certainly in Europe in the last few years, there has

been significant upgrading of the type of argument

that consumers have used and the sophistication of

these arguments. They always had numbers on their

side, but unless you have a good argument and know

who to sell the argument to, then you're no use in the

political process.
Governments are also currently negotiating

agreements which allow more coordination among

domestic policies influencing trade, and hence try to

lessen the conflicts. This was alluded to this morning

in the discussion of the GATT (General Agreement on

Tariffs and Trade). As Jim said, agriculture has verY

largely been left out of the GATT, with the exception

of some agricultural tariff negotiations and an abor-

tive international grains arrangement in 1967. Now, I

think for the first time, there is an attempt to build

back agricultural trade matters into the structure of

GATT, so that there will be more negotiating mecha-

nisms for looking at trade conflicts. It's very difficult

to say how successful this will be. Obviously, govern-

ments don't change their policies overnight merelY

because now there's a new international body in

which they can discuss them. After all, international

bodies have discussed agricultural policies in the

past. The Organization for Economic Cooperation

and Development (OECD) is a very good example Of
such a body. For many years the OECD has en-

couraged countries to meet together and discuss each

other's policies. Unfortunately, little has come of

these exercises, which have merely provided a forum

for countries to justify their own programs with 
little

incentive to resolve conflicts. One would hope that if

this is done within the context of an agricultural com-

mittee within the GATT, these problems would 
be

dealt with at a much more concrete level, and some 
of

the discussions would lead to solutions of the real

problems.
Developing countries, of course, keep the topic 0f

farm trade in the public eye, through emphasis on

food security problems. A number of international

bodies, such as the Food and Agricultural Organiza

tion, take an interest in national policies. Such 
insti-

tutions are not well equipped in /terms of a
ctuallY

putting pressure on the major governments, but nev-

ertheless such discussion tends to keep the situatio
n

in the public eye. More importantly, I think, is the

recognition of the reciprocal nature of trade: if you
don't buy from someone else, someone else isn't go-
ing to buy from you. And there is recognition that
other sectors very often bear the brunt of agricultural

protection. This is clearly the case with japan, for,

instance, where Japan could very easily ease a lot 
of

the pressures on its export sector; which appears 
bY

the looks of its balance of payments to be doing to°

well, by importing more agricultural co
mmodities

from other countries.
Now a more technical improvement, perhaps, but

one that Lthink is very important, is the development

of policies which have the flexibility to maintain a

degree of competition and at the same time give 3
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Perhaps more significant a problem for world

markets is that of price stability. Now I think this may

have been underplayed in the past, but as a result of

the high prices in 1973-75 in the grain markets, a

number of economists looked at the question of the

impact of government policies on the stability of

prices. They came to the conclusion that the policies

which governments were pursuing to decrease the

variability of prices domestically may actually have

accounted for a very large part of the fluctuation of the

world price. The implication of that is that a number

of developing countries that were in the market at that

time buying grains got hit very badly through the high

prices, and a number of them were unable to buy the

grain to the extent that they would like to have done,

which consequently caused problems of food short-

ages. I think the problem is morp general than that,

and I wouldn't like anyone to think that this is some-

thing that only happens every now and then when

there's a food crisis. Even in normal times world mar-

kets do fluctuate in particular because of harvest vari-

ations. But the domestic tolerance for price variability

is considerably less than the implied variability in

world prices. Hence, artificial stabilization of prices

has two results. First, there is very little short-term

consumption response in those markets, which

would help to make the market work more smoothly.

Second, there are fewer domestic stocks in those mar-

kets that enjoy stable domestic prices. If the prices are

stable, as they are in the European Community, then

no one is going to have any incentive to hold stocks

over from one year to the next because everyone

knows what next year's prices are going to be. There

are no stabilizing stocks in the European Community

because the price is fixed; there are no stabilizing

stocks in Japan for the same sort of reason.
As a result, there is much more world market in-

stability than would be the case if all countries al-

lowed consumption and stocks to vary to a certain

extent with world price variations. This again is self-
validating. Governments look at the world price, and
say, "How unstable! We can't possibly allow this to
affect our own inflation rates." If every country does
that, then that insures that the world market price is
very volatile.

What about some of the improvements in the
trading system that one might look for? I've managed
to identify a few. First of all, again emphasizing the
importance of financial matters to governments, bud-
get concerns have in recent years reduced very much
the political attractiveness of buying your way out of a
problem through export subsidies. This, I think, is
much more important than any trade negotiations
code which might be introduced as a result of the
trade negotiations being conducted. Governments
themselves have decided that export subsidies are
politically visible, an easy target for consumer
groups, and also economically disadvantageous to
the country concerned. • -

Consumer groups themselves are becoming more
sophisticated in examining farm programs, including
the trade aspect, and a little more sophisticated in
terms of political representation of their. views. I
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Price guarantee to farmers through something other
than the market price. This is illustrated by the split
in the 1973 Act in this country between the target
Price and the loan rate. I suppose if one could ask for
one major policy development in Europe, then this
Would be it. The European Community needs in some
Way to divorce the intervention price, which is the
sort of floor price for the domestic market (in some
Ways, equivalent to the loan rate), from the target
Price, which is an indicator price used to indicate to
farmers what the Community is intending to obtain
by its policies. If there were a split of this type, made
UP perhaps by direct payments of some sort, then the
Community could play a much more constructive
role in international trade negotiations because it
Wouldn't be directly negotiating on the price level
that its farmers get.

But, as I said, beware of slippage, of negative as-
Pects in the battle of farm policies. Unemployment is
a very severe problem at the moment in this and other
countries, and it makes adjustment very difficult. It's
extremely difficult to convince the European Corn-
Inunity to liberalize trade in some particular com-
Inodity where there are likely to be significant unem-
Ployment effects in particular regions of the
Community. A similar point exists with respect to
unemployed capacity. Protection very often is de-
signed to protect capital investment, that is, to protect
a Processing industry. Again, that's very difficult to
remove at a time of economic difficulty.

Another negative force is bilateral agreements,
Whose potential for disrupting the normal trading
Process is rather great. Importers that are outside the
agreements tend to get very worried, and the results of
the bilateral agreement, unless they are, purely infor-
mative ones, tend to be disadvantageous to one party
or another. The classic example of this is the bilateral
sugar arrangement between Australia and Japan,
which was signed when the price of sugar was very
high. The Japanese made a big mistake, as they now
admit, and they have tried to renegotiate the price at
the expense of extending the bilateral agreement for a
couple more years. Bilaterals never are really satisfac-
tory, because the outcome is always going to be differ-
ent from what one or the other of the parties thought.
Consequently, that breeds ill feeling and doesn't
really have any positive effect on the performance ofthe trading system.

Another questionable practice is exporter collab-
oration. I realize that this is controversial, in particu-
lar since the Canadians and the U.S. Senate appear to
be talking to each other about deciding bilaterally nottO sell wheat at under $4. Discrimination among mar-
kets is another type of policy which is being suggested
in some circles. If the European Community is goingtO stick a 100-dollar-a-ton levy on wheat, why not justsell it to them at $100 a ton more? That requires mar-ket discrimination in the sense that the EC is just
ring to buy it from Spain, who buys it from the U.S.he system, in order to work, has to involve a lot more
very rigid trade controls and agreements than one cancontemplate at the moment. Export collaboration,
also, I think carries with the seeds of its own destruc-

tion. If it is successful, then either there is an incen-
tive for other exporters to expand their sales and for
importers to merely raise their prices both of which
will consequently offset any advantage, which may
have accrued to the exporters in the agreement. All
price-fixing schemes on an international market suf-
fer from a similar weakness. They treat the symptom
rather than the cause. If you don't treat the cause, the
problem just shows up in a different way.

Finally, pricing policies which are based on do-
mestic costs are one of the more serious problems that
face agricultural trade. This is where countries disre-
gard what's happening in the international market
and merely have a formula (as they have tried in the
European Community) for assessing the cost change
and hence for increasing the prices according to the
cost change. Unless domestic costs happen to rise at
exactly the same rate as world prices, then the policy
will be in trouble. In particular, too high .a price rise
for an exporter will add considerable expense in
terms of export subsidies. In fact any domestic cost-
based pricing system runs the danger of being out of
line with the trend development in world markets.
Governments should not be too surprised if two or
three years down the line, they're stuck with very
heavy costs as a result of such seemingly sensible
pricing policies.

Finally, a few comments on "where do we go from
here?" First, it is worth recalling the limited place of
government policy in expanding export markets,
whether one considers U.S. or multilateral policy
changes. Trade often happens despite government in-
tentions. Trade expansion will continue, as Jim said
this morning very clearly, mainly as a result of eco-
nomic factors: population, production constraints,
income levels. Trade policies, or at least the modifica-
tions of the trade policy element of domestic policies,
do offer some help in increasing growth and exports,
but it is a "once and for all" effect. Once you've got the
trade policy barrier down, then you're back to relying
on growth of population, income, and so forth, for
expansion of trade. Let me give you an example. In the
1973 Flanagan Report, there was a projection that ex-
ports by 1980 would reach $11 billion under present
policies, and if there were free trade, it would be $18
billion. We heard this morning it's already $28 bil-
lion, and we don't have free trade. So there are lots of
things that affect exports other than trade negotia-
tions, and the actuar effect of trade liberalization is
relatively small.

In spite of this caution, the improvement of do-
mestic policies is still important to the small opera-
tion of the trading system. Presumably, one has to
change them in a way which preserves the intention
of the program where they haven't outlived their pur-
pose. First of all, one can attempt, as I suggested be-
fore, to split the price support and the income support
aspects; to try to set up a mechanism whereby coun-
tries can remain competitive, in particular in terms of
their consumption decisions, and try to pay any stabi-
lization payments, and any income support pay-
ments, in a way that does not conflict with trade.
Economists have been suggesting this for years. Now,
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CI) I think, there's just a chance that it may happen in a

aj number of countries. Secondly, there is the need foradjustment policies, to assist the easing out produc-

1 tion of sectors that are potentially uneconomic and
that are becoming embarrassing to the government in

0 terms of the level of support needed to keep them in
being. Though the obvious example comes from over-

0
 seas, there are one or two sectors in this country
where adjustment policies might be the only answer.

Thirdly, price support levels must move more in

I line with world market conditions over time, which
means getting away from cost-plus basing as a rigid

1 formula. Domestic prices must also be allowed to
vary, in order both to encourage consumption and

in stock changes, so as to allow world markets to clear.
And, lastly, policies should be discussed among

H governments to avoid and, if possible, to anticipate

U)

trade conflicts. That's very difficult to get ministries
and departments of agriculture to agree to; they see
trade as being something which is an encumbrance on

1,....0 them. Such 'interference' is all to the good; agricul-
tural policies have to be discussed on the interna-

1 
tional level in terms of their broad impacts and not
just in a domestic sectoral perspective. Perhaps the

0 new institutional initiatives that I have mentioned
will facilitate this process.
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Another View of
Agricultural Trade
Herman de Lange
Pirst Secretary of the
Delegation of the
Commission of the European Communities

We in the European Community are confidentt at the Multilateral Trade Negotiations are in theirfinal stages. Even the laborious process of getting ap
Proval and implementing legislation from the legislative bodies of the participating countries has already
eglin• The wheat negotiations are also progressinwell. Some important issues still remain to be solved,ut compromises are expected

In spite of this cooperation
See many conflicts in trade, particularly in wheat

record crop of wheat has been produced
e World, and every wheat-producing country willwant to export. The EC is at a disadvantage in the
eavY competition because of its export subsidizationProgram.
An association of wheat growers in the U.S

ecently filed a complaint against the EC subsidy pro
rain for wheat. The Office of the Special Trade Repre
entative will hold public hearings on the complaint11! February. The EC does not appreciate this kin
Pressure, which might cause its members to have
isgIvings about the trade discipline required by thewheat agreement. While the EC feels the complaint isIliustified, it has --- as a gesture increased theurveillance on its refund system to he South Amencan, 
market.

Plagued by surpluses, the EC is accelerating the
review of its agricultural policy. Important revisions
in the Common Agricultural Policy (CAP) can be ex-
pected, necessitated by 1) permanent surpluses in
sugar and dairy products, 2) growing expenses from
these surpluses, 3) growing distortions caused by
the agricultural price system, and 4) the upcoming
entry of Spain, Greece, and Portugal into the EC. This
year the Commission is proposing a freeze in nom-
inal prices and a tax for over-production of dairy
products

Proposals about how to abolish monetary distor-
tions in agriculture have also been put forward but are
currently blocked by France

The EC will try to make these changes in the CAP
and monetary field with the least consequence for
farmers.

This is the second time that I have spoken on this
subject for a group gathered by the University of Min-
nesota. I want to express my appreciation and that of
my administration, the European Communities (EC),
for providing me with an occasion to express our
views on agricultural trade.

My predecessor on the program has spoken about
the Multilateral Trade Negotiations (MTN) in some
detail. We too are confident that these negotiations
are now in their final stages. Some points still need to
be straightened out. The extension of the waiver au-
thority on countervailing duties must be taken care of
to eliminate the last stumbling block for formal con-
clusion between the EC and the United States. Then
begins the laborious process of getting the results ap-
proved by the parliaments, congresses, and councils
of the different trading partners and implementing
legislation to be elaborated. But the preparations for
this are underway and will get along well. We in Eu-
rope feel that the end result will represent a fair deal
for all the trading partners involved and will intro-
duce a new period of trade development based on
rules adapted to the needs of the 1980's.

One area of contention, namely the wheat nego-
tiations, is also progressing well. Substantial progress
was made in these negotiations during the last weeks
of 1978, enough progress to justify the calling together
of a new, and hopefully the last, conference session in
Geneva. However, there are still some important out-
standing issues such as the final determination of
each country's contribution to the wheat reserve
scheme, the trigger price level for the release of
stocks, and the treatment of LDC's. For the U.S., this
new wheat agreement constitutes the great advantage
that other exporters finally will share in the burden of
carrying stocks when wheat is in surplus. On release
prices we are still apart, but a compromise solution
might be found for this problem as well during the
final weeks of the negotiations. Enough remarks on
the MTN. There may be time to clarify the EC's posi-
tions about the MTN during the question-and-answer
period.

Instead I will interject some considerations about
the post-MTN period. I then will describe briefly
some new developments in the EC that have a bearing
on European agriculture and, through that, on agri-
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cultural trade of the EC with the rest of the world.

This year, with the MTN hardly terminated and

the implementation of the MTN and wheat agreement

still underway, probably will be characterized by

many conflicts in trade, particularly in the wheat sec-

tor. All over, the world wheat production has been,

particularly abundant this year. Surpluses have re-

sulted everywhere; competition is becoming more

fierce, not only between traditional exporters but

even newcomers. -
Pressure is strong in the U.S., the EC, Australia,

and Canada to export whatever ,can be exported. In

the U.S., the bins are full, the pluriannual reserve

program almost completed, and now there is almost

no other outlet than exports. In the European Commu-

nity we have 5 to 7 million tons more to export than

during the past 2 years, when we practically with-

drew from the world market because of the low pro-

duction results caused by drought and other climatic

developments. In Australia a record crop has been

brought in. In Canada also, crop results were very

satisfactory. Even in Rumania, Bulgaria, and other

countries quantities are available for export. There is

no sense in denying that under those circumstances

competition will be fierce. All countries want to ac-

tively pursue their export program. The U.S. needs

exports to balance, at least partially, the heavy trade

imbalance. The EC needs exports to compensate for

its heavy deficit in agricultural trade with the U.S.

and the rest of the world. In this trade competition,

the EC is not too well placed or at least is under heavy

pressure from other exporting 'countries because of its

export subsidization program.
It is no secret in this room that an association

of wheat growers has recently filed a complaint in

the Office of the Special Trade Representative against

the EC subsidized export program for wheat. What-

ever the merits of such a complaint, it is of course not

the kind of crisis management the EC appreciates.
Although we are slowly constructing a multilat-
eral trade arrangement for wheat, such complaints
might well prove to be counterproductive in that
they awaken misgivings in the member states of the
European Communities on the trade discipline re-
quired in the framework of the International Wheat
Arrangement.

Generally, it is felt in Europe that against the
background of respective trade balances in agricul-
tural trade in the U.S. and EC, this complaint is not
justified. Nevertheless, to accommodate the U.S. Ad-
ministration and the U.S. agricultural trade circles,
the EC, as a gesture, has put its refund system to the
South American market under stricter surveillance.
We sincerely hope that this gesture will be considered
when the public hearings on the complaint are held in
Washington by mid-February.

All exporting countries, including the EC, will
continue to look for new untapped outlets. It is no
wonder then that all exporters also are looking with
Argus eyes at the possibilities for export that the
opening of the Chinese marker may bring. Delegation

after delegation is sounding out China about its inten-
tions. Secretary Bergland made a very satisfactory trip

to China, Vice President Haferkamp, the External Af-

fairs Commissioner of the European Communities,

recently traveled to the Chinese continent; so did the

Australians. From the different reports coming out of

those trips it appears that there is room for exports of

wheat and other agricultural products, but it is not

unlimited. We can expect some fierce competition on

this new market as well.
The Common Agricultural Policy (the CAP) of the

EC might be the object of important revisions this

year. (1) The permanent surpluses produced under

the system in sugar and dairy products and now

wheat, (2) the growing budgetary expenses resulting

from these surplus situations and the consequent lack

of funds available for restructuring and regional agri-

cultural programs, (3) the growing distortions of the

monetary impact in the agricultural price system and

the mounting budgetary outlays because of those and
(4) the spectre of enlargement of the EC to Spain,

Greece, and Portugal, and the changes in agricultural

policy necessary to prepare the entry of these new

countries. Many manifestations of this uneasiness

and necessity of revision are reported daily from Eu-

rope, and you certainly are aware of them. -
The United Kingdom has already been grumbling

for months that its contribution to the CAP is rela-

tively out of line with those by other member states

and that the CAP should be restructured to accommo-
date consumer interests in Great Britain. More re-

cently, the French government blocked the imple-
mentation of the European Monetary System until a

solution is found to break down, in a tight time

schedule, the monetary distortions of the CAP. They

say that French farmers cannot take advantage of their

relative efficiency on the European markets because

of the monetary distortions caused by the complex

system of the monetary compensatory amounts. The

Federal Republic of Germany is continuously press-

ing for lower budgetary outlays for agriculture. The

Italian government is looking for structural assistance

for its southern farmers. All these pressures make the
CAP of the EC undergo a serious reassessment this

year.

The Commission, after 2 years of very small price

rises in support, now intends to propose for 1979-80
a freeze in nominal price, which due to inflation

amounts to a decrease in real income for farmers. Fur-
thermore, the Commission proposes for surplus sec"
tors, particularly dairy, to take additional measures.

Not only does the Commission want to tax dairY

farmers for over-production but also to make direct

cuts in support prices when dairy production exceeds

1978-79 levels. This would be an innovation, penaliz-

ing producers for over-production.

But these proposals, if accepted, are not enough'

Not only the growing financial burden of the Coin:
munity's farm policy, but also the increasing 

cribcisms arising from our subsidy program to export ouir

increasing surpluses on already over-supplied worlu
markets, will force us towards change.

It is too early to tell what changes will be made in

our CAP. The battle has only begun, and the interests

173



Nf-
es,
he
of
of
lot
on

he
uS

ler

ng
ck
ri-
he
rid
rid
in,
ral

55

rig
a.-
eS

0-

.e-

,e-
a

e-

5e
jr

-

,e
Le
is

,e
0
Ti

r-

;.

:t

of the different member states involved are too di-
verse to deduce from them.certain orientations at this
stage. I hope that we can find ways to make these
changes with the least consequences for our farmers.As in every country the farm community constitutesthe backbone of the nation:and we want to keep a
sound and financially healthy population on our
land. Not so much for agriculture alone, but also for
reasons pertaining to such new perceptions as ̂ en-
vironment, touristic infrastructure, etc. ,

That these changes must be made during a period
of unemployment in the industrial and service sec-tors does not help, of course. The process would, be
easier if our economies would become vigorous and
growing again. One of the Conditions for that is mone-tary stability, and in our case a rapid implementationof the European Monetary System. Therefore, the first
thing to achieve is coming to grips with the French
Wishes regarding the time frame for the. abolition ofthe monetary distortions in agriculture. This debate
Will take place this month in the European frame-
work. It is the first opportunityto see what the direc-tion will be for the reorientation of the CAP. The sec-
ond instance will be the price debate for farm supportthis spring. It will be an interesting development to
follow. I hope, therefore, that Professor Pickrel will
invite me again next year to examine with you the
newly reformed Common Agriculttiral Policy.

Discussion
bonald E. Anderson, Moderator

By way of preface, I think we need to recognizethat we tend to view international trade negotiations
from a perspective that is somewhat provincial. Weare oriented to our own interests, to our own perspec-
ve of what world markets can do for us, and to what'cincis of things we expect to see occur in international

trade. We are interested in how they might influenceUs in our own pursuits as farmers, agri-businessmen,
cilicators, or whatever field of endeavor we might be!II. But I think we've got to keep in mind as we look at

1:iternational trade negotiations that they are ex-pmely complex. There are a lot of vested interests in
Lite kinds of economic activities that are influenceduY trade negotiations and by changes in trade poli-cies. Many of these have been brought out by the threePeople who have addressed us today.

It is very easy for each of us, as we view interna-'lona' trade negotiations from our own perspective, totsaY that the best world is a world completely free ofthrade barriers. We sometimes look at the policies of
he EEC and say, my goodness how can they justify

inefficient production that takes place in WesternEurope? I once had the pleasure of living in central
le 
ranee for about two years in the little town of Or-ans and, in fact, I lived on a farm for a while in a
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rural Community. I think that one needs to see the
world in the context of the farmers all around the
world, rather than just .from our own perspective, to
really get a full appreciation of the significance of
international trade negotiations. Concessions in trade
policies by any given country can and almost un-
doubtedly will result in some dislocation of produc-
tion efforts in its own economy. If we were to achieve
total removal of all trade barriers, total absence of any
kind of obstructions to the free flow of goods in world
markets, undoubtedly the character of production in
the Red River Valley and in virtually every commu-
nity across the world would be changed dramatically.
We would probably find that we would be producing
much more of some of the commodities that we cur-
rently produce and far less of some others. To get
more specific, we would very likely see more imports
of beef and more imports of sugar. We would probably
see far greater exports of wheat and probably even
some increase in oilseeds and some of the other com-
modities that we are the world's most efficient pro-
ducers of. The most important thing that interna-
tional trade negotiations can bring to us in a major
agricultural producing area, however, is greater ac-
cess to those markets for which we have a compara-
tive advantage.

But we need to be prepared to accept some of the
bittersweet with the gains. We need to recognize that
trade negotiations are, after all, born out of conces-
sions and that no one participant in the negotiations
can expect to totally achieve gains, even though the
economic principles of comparative advantage might
say that if world trade were totally based on free trade,
we'd all be the better off. Each individual farmer and
agri-business person would not necessarily find that
true; there might be some investments in sugar facili-
ties or in feedlots that would, in fact, result in some
rather substantial losses. That is one of the reasons
that trade negotiations are so terrifically difficult to
accomplish. We may conclude that concessions are
unduly difficult to extract from those hard-headed
guys over in the EEC but obviously they are looking at
the world in a very pragmatic way. The political and
economic effects that follow from concessions in
trade negotiations can't be taken lightly. The eco-
nomic and political stability of the countries involved
in those negotiations are obviously at stake so we're
not going to experience immediate liberalization of
trade. Rather, we're going to chip away piece by piece,
to find better understanding and some common
ground for coming together and saying, "Here is
where we all can prosper. on a worldwide basis." I
Think we can look to the future with a great deal of
optimism because the speakers today have brought us
the encouraging message that agriculture has begun to
play a more important role in international trade ne-
gotiations. Up to now, agriculture has been woefully
neglected in international trade negotiations. It has
been avoided quite consistently from one set of nego-
tiations to the next. We may have touched on it and
opened up some discussions, but usually they have
been broken off in almost total failure. It is encourag-



ing that there is at least a beginning of some changes

in international trade policy with respect to agricul-

ture. We know we've got an efficient agriculture. Now

perhaps we are going to have greater opportunities to

use it to the benefit of this entire region.

Q: I'd like to have a little help with the negotiations I

have to do with the consumer representative in my

family. It usually happens at the news broadcast at

breakfast when there has been some recent develop-

ment in trade negotiations. My wife says, "Isn't that

raising the price of food?" I say, "The cost of wheat in

a loaf of bread doesn't amount to much anyway," and

she says, "Well, what about soybeans and grain?

Doesn't that make the cost of wheat higher and the

cost of milk higher?" I say, "Yes, but you know we

need those export earnings because we need to buy

things like Gucci bags and Toyota cars." But she says,

"I don't want that junk. Now they're going to take

away my grapefruit!" I get the part of saying, "Well,

you just don't understand." She says, "You're trying

to pull the wool over my eyes." Turner, can you give

me a rational answer? She comes home from the store

and asks, "Why can't I buy those good Mexican toma-

toes instead of those Florida ones?"
Oyloe: The United States probably has more spoiled

consumers when it comes to food than any other

country in the world. We live well. This really hit me

when I was in Germany. One day I walked through an

apple orchard, and compared to our apples, the ap-

ples weren't much good. They would be considered

class C apples. Here was a country where I was paying

my secretary at the Embassy $19,000 a year in mark

equivalents! I went through the orchard a few days

later, and they had picked every apple on the trees

and every apple on the ground. There wasn't an apple

anywhere.
In western Virginia where I lived last summer, the

people next door had about 20 apple trees, and the

apples were rotting and falling off. So I went up to

them and said, "Look, I don't have any apple trees."

She said, "You want apples — take all you want,"

which is typical in the United States. You know,

"They're free, so take them. In fact I'm glad for you to

get rid of them for me." I've done this in doing market

surveys when I was a grad student. I used to stop at

farms in the fall. I'd see all those apples, and they'd

say, "Take them. We've got more than we can use;
they'll rot on the tree anyway."

I give you this example to show that in a country

like Germany, to allow one apple in a whole orchard
to go to waste would be considered terrible. And yet
they have a very high standard of living. Here in the
U.S., food goes to waste. It's not because the people
can't afford waste in Germany or can afford to throw
food away in the United States. It's just we seem to
think we've got a God-given right to cheap food. And
we don't.

This also hit me as being a problem when I used to
do what we called the supply equalization on soy-
beans. Anything that we didn't need in the soybean
area (and the loan rate was low enough so it would all
move in the market) was exported. The day came fi-

nally when the Japanese housewife started competing
with us for chicken, and our soybean prices went UP.
We got very upset.

I guess my answer to you is that I don't know. The
American is going to have to get used to the idea that
food does cost money. It's not a bountiful, cheap, free
product.

deLange: I find it a most complex question. I agree

with the line you've taken with your wife. We mus
t

make a compromise between what's a reasonable in-

come for farm products and what will help the indus-

trial environment. In a highly politicized, highly

regulated agriculture like ours, that compromise is

strict. Of course, in periods of over-abundance, that

does not give the advantage to the consumers because

at that moment we'll take the surplus quantity out of

the market and still maintain the agreed compromise

among the different sectors of the economy. We have

chosen this approach of highly regulated prices in

agriculture — and for that reason, in consumer prices
___ because our agriculture was not strong enough 

to

be exposed to the full market forces. Therefore, our

agriculture has indeed taken a rather intensive form,

and, in the example of Turner, no apple can be wasted

in the German orchard.
The second part of your question was what liber-

alization could bring to correct this situation. I think

that the results of the negotiations we're having now
will be helpful. The former speaker, Mr. Anderson,

was stressing the point that agriculture has been iln"
portant to the negotiations this time. It is in the grad'

ual process, this chipping away, as he called it, of all

those barriers, that we can envisage over time ail

those barriers being slowly reduced. Not to saY

eliminated; that's for a later date. Then we can take

more advantage of the competitive advantages, of the

better quality, or in your example, of the better 1VIexi-

can tomato than the Florida one. But we cannot ex'

pose the farm community to sudden changes'
Changes will come in chipping and a slow process, s°

that the farm community can adapt to the new coin-
petition or to a new outlet and can change its produc'

tion structure and go to those products for which it is

best equipped.
7

Q: In the United States, we spend approximatelY 
1 -

percent of our disposable income on food. What is the

comparable figure in Europe? I think it's higher. I.st

there any consumer reaction to the levies that keeP

high?
Oyloe: And what has been happening to that Per"

centage over time — has it been going up or down?,_
deLange: Well, it's higher. It varies between

member states. People spend between 26 and 34 Per"

cent of their income on food. To a certain extent, these
are at the same time a poverty sign. The percentaq,

doesn't say so much without having the income leveile'

to take into account. I suppose that in China, peoPc'T

are using 70 percent of their disposable income I°

food, but that does not necessarily mean that theY

are so attached to food but that their income is s°fo
low. I am always led to be prudent with that type

percentages.
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dies injure domestic industries, we can countervail
directly. There is no outright prohibition on export
subsidies in the agricultural area. But what we have
gained in agriculture is in the area of third markets.
There, we have an improved definition of agricultural
export subsidies. If that subsidy results in the dis-
placement of our exports to third markets, or results
in prices materially below those of other suppliers,
then it is banned, and we would consider it justified
to take counter measures.
Q: I'd like to ask a question about the makeup of the
countries that are involved in the negotiations. What
input do the Third World nations have? How many of
those Third World nations are involved? What con-
sideration is being given to fair trade protection for
some of the foreign nations? When we look at the
balance of trade in agricultural products between the
United States and the Central and South American
countries, I hope we don't get the mistaken impres-
sion that that's the whole balance of trade between us.
It's close to 4 to 1 in the balance of trade between our
nations and many of those Central or South American
countries, even though the agricultural differential is
just the opposite. What input is being given by the
Third World countries?
Chaves: You've got a lot of difficult questions here.
There are 105 countries participating in the current
round of negotiations. That means there are a lot of
developing countries participating, as well as devel-
oped countries. A principal objective of the negotia-
tions from the LDC point of view was to get certain
assurances of special and differential treatment in the
trade area. What we have accomplished is some im-
proved rules.

In the subsidy area, we have been particularly
concerned with the Advanced Developing Countries,
those countries which are gaining rapidly in develop-
ment, which are becoming competitive with us in a
number of products, mostly in the industrial area. We
have had a number of negotiations with these coun-
tries to try to assure that they will take on added re-
sponsibilities in trade in the future and become more
involved in the development of the international
trading system. As part of the subsidy code, we have
an understanding now with Brazil that it will join and
will phase out the use of export subsidies over an
extended period of time. In the meantime, we will not
consider them liable to the restriction against the use
of industrial subsidies, unless they injure our domes-
tic industries.

The whole area of increased responsibility is an
area that's fairly new, but one that we have been work-
ing actively on with the developing countries to bring
them into the trading system. Of course, we also have
our own generalized system of preferences on the im-
port side for the developing countries — a number of
nations have similar systems — to grant duty-free ac-
cess for a wide range of products from the developing
countries. The problem is essentially how fast indus-
trialized nations can adjust to this new competition
from the developing countries. We can't adjust over-
night. It takes time. We have to recognize the political

This being said, it is higher than in the U.S. I thinkthe food habits in Europe and the whole attachment to
food are traditionally very, very strong. People are
Willing to spend more; they attach enormous impor-
tance to their food; they combine it, in the case of
Germany, with beer, in the southern countries, with
wine, which is not yet so common a thing in the U.S.
We have food chains, but we have not yet gone into
that so much. We have in the European CAP, some
initiatives which touch upon the subject of getting the
Producer and the commercial activities in agriculture
better organized. We have a whole program of tempo-
rary subsidization that helps, for example, the Italian
food chain to become a little more efficient in its dis-
tribution effort. We have this program in the hope that
it might bring about lower prices and for that reason
have an influence on that part of the income spent on
food. That percentage has a slight tendency to go
down in Europe.
Q: What specifically, is the Administration seeking
in a modification of current U.S. countervailing duty
law, and what is the political status of that change?
Chaves: Basically, one of the major issues in these
negotiations has been subsidies, the use of counter-
vailing duties. A major issue is the problem of the
expiration of the U.S. waiver authority. As of January
third, our authority to waive the imposition of coun-
itervailing duties has expired. The President tried very
nard to get through the last Congress an extension of
this authority. The problem is, as the authority ex-
Pired, it also threatened the imposition of counter-
vailing duties on a number of very sensitive products
which we had waived during the negotiations. These
include such items as ham and cheese from the Euro-
Pean Community. Our main concern, had been con-
clusion of a code covering subsidies, and the Euro-
Pean Community wanted,to assure that they would
have an injury test in our domestic law and that the
waiver authority would be extended. Now that we
have achieved substantial agreement on a subsidy
Countervail code, we're confident that we can secure
an extension of the waiver authority on a retroactive
basis from the new Congress. In the meantime, the
Treasury will take other measures which both guaran-
tee the revenue of potential duty liability and help to
nlitigate trade damage in this interim period. Does
that answer your question or did you want something
inore specific?
9: You said the earlier they can get the waiver, theuetter?

Chaves: As soon as possible, right.
Q: What is this satisfactory solution we have reached
°4 subsidies and countervailing duties for
griculture?
-̀;haves: We haven't solved all of our agriculture sub-sidy problems in these negotiations. We had in the
klATT an outright prohibition on the use of export
tsillbsidies on industrial products, but the problem was
t"at this was not necessarily well enforced. The new
greernent on industrial export subsidies is a flat pro-nibition. There also are improved procedures for con-sultation, and there's a provision that if export subsi-
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problems involved, but we also need a mutual com-

mitment to adjust as we can.
Oyloe: I still don't quite understand the question.

Are we negotiating with these countries in the area of

agriculture? The answer is yes. Secondly, are we giv-

ing them preference in the negotiating? The answer is

no, not in agriculture. We have negotiated with a

number of them, and quite frankly, we're saying if you

can't make some concessions on agriculture, then we
can't either, and we haven't been making conces-
sions, we've been very provincial. To the extent that
they are willing to allow us greater access to their
markets, we've made some deals — except that they
are not allowing access and we haven't made any
deals in agriculture. So agriculture is not paying for
this program. I think the big issue we have right now
is palm oil from Indonesia. It's been bothering our
oilseed people quite a bit. That might be one of the
issues that you're thinking about.

I'll just add a comment. I believe it's true that in

the wheat negotiations being conducted in UNCTAD,

the less developed countries, the so-called group of
77, are taking positions about the negotiations as a
block. They are meeting as a caucus having to do with
food aid, commitment for stocks, and the undertak-
ings for reserves, so they are gathering some negotiat-
ing strength from their numbers in working through
UNCTAD.

Q: If I were a farmer, I'd feel apprehensive about all
these negotiations because it appears that at the time
when these problems arise, all hell breaks loose. No-
body keeps their agreement. You know in the 1960's
everybody was dumping all this surplus. I under-
stand somebody was selling barley at fire sale prices
— and that was only a few months ago. Can you see in
the future a better chance of people holding to their

commitments, better than they have in the past?
deLange: I can understand the anxiety from the point
of view of a producer, but the whole object of the
negotiations in the first place is to put a new system of
rules into the international trading community so that
we can live better and develop over the decade to
come. As Professor Anderson already pointed out,
that has not been done much in agriculture. We don't
have much experience because we have always tried,
especially the Community but others a' s well, to keep
agriculture out of the negotiations in previous
rounds. You have heard about the subsidy counter-
vailing code; you have not heard about the interna-
tional wheat agreement. You have heard about the
coarse grains agreement a little bit less because it is
more consultative in nature. You have heard about
the dairy and meat agreements, which are a little more
elaborated.

There is also something coming out of the nego-
tiations to which the United States and the Commu-
nity are very much attached, and I hope that all the

partners will join in. We will negotiate and form an

agricultural forum where we can discuss not only
problems regarding specific products, but agricul-
tural problems across the board as well. To give you
an example, if we want to discuss our dairy surplus,
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we should also be able to discuss tapioca, soybeans,

and corn because they are interrelated. The other way

round as well. If there is a shortage of soybeans, the

United States could also bring this problem up in this

broader agricultural forum.
I cannot accept, of course, as an official, the 

doubt

you express about whether governments will stand by

their agreements. Generally, in the Western world, We

do. If pressures are too strong in a particular country,

we must foresee that they will have some relief. Some

of those rules which we are talking about have relief

clauses in them or at least say that you can invoke

specific situations, which we try to define as well as

possible. There is no absolute guarantee, but to the

extent that you support your government, the chances

are greater. And, again, I feel that the effort which has

been made by your government and others to come

to negotiating results should be supported and de-

veloped and elaborated upon. You will still see

some irritating occurrences. You should be atten-

tive to them and bring them to the attention of your

government so that, indeed, they will be discussed

internationally.
Chaves: I think that was an excellent response. The

main issue which you raised is: Are we going to con-

tinue to have conflicts in the future? Do agreements

assure that we won't have conflicts? I think what

we've tried to do in these negotiations is to talk about

a number of difficult issues which we foresaw as 
rais-

ing potential problems in the future, and to try t°

work out pragmatic, reasonable agreements. That

doesn't guarantee that these domestic pressures

won't require some relief in certain circumstances,

but we think we have a system which will provide for

increased and improved consultation and notifica-

tion and that we can resolve some of these problenls

through these new procedures, perhaps before they

become a real threat to trade.

Q: I wonder if our classification of countries by call"

ing them "developed" and "developing" countries

hasn't got us into sort of a bind. It seems that 
the

developing countries keep developing; they never get
"developed." I've been hearing about Indonesia as an

oil exporter, both natural and vegetable. Brazil as 
still

a developing country. I guess Kuwait is still a 
de-

veloping country. Don't countries ever get "devel"
oped" so we can classify them differently than we

have? I think it's an obstacle in our thinking.

Chaves: That question is very pertinent to what

we've done in Treasury. Our Assistant Secretary a few

months ago sent a note around to everyone who works

for him and said, "We have a problem. We have 3
number of countries that are recently emerging ec°,-

nomic powers. Now if we say REEP, it doesn't sounu

very nice. Someone come up with,an acroynm for me,

for these countries that really are in the process or

graduation to developed status." Well, we ended 1-1P
with "ADC's", Advanced Developing Countries. S°

we now have DC's, LDC's, and ADC's, but this recog-

nizes that there really is a graduation over the wh016,
spectrum. Each individual country is different, an"

it's very difficult to put them all into one category. We
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have to differentiate in our policies with regard to
each of them.
Oyloe: I share your concern. It seems awfully strange
to me when you speak of a country like Brazil with its
soybean production as being a "developing" country.
When you go from 2 million tons to 14 million tons of
soybeans in about five years, that's pretty good devel-
oPrnent. Either they have developed a new type of hoe
down there or they've got some pretty big diesels run-
ning up and down those fields. Of course, the prob-
lem is that if you try to think of a general, statistical
Way to measure development, then you do it on the
basis of per capita income, and within any given
Country you can have highly developed sectors and
highly undeveloped sectors. So it doesn't really make
much sense, but you've got to make decisions.

However, we recognize it much more than you
Might imagine. When we talk about helping develop-
ing countries, we don't give them much time when it
comes to those parts of the economy which are highly
developed; we treat them as we would any other
Country. I think that Brazil is a good example of that.
Mexico is another one in their winter vegetables. So
don't lose faith because we do look upon it in terms of
sector analysis when we get into these matters of trade
Policy.
Q: As you confer a new set of letters on these de-
veloping countries, can you change the concessions
that you give them?
Chaves: Well, the thought from our point of view is:
Do they accept additional responsibility in the trad-
,ing system? The developing countries generally have
,I3een excluded from the GATT to the extent that they
nave a number of preferential arrangements with de-
veloped countries for special access to markets in cer-
tain products. We have a generalized system of prefer-
ences ourselves. This applies to all developing coun-
tries, but there are criteria within the program
Whereby once imports exceed a certain value or a
Certain share of the total of imports of that product,
that nation will no longer be eligible for duty-free
ilnPort treatment. In other words, if they are a big
suPplier, very competitive in price, and they're get-
ti,ng an advantage from this low duty, then they
snould be able to export to us as the developed coun-
tlies do at the regular tariff rates. So there is some
uifferentiation. In the subsidy code, as I mentioned,
We have tried to get the ADC's to agree to phase out
exPort subsidies over time, recognizing that this is
difficult, but that it is one measure of their becoming
advanced.
Q: Are the negotiations really for the benefit of
t4nlerican farmers? Or are they for the political advan-
r,lage of foreign policy?
_'3'10e: I'm glad you asked that. The answer is yes touoth your questions. It does give more employment to
Civil servants; it's good for foreign policy. But basi-
cally, I think it's absolutely essential to our American
apgriculture. I'll tell you why. When you are out front
ke We are, given those statistics I gave you, we can't
ford not to be good guys. We're running an awfully

ulg export market at this time. To say that the rest of
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the world can't get along without our product is not
true. They can. Maybe not tomorrow, but if they really
worked at it, they could get along in another five or
ten years pretty well without us. And our exports
could decline — it's not an impossibility. When we
run a surplus on a given sector, as we do in agricul-
ture, we're the people most exposed to anything that
happens in the international market. If incomes don't
increase in Japan and the European Community and
Russia and China and every place else, we're not go-
ing to have an expanding market. On the other hand,
if they do increase, and they decide that we're not
going to be a reliable supplier, they will look for other
sources of food. And they'll go to the trouble, if they
have to, of increasing their own self-sufficiency, even
at a very high cost. So the environment of liberal trade
is absolutely essential to the continuation of the in-
crease in our exports. Without it, we're really in trou-
ble. I believe that firmly. I don't like a lot of things that
are happening, but I see how important it is to us that
we do continue to move in the direction of more lib-
eral trade. It's in our interest.
Q: Can we simply rely on the international agree-
ment if we don't have strong and compatible domes-
tic programs as backup so that in case they fail, we
don't become the dumping ground — as in the obvi-
ous case of sugar?
Oyloe: What you are asking for is a judgment. The
question really is, can we look upon international
agreements or international programs to protect us?
In other words. we lose control of our own destiny in
that particular area. If we lose control, we want to be
darn sure whoever is controlling it will at least signifi-
cantly consider our position.

We have had a very bad record in terms of suc-
cessful international commodity agreements. I can't
think of one that has ever worked. We've had the cof-
fee agreement 10 times, the sugar agreement 20 times,
wheat, grains agreements many times. I guess maybe
the old wheat agreement worked pretty well, the In-
ternational Wheat Council. I think there was one of
the sugar agreements that wasn't too bad. What made
them work well was that they tended to be very
limited in scope. They didn't try to regulate prices or
trade. They tended to have a forum where different
countries could get together and discuss issues.

I think that Secretary Bergland and Undersecre-
tary Hathaway have this in mind for the wheat agree-
ment. Now, that wheat agreement is not a tight one.
There are no prices in that agreement that will stop
trade. There are absolutely no maximum or minimum
prices. All that maximum and minimum prices do is
trigger off stocking or the movement of stocks. It is a
very loose agreement, and it's loose because the looser
you get it, the better the chances are that it will work,
to be very frank with you. A tight agreement is just too
rigid, and-countries can't agree to it. And if they do
agree to it, they won't live with it. You recall the old
international grains arrangement — that must have
lasted six months. If you put an agreement together
where you have prices and market shares -at an in-
ternational level and production controls, it's just not



going to work. That's why I think this Administration

has been very good about trying to put together a rea-

sonable program in terms of international agree-

ments. On that basis, I think they probably are going

to work — until something else comes along that will

be better.
deLange: I'm a little bit uneasy when Turner comes

here and uses words like "absolutely not" and "there

are not fixed prices in the international wheat agree-

ment, and we were always so much in favor of it." In.

any case, that is the result, I agree. What you are ask-

ing there is, nevertheless, a bit more complex. We

cannot give up trying to find a greater degree of coop-

eration in the international trade. Even if some of

these past agreements were not so successful as we

wished, we have learned in the meantime. We try

again every time to make it a little more adaptable,

especially in a country like yours, which is a great

exporter of agricultural products. The complexities of

the world today are such that you cannot regularly

trade without having a coordinated framework

worldwide. You have a choice; you can do it bilater-

ally or you can do it multilaterally. In my view, the

Administration does not know which way to choose
in some areas. They are using both the bilateral tool
and the multilateral tool. It is, of course, difficult to

decide; it depends so on the character of the country

you export to. But it's undeniable that you cannot live

without an international framework.
Of course, an individual farmer produces, and he

wants to sell at the best price. It is the same in Europe;

it's the same all over the world. But there are problems

created by the cumulative production of all those

farmers which he cannot influence and which must

be regulated and coordinated and consulted upon by

some international rules.
To answer the former question, you cannot expect

the governments to do it all. We are not living in a.

totalitarian state. We don't want to live in a totalitar-

ian state. Trade still has to come from the export pro-
motion efforts of your many associations and agri-

business institutions. The government only tries by

those rules to set the environment in which those
companies can operate and you can operate. Again I
can only come back to my last intervention — it is
your support that's needed to keep those rules going.
Without your support and your positive attitude re-
garding them, they will probably fall apart. Then we
have a new setback.

Q: The point is that certain people in the Carter Ad-
ministration are saying we're going to hang our farm
policy on international agreements. Many people in
the different segments of the industry are saying,
"We're in support of international agreements, but we
think the United States must have strong domestic
programs of its own just as the EC does." That's the
question that I was really raising. Was that a naive
approach? Don't you agree that without a strong do-
mestic program, it is very, very risky?
Anderson: With 25 percent of the cash receipts in
agriculture in the United States coming from the ex-
port market, we can't afford not to have a strong do-

mestic policy for agriculture and a strong interna-

tional policy. We can't have one and not the other. It's

too important. A domestic program a price support

or stabilization program or income guarantee pro-

gram for agriculture — can't operate in the absence of

a large amount of foreign trade. And our foreign trade

commitments and market can't operate without sup-

ply assurances and other kinds of basic, fundamental

strength in the agricultural structure. Part of the in-

ternational program has to deal with the people on 
the

other side of the counter. That's where the interna-

tional negotiations and international trade agree-

ments come in. So I think the question really is 
a

rhetorical one. We can't afford not to have both.

Q: With the Iranian oil production way down and

OPEC prices moving up, how much curtailment can

the European Community or Japan take in crude oil 
or

how much increase in the price of crude oil can they

take without adversely affecting U.S. exports? It

seems to me that U.S. agriculture is living in a dreaml

world today. I think that agricultural export is direc
tly

tied to the level of prices of energy and the ava
ilability

of energy. But I haven't heard anybody comment on it.

Maybe somebody would.
Oyloe: We're not experts on energy. But I recall when

the price went up in the first place in Germany. The

first time OPEC put it up, the German economy ab-

sorbed it very well, and within two years their 
bal-

ance of trade with the OPEC nations had gone from 3

negative to a positive balance. I think the same thing

happened with Japan. I don't think at that time We

saw any significant changes in our exports due to 
the

increase in the price of oil. Now that doesn't say 
that

there wasn't any, but there was nothing we could find

in either Japan or Western Europe which 
indicated

that our exports decreased due to the fact that 
the

price of oil had increased. At one time, you will recall'

when they increased the price of oil people said 
the

whole world was going to fall apart. It didn't fall

apart, and quite a bit of that money actually went bac
k

into the market due to the demands from some of the

countries, such as Indonesia and Nigeria. I have 0,

evidence that exports have fallen off before, and

have no evidence that they will this time. 
That

doesn't mean they won't, however:

Q: It must cost a lot of money in the European Coul-

munity to have surpluses to support the farmer
s on at

high price level and then to turn around and exP°r

agricultural products which are also in surplus wit11,_a

payment from the treasury to do that. Where does
 tne

European Community get all that money?

Oyloe: Well, many of the tasks which were for
me1!

performed by national governments have been 
takeu

over by the Community, so many of the budgetai_rY

expenses of the national government are now don
e °,1,

the Community. The expenses are now in the neigq.

borhood of 12 billion dollars or something like tha

The contributions are in the form of 1 percent 
of tile,

TVA, the value added tax. If we need more, 
there ara'

some additional direct contributions. It's all done 'VII,

distribution key among the nine membership 01112

tries. The levies go into the community pot. Of the

179



La-
t's
)rt
.0-
of
de
p-

n-
he
[a-
,e-
a

id
In
or

It

ly
ty
it.

a

3

billion, and don't take my figures too precisely, we
Use 1-1/2 billion for export restitutions. We use some
Where in the neighborhood of 1.4 billion for the com-
Pensatory monetary amounts, that is, the monetary
distortion in the European Community, which can,
over time, be eliminated. We use 2 billion in main-
taining the surpluses. We use the other 4 or 5 billion
for the general support system. That's more or less the
order of magnitude. One element can be eliminated
Over time and that is the compensatory monetary
amount.
Q: How does the industrial worker in Hamburg like
the taxation that that implies?
deLange: He doesn't like the federated tax system.
But he has no direct control any more. As a taxpayer,
he can't stand up in Europe and say these budgetary
expenses of the agricultural policy are too heavy. Gen-
erally, taxpayers don't understand too well how it all
Works. But once the European parliament works well,
then the European taxpayer will have the instrument
to bring that about. Then he can go to his official or his
Congressman in the European parliament and say, "I
voted for you on a platform where you promised to
keep the budgetary expenses low on the agricultural
Policy, and if you don't do it, I won't elect you next
time." That is what we are indeed hoping for. You are
Ilot satisfied yet?
Q: I would like to suggest that the taxpayers don't
have quite the close contact with those politicians in
the Community as the California taxpayers had with
theirs?
deLange: I must add one thing. Although the outlays
for agriculture may seem enormous, they are still
40thing compared with the part of national product
that goes through government hands in the form of
!axes. I think the agricultural budget is 1 percent of
Mat government tax income. It may sound enormous,
°lit it is not such a direct element which he can refer
t0. There are many other elements in his tax system.
?: You don't want to set the political climate in the
, (IMmunity as being involved a lot with this particu-lar issue?
li.teLange: Oh, in England, they are making a point of
41,1..The1e are elections coming up in England, and this
l̀ung is a little overplayed now. We hope to subdue itafterwards.

p: In regard to the effort that the Community is mak-
g toward the reserve program, you suggested that
had 7 million metric tons of surplus wheat now,

"You're looking forward to approximately a 3 mil-
2n dollar contribution to reserves. What percentage
a'voUld that be of the Community's total production?Lange: We produce 55 million tons, of which we,Lis? about 38 million tons in the form of human and
iTunal consumption. This is an exceptional year for
due Community's production. We have higher pro-
wuction by 7 or 8 million tons. I want to point out that
,A,,e are always talking about the export of Communityivioneat, but we import as well. We import 3 to 4 mil-

t°ns of quality wheat for blending purposes from
1 .'th cla and the U.S. We normally export about 5-7

ion tons, of which 1.3 million tons is in the form
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of food aid. One and a half to 2 million tons are in the
form of wheat flour, in which we are particularly com-
petitive. The whole milling industry in Europe was
put to shambles during the war, and since then there
has been a build-up of a very modern European mill-
ing industry, with American help, which is very well
situated regarding export points. That is contrary to
what I understand is the case in this country, where
the milling industry is often not so well placed for
export. So in the milling industry we are rather effi-
cient and rather well placed. (Turner will say, never-
theless, you still need an export subsidy, but that's
another matter.) Then we export the rest in the kernel.

Q: Then you feel that it is a reasonable effort on the
Community's part to hold less than 10 percent of your
production, whereas in the U.S. we hold 50 percent of
our production?
deLange: I have tried to be equitable in my introduc-
tory remarks. My formulations were so nice at the
beginning of the afternoon, but I'll try again. My the-
ory is the following: You export 60 percent of your
wheat crop to the world, and you are the country as
well who can expand this production in answer to
world demand. I feel, for that reason, that the U.S. has
a particular responsibility with regard to wheat sup-
plies. No? We are not together on this?

Q: You get into the major issues then. The burden of
trade and the burden of supply in food is even exag-
gerated more in the burden of defense. I mean, the
European Community seems to be getting the best of
both worlds,
deLange: Formerly, we were talking about American
exports, which would be maximized, and they were
presented as an advantage. Now you are talking about
supply burden. We must agree on the terminology. It
is advantageous to the U.S. agricultural sector to ex
port such a big part of its crop. I feel you have a partic-
ular responsibility because you are the biggest world
supplier on the world market. Now, you don't have to
agree with me there. The only point I want to make is
that the contribution of the Community, while you
may not find it sufficient, is, nevertheless, a valid
contribution. I can agree with the statement that it is
insufficient in some people's views. But •I want to
make the case that this wheat agreement is a valid
wheat agreement and should be supported by the
farm community of the U.S., even if you consider it
insufficient, because it still constitutes an advantage.
Of the 18-20 million tons with which we are probably
going to finish up in the international wheat reserve
scheme, the U.S. is going to contribute 5 and the other
exporters, 15. Now that constitutes a burden-sharing.
You still might not think it sufficient, but, neverthe-
less, it constitutes a burden-sharing from the view-
point of the U.S. I'm only trying to do the work of the

U.S. Administration to make this point here for this
group. I think that it should be brought out more. I
believe that the farm community is interested in this

wheat scheme. But you should go on and explain why

it is an advantage. Not a sufficient advantage, but an

advantage.



Q: I might be missing a point here. Is the amount of
the wheat surplus going to become 3 billion tons, or is
that the amount that the governments are now hold-
ing in reserve?
deLange: You have in the U.S. a loan program
amounting to a maximum of 35 million tons in grains.
Half of it is wheat, so you have already a national
program of reserve stock. Now we are going to talk
about another reserve stock scheme, 20 million inter-
nationally.

Another thing you should know is that your
farmer-held reserves will be released at the lower
price. Then we are permitted to release the interna-
tional stock. So the contribution of the Community,
and for that matter of Canada and Australia and any
other country who contributes to the international
scheme, is valid also because it will be released later
than your national stock. Turner and I have figured
out the prices, and that is indeed the case. That contri-
bution in the international reserve scheme by all, in-
cluding the U.S., is a valid contribution because it
will be stored longer than your American farmer-held
reserve.

Pickrel: When you said that the agricultural budget
wasn't all that great compared to the total, does that
imply that all of the subsidies that you give to the
producer come directly through the agricultural min-
istry? Or are there additional hidden subsidies that
don't show up?

deLange: I think, in agriculture, the system is closed
in Europe. We publish everything; it's all public.
Oyloe: Herman, the question is this. When you have
a program of price supports in the market, as opposed
to a deficiency payment program like we have, the
actual cost is not only the economic cost to the so-
ciety; it has to include the fact that you have higher
prices. So the consumer is paying the major part be-
cause of the program of price support in the market-
place. The taxes that we pay through our deficiency
payment program are much more up front. Therefore,
the cost is easier to measure. But the prices are much
higher in most cities in the European Community for
most basic products, except I think for cheese and
bread. Beef and milk are about the same as here. So
the real cost is really somewhat greater than just the
direct cost involved in the support price program,
as it was for us in the old days before we changed
our program. As it is now for us ir cheese or dairy
products.
Q: In regard to the dairy products, is there anything
in the trade talks now regarding dairy,products? What
is their surplus of dairy products now in the European
markets? What is the subsidizing of products over
there for?
Oyloe: The support price for milk.in the European
Community varies from country to country because of
the fact that there is no common market. (But Herman
knows that.) They have these compensatory amounts.
If you are in D marks, you get more money than if you
are in francs. (They don't recognize that as being real,
but it is real.) If you look at the milk support price for
mahufacturing purposes, their price is about the same

as ours, quite frankly. I was kind of surprised, but

prices aren't all that different.
Q: Then why are they subsidizing the farmer on ex-
ports of milk?
Oyloe: They put their product into cheese, nonfat

dry, and butter, like we do. The difference is that they
get a greatepTsponse at those prices in terms of pro-
duction than we do, surprisingly enough. That's be-
cause they still have a structural problem of a lot of
small farms over there where they are still milking 10,
12, or 20 cows, something we don't seein to do much
of any more. They use the same type of program that

we, use on butter. They put it into feeding children
and into industrial use. They subsidize the export of

cheese. In the case of nonfat dry,milk, they subsidize
those exports. (They are very disciplined about the
nonfat dry milk, Herman, and I've got to congratulate

you on that one. What they ,are doing is putting the
milk back into feed. They are selling the nonfat dry at
subsidized prices to dairy farmers so they can make
more. This is one of the very beautiful cartoons they
have in Europe — of the cow eating and then it's going
around and coming back and she's eating it again.)
You know, we subsidize some nonfat dry milk ex-

ports, too. I think we put out 20,000 tons to Mexico a
while back. So in a sense, their dairy program isn't all

that different from ours. What they want to do now is
subsidize the export of cheese to the United States.

During the trade negotiations, the issue of cheese has
been brought up and has been discussed. I'm really

not at liberty to go any further than that because We
haven't come to any conclusion on it.
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European
Community:
The Biggest
Outlet for U.S.
Agricultural Exports
and How It Tries
to Cope with Its
Problems of
Imbalanced Markets
Dr. Hans W. Stinshoff
Embassy of the
Rederal Republic of Germany

The Common Agricultural Policy (C.A.P.) of the
European Community is not as protectionist as peo-
Pie think. One the other hand, U.S. policy is not as
liberal as it claims to be. It is true that the E.C. needs
some protection. It is burdened with an old and
fragmented system of farming. The average farm size
is 1/10 that of the U.S. People are encouraged to move
off the farms and mans have done so, but employn-ien
alternatives are limited.

The E.C. buys about 30 percent of U.S. aoricul-
tural exports. From the late 1960's to the present, the
Yalue of these exports rose from $2 billion to $7 bil-
,tion. In the same period, E.C. exports to the U.S. rose
ir°111 $.5 billion to $1.3 billion. The E.G. needs to buy
feedstuffs from the U.S. and to sell xvinge, beer, and
Cheese to the U.S. ,

Some people claim that the E.C. behaves irre
sPonsibly on the world market I wish to point ou
these facts:

1. E.C. agreements with 56 countries allow these
countries to stabilize their export earnings.

2. New Zealand is permitted to participate in the
internal dairy market.

3. $7 billion of agricultural imports get preferen-
tial treatment.

4. The entrance of Greece, Portugal, and Spain
into the E.C. ‘vill contribute substantially
to the development of democracy in those
countries.

It is very difficult to tie diverse countries into a
c°41niunity. In spite of the first direct elections this
4ext June, the E.C. is far from being a political entity.

Compromises are difficult and do not satisfy anyone.
A particular problem is that the C.A.P. has become the
vehicle for solving a variety of problems which it is
not set up to handle.

The C.A.P. was, and in part still is, based on three
principles:

1. Unity of the market through common prices.
2. Community preference.
3. Financial solidarity.
The agricultural market is the first fully inte-

grated sector. Governments hoped that it Would force
the integration of the rest of the economies. This
proved to be an illusion; it Was premature to integrate
agriculture before achieving more integration in other
parts of the economies. The various economies are of
different strengths and have different abilities to over-
come problems such as the energy crisis and infla-
tion. West Germany's consumer prices have risen 50
percent since 1970; Britain's went up by 170 percent.
These two countries have each been hurt by the ap-
preciation and depreciation, respectively, of their
currencies and the resulting effect on agricultural
support levels.

In addition, the E.G. has long struggled xvith im-
balanced markets, especially in dairy and sugar. Irn,
balances have been due to growing productivity,
unlimited price supports, stagnating internal con-
sumption, limited export opportunities, low protec-
tion for animal feed imports, and some other factors.
The Community has tried in a number of ways to
solve these problems but has recently focused on
price as the major tool. This is effective but politically
painful. Support price leads have been raised only
slightly and are below inflation rates. A price freeze
has been proposed for the marketing year 1979-80,
which would mean a drop in real levels of price sup-
ports. In an attempt to curb dairy production, the
Council of Ministers has proposed a co responsibility
levy, a tax on farmers for marketing more than a cer-
tain amount of milk.

The Council of Ministers must come to grips with
agricultural surpluses. This is a difficult task because
high unemployment in the non farm sector keeps
people on the farms. Ultimately, xvhat is needed is a
new framework for agriculture.

I am very honored that Professor Pickrel invited
me to speak to this distinguished audience. I know
that you are persons of knowledge and insight and
considerable influence in U.S. agriculture. It is, there-
fore, very important for me as a member of the Euro-
pean Community (E.C.) Agricultural Community to
try to convey to you our message.

Why do I find this so important? By listening to
or reading what people say about the Common Agri-
cultural Policy (CAP), you could get the impression
that the E.C. Market was closed and that the E.C.
would behave irresponsibly on world markets.

The E.C. agricultural policy is not as protectionis-
. tic as these people think. I am convinced that the U.S.
agricultural policy, on the other hand, is liberal in
only those areas where it has a comparative advantage
in cost of production. It is not liberal at all in areas
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where the price advantage lies in foreign countries,
for example in the dairy and sugar sectors.

I will stress this right from the beginning: I never
regarded the E.C. agricultural policy as a pattern for
open trading behavior.

Why does the E.C. need a certain degree of protec-
tion? In most parts of the Community we bear the
burden of highly fragmented farms with no or little
employment alternatives. This had its origin centu-
ries ago. We do not preserve these structures. We en-
courage moving from the farms. As a result of this,
since 1958, half of the rural population, eight million
people, moved from farms into the cities. The average
farm size doubled during this time. The U.S. is a very
young country with vast land reserves, and its average
farm size is about 10 times as large as the average E.C.
farm.

Because every policy must deal with constraints,
it is not useful to keep on blaming each other. The fact
is that the E.C. needs U.S. agriculture as a supplier of
feedstuffs and as an outlet for a few products such as
wine, beer, and cheese. The E.C. is vital for U.S. agri-
culture because it buys about 30 percent of U.S. agri-
cultural exports.

I will try to give you some information to facilitate
your understanding of E.C. agricultural policy. Re-
garding the so-called protectionistic attitude and be-
havior of the E.G., I would like to say that the trade
balance in agricultural goods between the U.S. and
the E.G., although it was always in favor of the U.S.,
has widened considerably.

U.S. agricultural exports to the E.C. soared in line
with the overall exports of U.S. agricultural products
from $2 billion in the late 1960's to about $7 billion in
the last 2 years. In other words, the percentage fluc-
tuated around 30. Compared to this the E.C. exports to
the U.S. gained only very moderately from about $.5
billion to $1.3 billion, and its share in U.S. agricul-
tural imports declined (from 12 to 11 percent).

The U.S. now exports five to six times as much to
the E.C. as the E.C. exports to the U.S. I am not com-
plaining about this, I am just reminding you of this
fact to show you that you are very successful in cop-
ing with the so-called protectionism of the E.C. in
agriculture.

The U.S. not only has a tremendous trade surplus
with the E.C. but also in the overall trade balance
(about $10 billion in 1976 and $4 billion in 1977). The
decline was due to the increase of E.C. exports from
$18 to $22.4 billion, largely a result of the apprecia-
tion of some E.C. currencies relative to the U.S. dollar.

Regarding the so-called irresponsible behavior of
the E.C. on the world markets I offer the following
facts: First, we have agreements with 56 countries of
Africa, the Caribbean, and the Pacific which stabilize
their export earnings especially in the agricultural
field. We allow them, among other things, to export
1.4 million tons of sugar to the E.C. at E.C. price levels.
Second, we have an agreement with New Zealand
which enables New Zealand to participate to a large
degree in the internal dairy market.

In all the E.C. imports about $7 billion worth of
agricultural goods which get preferential treatment in
one way or the other.
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, Finally, with the further enlargement of the E.G.
with Greece, Portugal, and Spain, we certainly will
bear an enormous burden and contribute very sub-
stantially to the establishment and development of
democracies in these countries. In this context I
would like to emphasize the political dimension of
the establishment of the European Community and its
enlargement. I think it is an enormous achievement to
tie countries together into a community, which cer-
tainly is far from being or even becoming a political
unity in spite of the first direct elections set for this
June. There is a growing feeling among the people of
these countries of belonging to the same entity. Seeing
the enormous differences in the internal social, politi-
cal, and economic structures and the strength of the
economies, one cannot be surprised that it often is
very difficult and tedious to reach a compromise and
that these compromises often do not satisfy anyone.
What makes it so extremely difficult to reach compro-
mises is also the fact that the CAP has become a vehi-
cle for solving a variety of other problems, e.g., trade

deficit and balance of payment problems. For CAP to

solve these problems is just impossible.
What are the main problems of the E.C. agricul-

tural policy, and how does the Community try to cope

with them? The Common Agricultural Policy origi-
nally had created the conditions of a common market

for agricultural commodities. It was, and in part still

is, based on three fundamental principles: (1) unity of
the market through common prices (this is certainlY
badly shaken up!), (2) Community preference (mainlY
through variable levies), and (3) financial solidarity
(through the European Agricultural Guidance and
Guarantee Fund). Some people may think the last
principle is too well preserved and highly developed.

The agricultural market of the E.C. is the first fullY
integrated sector. When it was created, the govern-
ments hoped its creation would force the integration
of the rest of the economies. This proved to be an
illusion. Especially the energy crisis proved the var-
ious economies of the E.C. to be of considerably dif-
ferent strengths and abilities to overcome the new
challenge.

A few member states ran into serious difficulties,
especially regarding their balances of payments. Ancl
the inflationary tendencies in these countries wor-
sened tremendously. I want to show you an example
of how the different economies managed to overcome
the newly created difficulties. The inflation rate in
my country worsened to not beyond 6 to,7 percent per
year in 1974 and 1975. In these years the inflation rate

in Britain shot up to about 25 percent a year. Since
1970, the consumer prices in Britain rose by 170 per-
cent while they increased in Germany just 50 percent.
Since the beginning of 1973, the British pound lost
more than half of its value relative to the German
mark.

Wages and average incomes in some E.C. member

countries are more than double those in others.
What does this mean for agriculture? Because the

support price level of most of the agricultural prod-

ucts is tied to the European Unit of Account, everY
devaluation of a national currency would mean an
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increase in price support level expressed in that
national currency. Conversely an appreciation of a
national currency would mean a decrease of the sup
Port price level of that country. The countries most
affected by changed currency values were Britain and
Italy on the one hand and West Germany on the other.The countries felt that this was unbearable for the
consumer, especially for the British consumer or the
German farmer. So they created the so-called Mone-tary Compensatory Amounts (MCAs). This tool en-
ables the governments to spread the repercussions of
aPpreciations or depreciations of its currency regard-
ing the farm product prices on the one hand and the
consumer prices on the other. As you probably know,
these MCAs have created problems, and lately they
delayed the introduction of the European Monetary
System.

For an economist these strains are not surprising.
In plain economic terms, it simply was premature tointegrate agriculture before having achieved moreintegration in other parts of the different E.C.economies.

Besides this, the E.C. has struggled for years withirnbalanced markets, the worst of which are dairy and
sugar. There are also actual or potential difficulties for
wine, olive oil, and some tobacco products. The mar-ket balance for cereals could be threatened by record
harvests in the Community and increasing imports of
competing products.

These increasing imbalances are due to a numberof factors. Rapidly growing productivity leads -to an
exPlosion of yield. This evolution is encouraged bythe level of and the unlimited nature of price support.
Internal consumption is stagnating while export op-
Portunities are limited. The problem is aggravated bysuch extraneous factors as the before-mentioned im-Port obligations and low levels of protection against
ilnPorts of animal feed, mainly manioc and soja; theuse of such substitutes as margarine for butter andOther vegetable oils for olive oil; and the fiscal policy
°' some member states, e.g. excise duties on wine.

The Community tried for years to tackle these
Problems with various measures, most of which were
11°t very successful. In recent years the E.C. Commis-sion tried gradually to focus more on the price, the°Ile tool which I regard as most effective but which
Politicians see as most painful for their agriculturalc°nstituencies. In the marketing year 1977-78, supPort Price levels expressed in Units of Account wereincreased by less than 4 percent, in 1978-79 by just 21r)ercent. This is far below inflation rates. In weak cur-
encY countries the price increases in national cur-teencies were higher, in strong currency countries
ven lower than 4 percent. For the coming marketing31 ear, 1979-80, the Commission proposed a pricesrteeze for agricultural products which means a sub-
,La.ntial real reduction in support prices and on top of'ins a co-responsibility levy of 2 percent for milk.

In 1977 the Council of Ministers decided on a
tr ilk Program which makes dairy products more at-
, active for consumers and tries to discourage milk1Piroduction. The E.C. now pays premiums for givingP Milk production and for converting to beef pro-

duction. The producer must pay a co-responsibility
levy to help bear the burden that the milk market costs
the taxpayer. Because this probably is not enough to
get back to a market equilibrium, the E.C. Commis-
sion proposes that any increase in milk production
would, beginning with the 1979-80 marketing year,
automatically lead to either a reduction in interven-
tion prices in nominal terms (that means an even big-
ger decrease in real terms) or an increase in the co-
responsibility levy. Unbearable income reductions
would be alleviated by a selective scheme of income
subsidies for small farmers without alternatives.

The Council of Ministers in 1978 not only in-
creased the support price level of sugar by only 2
percent in nominal terms but also reduced the quan-
tity which enjoys price protection. It is difficult to
predict what kind of measures the Council of Minis-
ters will decide upon in the coming price review.

One thing, it appears to me, is certain: The Coun-
cil of Ministers must try even harder than in the
recent years to come to grips with agricultural sur-
pluses. Unfortunately this has become more difficult
to achieve, because the outflow of people formerly
employed in agriculture into other parts of the econ-
omy has become far more difficult due to a very high
unemployment rate.

In the long run, the only way to achieve more
rational decisions is by adjusting the framework
within which agriculture can operate. And this, cer-
tainly, is a long and thorny way to go.

Discussion
Oyloe: I'm going to give you a short rundown on
where we stand in the MTN. They really include three
areas of negotiation. The first is what we call the
Codes. The second one is the Agreements. And the
third is what we call Requests and Offers. Now, let me
explain where we stand on some of the high points.
First of all, the Codes. The Codes are agreements be-
tween countries to do certain things or not to do cer-
tain things. In other words, it's a set of rules. It's like
playing poker. You know, you play five-card stud,
and you have four cards up, and one down. And you
don't look at your opponent's card. You don't say all
that when you start the game, but you all know that's
the way it is.

But anyway, the Code that is of greatest interest to
us in agriculture is called the Subsidy-Countervailing
Duty Code. Now, when we passed the Trade Act,
where we said we would negotiate, a lot of people
said that it is really unfair that the European Commu-
nity has a right to subsidize their exports into other
markets, when we haven't got that right to subsidize
our exports. What we're talking about is primarily
wheat and chickens. You have probably heard from
the press and from your associates that the Commu-
nity now is exporting wheat at about $138 a metric ton
subsidk, which comes to about 60 cents a bushel sub-
sidy, to Brazil and maybe to China. And, we said,
"That's not fair. They are using their treasury money
to export against us, and we're not getting any money
to export our goods."
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So we decided what we really need is a code that
restricts the use of subsidies, or that just says, "Thou

shalt not subsidize." Well, on the industrial side,
we've agreed to that code. But on the agriculture side,

nobody could agree to define what a subsidy is. Hans

says that our deficiency payments are a subsidy, and I

say they aren't. Anyway, we just don't agree.
But we've got to have some rules of the game that

we can live by, or we're going to have anarchy in the

world market. So we've kind of agreed on two basic

ideas in the Subsidy Code. One is that "Thou shalt not

subsidize to the point that you seriously undercut the
price of the non-subsidized export." In other words, if

the end result of the $138 a metric ton, at which they
are now subsidizing exports of wheat, is to cut the
price substantially below what we offer the wheat at
in that market (say China or Brazil), then we could
take them to court and say, "Look, not only are you
subsidizing, but you're subsidizing too much. You
broke the price, and you really shouldn't do that." So
that's one thing we're trying to do.

The other thing we're trying to do is say, "Don't
come into a market that's a traditional market, under-
cut our prices, and take over that market." So if we
have traditionally had 60 percent of a market in
wheat, and all at once the Community comes in with
their big subsidies, reduces the price by selling way
below our offering price, and increases their share
of the market at our expense, we can say, "Hey,
something's got to be done about this!" Then we'll sit
down and consult about it, and we'll see if we can do
something to stop that type of action.

Now, that's what we're going to get out of the
negotiation, in terms of the Subsidy Code, and the
question is what are we going to give? Well, the Com-
munity is very concerned, and so are some other
countries, about our countervailing duty. We've got a
law that says, "If you're going to subsidize exports to
the United States, we will put a duty on the imports of
that product equal to the subsidy." Now, the Commu-
nity is very nice about this; they publish all their sub-
sidies. Some other countries aren't so nice about it. So
we know if they've got 50 cents a pound on cheese,
and we just countervail at 50 cents a pound. That
means for every pound that comes in from the Com-
munity, they pay the regular duty plus 50 cents a
pound (assuming it's under quota).

So we said, "We're not going to automatically
countervail just because they've got a subsidy. We're

going to do it only if it impacts on our market." We're

going to look at each subsidy and see what the impact

is. Now, by definition, if it interferes with a price

support program, it's impacting on our market. The
question brought up by many is: "What happens if we

have a support of 80 percent of parity on dairy prod-

ucts but the market price is 90 percent of parity —

what do you do then?" And my answer is that I don't

know; we haven't figured that out yet. Congress is

going to have to write some enabling legislation on

this issue.
Now, there's a second area, agreements. There are

three agreements coming out of this trade negotiation.

One is on wheat (maybe), with a little sub-agreement

on feed grains. The second one is on dairy, and the

third is on beef. Now, let's start with beef and back up.
The beef agreement says that we will all agree to sit

down and talk about beef, and that's about all it says.

There are no provisions where anyone has to do any-

thing; we just talk about it. We make forecasts and

projections of the demand for beef and the imports of

beef, and if there are complaints about beef, then we

talk about beef in the meat group.
Then there is the dairy agreement. That's similar

to the beef agreement except that it has a couple provi-

sions where everyone agrees not to subsidize their

exports below a certain price level — for cheese, for

nonfat dry milk, and for butter. Now, we've looked at

those prices, and they run about 40 percent of our

support price, and because we don't really export

very much in the way of dairy products anyway, we

think we can live with that agreement.
Now we come to the big agreement, the wheat

agreement. Jim talked about that this morning, and I

don't want to go into it again because we haven't come

to any conclusion. I would like to say, however, that

the feed grains arrangement, which is kind of tied in

with the wheat agreement, would be like the beef

agreement; there would be no economic implications

in the feed grains agreement. We'd just talc about

things there, but there would be no obligation of any

country to take any action with rising or falling prices.

Those are the agreements.
Now, we come to the third area, which is the

Requests and Offers. That simply means that we say

to another country, for example, "We wish you would

cut your duties," or "We wish you would get rid of

your quotas," or "We wish you would increase your

quotas, so we can sell more product to you." And they

say to us, "We wish the same thing. Can you do some-
thing on the cheese quota, Section 22?" "Can you d 

something on the peanut quotas?" "We'd sure appre-

ciate it if you'd cut the duties on winter vegetables.

"We'd like something done on potatoes, up on the

Canadian border."
We negotiate with about 89 countries, of which 8

or 9 are major: the European Community, Canada,

Mexico, Japan, Brazil, and probably a couple 
more

countries — Scandinavia, Austria, 'Switzerland. It aP-

pears that we have talked the Japanese into giving us 3

growing quota on high-quality beef. It appears that

they are going to do something on fresh oranges. 
After

all, a fresh orange runs about $2 in Japan; they can 
do

something about increasing their quotas. It a
ppears

we're going to get some duty cuts on grapefruit

(maybe from 40 percent down to 25 percent). We went

from 0 to over $100 million of grapefruit exports 
to

Japan. The Japanese have made about 45 tariff Gilts

and have .expanded their quotas for fresh oranges,

grapefruit juice, and beef. And the European Comnin;

nity has also made us some good offers (with a lot °I

arm-twisting), and we, in turn, have made some offers

to them, which are difficult for us.
We've got some problems on our northern border

with the Canadians. They believe in liberal trade as
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long as they don't have to import anything. The Mexi-
cans are terribly interested in continuing to take over
our entire California and Florida markets for winter
vegetables, so we've still got some problems. We
haven't quite completed our negotiations there. But
all in all, I can say very truthfully that what we have
gotten in the Requests and Offers and what we have
given has been a package which is balanced favorably
towards agriculture. And we have not really given
anything that I think would hurt the American farmer.
And having negotiated myself, I've got to say that, and
I do believe it. Do you buy that, Hans?
Hans Stinshoff: No, I buy that you got far more than
You gave. Even Ambassador Strauss said that you got
almost all you wanted and didn't give very much.
Houck: In agriculture?
Stinshoff: In agriculture. So I certainly believe that.
Oyloe: Almonds and oranges.
Stinshoff: You can't excite this audience with al-
monds and oranges.

Turner denied that your deficiency payments are
a kind of export subsidy. He knows very well that this
is very much a form of export subsidy. What else is it?
You have, unless I'm wrong, a target price on wheat of
$3.40 and a loan rate of $2.35. That makes a difference
of approximately 40 percent. The farmer can be sure
he gets approximately $3.40, maybe not on all his
acreage, but at least on the normal acreage. But you
keep competitive in international markets by holding
Your market price down. You wouldn't dare to hold it
down without compensating the farmers by your defi-
ciency payments. It's the same as export subsidies, in
just a different way for the Treasury.
Oyloe: I've got an idea, Hans. Why don't you adopt
the same program?
Stinshoff: Why? We have problems enough with
ours.
Oyloe: Instead of laying it on the consumer?
Tosling: This was a point that I touched on in my
remarks earlier, and I think that it's an important one.
There is a significant difference in the economic ef-
fect both on international trade patterns and on the
Performance of trade between a system which dif-
ferentiates between the market price and guaranteed
Producer price, such as the old U.K. deficiency pay-
Inents and also the U.S. scheme, and a system which
Provides unlimited funds for export subsidies in or-
der to get out and buy into any market that one
Wishes.

I think it's obviously true that in negotiations oneSide is going to say it's not a subsidy, and the otherSide is going to say it is. The real question is: are thereany benefits to the European Community adopting 
tlxvo-price system, differentiating between the net re-

to farmers and the market price? I would have
,"1-ight that there were very strong reasons for Eu-
t.c:Pe to move in that direction. In fact, as I understood

this is what Hans was saying was being suggested
;3' the Commission in the case of dairy. So I think thatti,s a point that should be taken by itself, irrespective of
ne rhetoric in the trade negotiations.

I would really like to see Turner in the position to
defend the CAP, and Hans in the position to defend
the U.S. policy. I'm sure that they'd be able to bring
out equally good arguments from the other point of
view.
Q: Are there any restrictions as far as shipping is con-
cerned in this agreement? For instance, does there
have to be a certain percentage in U.S. bottoms?
A: No. There's nothing in the agreement that has any-
thing to do with our domestic policy on shipping or
anyone else's policy.
Q: The biggest problem that we have in the Midwest
here is that our port of Duluth is very under-utilized,
and we do not have enough American ships serving
Duluth because we don't have enough in-bound
freight. Freight that comes into Duluth usually comes
in on foreign ships. These foreign ships are what
keeps up the exporting of agricultural products out of
Duluth. We've run into problems with the system up
there because we can't attract enough American ships
into the port; they don't want to come in empty, pick
up a load, and go out.
Oyloe: Well, I understand the problem for American
shipping, but I don't really understand what the
USDA could do about it. I mean, we're not in the
shipping business.
Q: As I understand it, in some agreements that have
been put together, with Russia, for example, it was
designated that certain amounts of the grain had to be
shipped in American ships. The Russians could not
come over and pick it all up in their ships.
Oyloe: The only agreement we had on shipping was
the Russian agreement. We've never had any other
agreement. Now, that agreement says that if U.S. ship-
ping is available, a certain percentage of the move-
ment will be on U.S. bottoms. It doesn't say it has to go
on U.S. ships. But, as it has worked out, very little of it
has gone in U.S. bottoms because they haven't been
available.
Houck: I might remind everyone that we have a two-
day session devoted exclusively to transportation
issues, policies, and questions coming up in the next
round, so I think that this whole subject can get aired
again with a different panel.
Q: You were, in my opinion, a little vague on what
we'd agree to on dairy products.
Oyloe: I'm not a bit vague. I put it together; I know
exactly what was decided.
Q: Is there more coming, or isn't there? Do you think
we can live with it?
Oyloe: I'm not vague for the sake of being vague, but I
can't announce it because the negotiations haven't
been 'Completed. Let me put it this way. What we are
offering and what our suppliers are accepting at this
point will give them greater security in the U.S. mar-
ket, and it will give our own dairy producers greater
security, so that both groups will benefit from this
agreement. The only thing is — it won't be liberal
trade.

Today, certain cheeses are under quota, and cer-
tain cheeses are not under quota. They are what we

LLI
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call above-price-break cheeses. And this is of great

concern because the imports of these above-price-

break cheeses have increased substantially in the last

few years. Now, the agreement we got will give access

security to the country selling us cheese and will give

some security over time for our own dairy producers.

I think that it's a pretty good package, and I think most

dairy people do too.
Stinshoff: May I just add that this gives you far more

security than the Japanese beef producers get because

you built in an escalator clause with your shipments

of beef to Japan, but you didn't, to the best of my

knowledge, provide a similar escalator clause to us

for shipments of cheese to your country. (You see the

discriminatory behavior of your government, vis-a-

vis foreigners.)

Q: How successful will the European Community be

in holding the increase in production of dairy prod-

ucts in the next 5 years?
Stinshoff: Up to now it has been very unsuccessful.

To put a little blame on others and not to keep it all on

our shoulders, it was also a little bit undermined by

cheap foodstuffs coming into the EC, which not only

gave this incentive for additional production, and

also made substitutes (like margarine) cheaper; it

replaced some dairy products (butter). So, I would say

first the main blame is on the Council of Ministers,

which didn't manage to get. a real consistent dairy

policy which could hold production within the limits

of internal consumption, and secondly, it was made

worse by this open door we still have and certainly

will maintain.
Oyloe: Let me explain a little bit. First of all, the com-

mon wall of the Common Market looks like a hunk of

Swiss cheese; there are all types of holes in it. And the

Community spends all its time slapping on putty, to

shut those holes. And one of the biggest holes they've

got is soybean meal. Years ago, we got what we call a

"zero-duty binding" on soybeans. That meant that

from that day on there was no way that they could put

any duty on soybeans. Well, for reasons of their own

they increased the price of corn within the Commu-

nity to protect the French growers, with the help of

the Germans, up to about twice what our price is, up

to $5 or $6 a bushel depending on which country

you're talking about. And, lo and behold, it's about

the same price as soybeans. So they weren't faced

with the problem of using soybeans for protein and

corn for energy; they began looking at soybeans for

energy because it was about the same price, and yet it

had the protein.
And then they found that you could bring in all

types of garbage. They forgot that non-grain feed

could be used for feed if prices were high enough for

grain feed, and they got zero-duty bindings on those

too. Florida Citrus sends hundreds of thousands of

tons of orange peels over there. They dry them up,

send them over, and feed them to the cows. Every time

the Community increases it prices for grain, the non-

grain feed demand goes up, and they just keep ship-

ping these products in.
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Stinshoff: At 6 percent duty.
Oyloe: . . . instead of 100 percent, like on corn . .

Stinshoff: Next to nothing.
Oyloe: This stuff keeps coming in, and they keep go-

ing up on their dairy prices, only 2 percent last year,

and they keep producing more milk. They've got all

this nonfat dry milk, and they don't know what to do

with it, so they start subsidizing that back to the dairy

farmer to use for protein purposes. They've got a pic-

ture in Germany of a cow being milked, with a tube

running around to the pail which the cow is drinking

out of.
Josling: I'm not sure that I can compete with Turner's

graphic description of the Community markets, and I

notice we shifted off U.S. dairy policy rather quickly.

As a sort of quasi-European myself, I'd like to make a

point which may explain a slight ambivalence in

Hans' remarks, and also might explain why Turner

and I can agree on this platform on several things, and

yet, the governments concerned fail to agree. That is

the distinction between the Commission of the Euro-

pean Community (for whom Hans works) and the

Council of Ministers of the European Community,

who are the ministers from the individual countries

that get together and make the decisions. That may

sound like a small distinction to make, but I think it'
s

very important in this sort of discussion. The Com-

mission of the European Community has for some

time now been emphasizing the seriousness of the

dairy problem. They brought out at least 5 statements,

including a very dramatic one which drew graphs of

production going up and up and up, and consumP-

tion going down and down and down, and then said,

"By 1985, this is what will happen."
The Council of Ministers, on the other hand, has

watered down and disregarded almost every one of

those proposals, and Hans mentioned this. So, I think

your question breaks into two parts: first of all, what
can be done, and what is the Commission likely to

propose, and secondly, what is the Council likely t°

accept, and hence, what will be done? I have grave

doubts as to whether the Council is yet willing t°

tackle this problem. But it isn't because people in

Europe don't understand the problem or that there is a

burning desire in Europe to have surpluses in milk.

It's just the politics of the Community are very com-

plex because of the nature of nine governments with

different interests getting together. All of them have

elections, and the elections aren't phased, so at an);

particular time you're always within a few weeks 
of

someone's election. It really does get very difficult 
to

make sensible, rational, major policy decisions to

change the approach to a particular sector. Dairy, I

think, is the most dramatic example at the moment.

Sugar and wheat are other examples. And I often won-

der whether it wouldn't be better for the Communit
Y,

every now and then, to have some sort of new Corn-

rnunity Agricultural Policy, to have revisions of the

type that one has in the U.S., where one can actuallY

take stock of what is going on and say, "For the next

few years, we'll do something slightly differentlY'



and we'll introduce new types of policies." At the
moment it's completely ad hoc. The Commission
does its best, but it does not have the ability to force
through any of these schemes; it ultimately has to
Propose what it knows the Council is going to accept,
and the Council would not accept anything which
dramatically cuts the price of dairy products.
Q: Mr. Josling, you said it's easier to deal with the
Problems of cycles in the beef industry through do-
mestic programs rather than with counter-cyclical
duties. Will you explain what kind of domestic pro-
grams you'd suggest?
Josling: I realize that I didn't explain myself at the
time, and I'm not sure that I can do very much better
now in a short period of time. The cycles in beef (and
in other products) result from the farmers' reactions
to prices in terms of investment decisions, in terms of
holding back breeding herds, and so on. This leads to
a cyclical production. Now, ideally, individual pro-
ducers or groups of producers should be able to profit
from going against the trend. One of the things that
has always puzzled me is why, if the cycle is so pre-
dictable, individual producers do not go against the
trend? (Maybe they all do, and you get a trend the
other way.) But, in fact, a lot of the responsibility for
avoiding cycles Must lie with the decisions of the
individual producers, who know very well that they
are going to sell on a market where there is a glut.

If you look at the Community's policy (which is
Pretty awful in beef, but at least a bit better than in
dairy), what you see there is the type of policy which
tries to guarantee to producers that it's worth their
While staying in beef, when prices allow. Of course,
symmetry would suggest that the government tries to
recoup a little bit of that financial investment when
Prices are high, but no one's really ever suggested
that.

Now, if you have a cycle in an importing country,
such as the U.S. (and the U.S. is still an importer of
beef, even though there are quite a lot of meat ex-
Ports), then one would normally expect that you
would be able to buy more imports when your own
domestic production was down. Trade would tend to
stabilize the price, and eventually it would get rid of
or dampen the cycle. Unfortunately, what happens at
the moment is that the major suppliers are in phase
with the cycle; in other words, Australia, New Zea-
land, and to some extent Canada have a cycle in their
'9wn production which is almost exactly the same as
tne cycle in the U.S. production. This means that just
,at the time that you want to buy from the world mar-
ket, the world market is being squeezed. Now, if you
trY to use trade policy to stabilize the U.S. market in
Other words, if you try to operate your import quotas
Founter-cyclically — then my fear is that what you doiS to de-stabilize further the export market in the ex-

rting countries. Certainly the exporting countries
4̀ine. rnselves are concerned about this, and I don't
,`,11-lenk that's just because they want to sell more beef. I
'milk they are desperately worried that some sort of
enunter-cyclical quota system would make thingsorse for themselves and make it much more difficultor them to maintain the beef policy in the first place.

Oyloe: I agree with everything Tim has said; he's
quite right. The present meat import law is operated
on the counter-cyclical basis. Now let me explain that
to you. Under the present law, the amount of meat
that can come in subject to the quota is based on a
3-year average of our own production. If our own
production goes up 5 percent, then the quota goes up
5 percent. And that's what everyone is complaining
about. That's what the law says. But the law also has
another factor in it. It says that the president can take
action to increase the quantity of beef imported if it's
in the general economic interest of the cattlemen and
of the American economy. Now, the way we've oper-
ated the law has been this: in years when our prices
are low, we have held the level of imports to the quota
level plus 10 percent (what we call the trigger point).
In years where the supplies have been low in the
United States market, and prices high, the president
has removed the restraints and increased the amount
of meat that can come in. So the operation of the law
really has included a certain counter-cyclical ele-
ment, based on the judgment of the President.

Now, the President told the Congress that if they
wanted the counter-cyclical law that was put up (the
Benson Bill) last year, that he would agree to it with 2
major provisions: one was that total imports would
not be below 1.3 billion pounds, and two was that the
President would keep his discretion as to when the
restriction on imports could be removed. This was
not agreed to in the law, and therefore the President
had to veto it. But, I don't think that a lot of people
understand that the present law — if you look at its
history and the way it's been administered by the De-
partment of Agriculture and the White House (and
this included both Republican and Democratic Ad-
ministrations) — has worked in a counter-cyclical
way. But it hasn't tied the President to a given for-
mula, which he does not feel is in the interest of the
American public to do.
Q: I'm just wondering — how much is the open mar-
ket really used in the EC? It seems that you're some-
times given the climate of a false market in order to
produce more.
Josling: It might be easier for me to answer this than
Hans. That's an extremely good way of putting it. The
market for a large number of farm products in the
European Community is completely artificial, in the
sense that the only market is the intervention agency
that buys the stuff up and exports it with a subsidy.
Now, there are all sorts of reasons for that. We could
go into that at great length, but that is the fact, and that
is the embarrassment that any official from the Euro-
pean Community has when discussing this problem.
Q: I think the follow-up question on that is — a lot of
the money in the EC is going into agriculture, the
biggest share of it. But do you see this increasing? Is it
going to get too burdensome?
Stinshoff: Yes, that's certainly so. With the present
financial tools we have got, we really will run out of
funds by 1981 at the latest, and we are desperately
searching for ways to get out of this. I'm a little bit
tempted to make a comparison, to your medical cost
increase. I think that at least one of the reasons this is
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so is that the patient who is supposed to pay the bill

rarely sees it. He is insured by medical insurance, and

he doesn't care what the hospital's bill is. He may care

about the premiums he has to pay for the insurance,

but he doesn't see the actual bill that comes out of the

hospital. It's certainly a little far-fetched to compare

this with the EC, but it's somewhat similar in that the

main producers are not the main contributors to the

stabilization fund. And there certainly is always a

temptation to go on producing surpluses if you just

don't have to pay most of it. Another factor which

makes it so difficult to reach sensible decisions is the

fact that we stick to unanimity in decisfonmaking. As

soon as one country declares a question to be of vital

importance to its economy, one has to achieve una-

nimity, and this tends to aggravate problems. It really

makes it difficult to achieve solutions which may

cause pain for some parts of the community (some

agricultural constituency, for instance).

Q: In Berlin a couple of weeks ago, two or three of the

EC nations told farmers that they were going to have

to hold the line this year against inflation. Two ques-

tions: how's that going to be accepted by the farmers,

and is it caused, in part, by a stronger consumer

voice?
Stinshoff: It is not very much caused by a stronger

consumer voice. Now, if you just compare food prices

and their development since 1970, food prices went

up in my country by just under 50 percent, in this

country, by 80 percent. So, the level's still very differ-

ent. We pay for beef twice or three times as much as

you pay here, but consumers are used to this level,

and if it doesn't go up too much, it doesn't give them

too much worry. So, the consumers are not the ones

who are the most worried, but rather the taxpayers

since it just gets out of hand moneywise.

josling: I agree that German consumers aren't partic-

ularly upset, because German consumers have been

doing fairly well anyway, and it takes a lot to upset

them. British consumers, on the other hand, are very

upset, and the consumer groups have been arguing for

price decreases, not just for holding the line on prices.

So, they won't be terribly pleased with holding the

line, but they'll think that was the best that could be

expected. But to get out of the dairy problem, I think

one really has to start reducing the dairy price levels

because it's going to take a long time to get rid of a 300

percent level of protection on dairy products simply

by letting inflation eat it away.
Hans mentioned this afternoon that the Commis-

sion last year had proposed a low price increase for

this present year, just less than 2 percent. The Council

upped it a bit to about 2 percent. But he also added

that because of, the currency changes, the price level

was in fact a little bit higher. In fact, it was 8 percent,

so the price increases last year were about 8 percent,

not 2 percent, if you take into account the changes in

the green rates that occurred over that period. Now,

the key question is: Even if you have zero nominal

price change in units of account, how does that trans-

late out into actual currencies? I haven't discussed

this with him, and he may want to comment on it, but
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that's one of the things to watch. It could quite easily

be that there's a 5 percent or 6 percent increase in

prices over the Community as a whole, purely as a

result of the changes in the exchange rate used to

convert to individual currencies.

Stinshoff: If you talk about real increase (in national

currencies), being 8 percent, then you have to com-

pare it to the actual inflation rate in these particular

countries. In my country, we had even a lower in-

crease, but during the recent ten years, we had an

annual decrease in real farm prices of about 1-1/2 per-

cent. So, you may say, "O.K., the productivity is

stepped up, and so they could very well compensate

for this." But if they compare their income to the 
rest

of the economy, then most of them are in pretty bad

shape.
Q: Hans, you've been telling about the money that's

being spent to reduce the production of dairy prod-

ucts. Is any money being spent to promote the con-

sumption? Or aren't the people supposed to drink

milk? Are they supposed to drink all beer and wine

over there?
Stinshoff: That's part of this big spend-up prograrn.

We decrease the consumer price, and the consumers

who most benefit from this are the English. Each year

they get about $1 billion-worth in subsidies to keeP

their food cheaper than it would be without this

subsidy.
josling: I can tell you that the prices are high enough

as it is, so I wonder what they must be like in Ger-

many. Well, if you've been to Germany, you know

what the prices are like. They're terrific even for

someone on U.S. salary scales. Certainly, the people

in the U.K. can't afford to eat in Germany. Every dis-

cussion of the CAP ends up by being a British-German

confrontation, because they are at the different ends

of the spectrum both in attitudes toward the farm poi"

icy problem and, at the moment, in-price levels.
But I really must say something 'about this clues"

tion of increasing dairy consumption. Because what's

happening is not that the Community is tackling the

dairy problem by increasing consumption. It's just

finding little ways of slowing down the decrease in

consumption. In other words, the decrease of coil-
sumption both of butter and of liquid milk in the

United Kingdom, as a result of moving to the prices in

the Community, is itself a very significant cause of the

dairy surplus. Now, rather than keeping the prices

low in the United Kingdom so that they don't have

that particular burden to bear, the Commission taxes

farmers for this co-responsibility levy and uses the

money to advertise to get rid of some more milk. S°

rather than lowering the consumer price, they take

the money from the co-responsibility levy and try t°

persuade consumers that, in fact, the high 
prices

aren't so bad after all. I personally don't think this is

going to work at all, and I'm very suspicious of the

motives of the people who push this as being sonle

way of increasing consumption.

Q: What's been the net result of England joining the

EC? We had visitors about a year ago from k-e

Zealand, and they saw a very- abrupt drop in 
their
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market and their price. What have been the benefits tothe EC and to Great Britain by their joining? .
Josling: That's a huge question; it's also a very con-
tentious one. First of all, what hasn't happened — the
voice of reason that was going to come into the Coun-
cils of Europe from a traditional importer does not
seem to have been heard as yet. That gets into British
Politics more than anything else. The markets for Brit-ish Commonwealth products have been hit very
badly. They've picked up some markets in Europe,but basically they have had to switch their emphasison lamb, dairy products, and beef from Australia toOther areas. Now, I think that one could argue that this
Would have happened at any rate.

The New Zealanders and the Australians played
different games at the time of the British entry. TheNew Zealanders decided that they would stay withthe British market, not try to develop other markets,and see what sort of deal they could wheedle out ofthe Europeans. They did get a very good deal, by
Which their prices have gone up considerably andstill keep on going up for sales to Europe. And theBritish government is able to convince the rest of the
EC that the quantities should not decrease too fast. So,
the New Zealanders have done very well on the dairy
Products. There's no problem as yet, although there isa proposed common policy which would have some
deleterious effect on the New Zealanders.

The Australians chose a different way out, whichWas to say to hell with the British market; we're goingto go and develop other markets. As a result, they
anticipated British membership and haven't had an
abrupt change. They didn't offer anything in the nego-
tiations, and they didn't get anything. But they've
been doing reasonably well, as anyone who has beento Australia would testify. So, there are different ways
of Playing the same game, ,but basically the Commu-
nity does give preference to domestic production, and
,that was not consistent with production coming from
'orrner colonies of the United Kingdom.
Q: Is there any basic agreement as to when the world
Population is going to catch up with the oversupply of
agricultural products so that we're not going to be
_always faced with this surplus problem?
uYloe: I think maybe all three of us would like toa, nswer that, and I'll start out. Population is not the

Portant criteria; it's buying power. Now, I would;lice to change the question and say, "When does itlook like the buying power will expand to such anextent that the available supplies will be consumed,
,and either the prices have to go up, or the supply has10 

increase, or the demand has to come down?" Eco-
llomics really will play a very vital role in this some-
ellaY — it does even now. Nabody knows when, and
LverY projection we've done has been bad, but we do
i\now a couple of things. One is that when people'sncomes go up, they tend to eat more agriculturaltPifoducts, especially livestock, because they increase/ 1e quality of their diets. We've seen that happen in
2rea, which is now just about a billion dollar exportarket for us, in Taiwan, in the Philippines, and in
„ razil. In Mexico now we're selling more corn, more'°Ybeans, and more wheat. And when the oil comes
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in down in Mexico — and it will come in — I expect
that with 100 million people, they're going to demand
quite a bit of food from us.

Now, at this price range, there isn't much more
land to come into production. There's not much more
supply response, at least in the short run or at these
prices. It's just not going to happen. What I think will
happen is that there will be, over time, a gradual in-
crease in prices. And then more land will come into
production. More efficient use will be made of the
land which is capable of carrying greater production,
and more demand will be created, due to the increase
in GNP's in the non-agricultural areas.

And I think that the outlook for American agricul-
tural exports is very bright. But there could be some
great problems. In the future one of the problems
might be what happened here in 1973, when we did,
for a very short period, restrict our exports. That left
a tremendously negative impression in Europe and
Japan. But I think that the outlook is good, over time.
There are going to be good years and bad years in
between. And the American policy of cheap food is
going to be the major criterion which will be confront-
ing our policymakers in the future.
josling: I like these simple questions. Vern Ruttan is
in the audience, and he's going to talk about this, so I
don't want to trespass onto his province. I would just
point out, besides agreeing with everything that
Turner just said, that population also implies a labor
force increase. That isn't the whole answer to the
question of the availability of food supplies, but it
isn't as if X number of farmers was having to work
harder every year to feed people. The population in-
creases also increase the size of the potential farm
labor force as a whole.
Q: It seems to me that this whole problem is very
complex. We need better input from these consumers
throughout the world, and how do we do this? And
given the supply of land in South America, Australia,
and so on, it seems that with a higher price and par-
ticipation by the government, and possibly more
stable governments, they could increase production
tremendously.
Oyloe: Well, I'm not in a research position like Tim,
and I'm not a professor like these guys, but I've seen
what's happened in beef over the years. I've seen the
beef market go up, level off for a while, and continue
its upward climb. If you put a straight line through it,
the thing goes up, n6 matter how you cut it. I've seen
that the price of fishing, the Japanese cost of catch, has
increased tremendously in the last two years, and the
price of fish in Japan has gone up phenomenally.
That's why they're switching more and more to pork
and poultry and perhaps in time to beef. As their in-
comes go up, they seem to demand more. I don't know
where it's all going to come out; I don't think anyone
knows. It's just going to be; things are going to happen.
There's not going to be a date when anything particu-
larly happens, when the world falls apart or people
start starving. (People starve to death every day in
different parts of the world, and they'll continue to do
so. We just know more about it because we've got
better communications now.)
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But, back to your question, sure, there's great

potential for increasing production. Consider how

much we could increase orange production in Eng-

land if we built enough greenhouses. But we're not

going to build greenhouses. And we're not going to go

up the Amazon and do all the things we have to do

without an awful lot of money. And that's why I pre-

faced my remarks by saying, "at the existing price

level" you're not going to get enough inputs coming

into agriculture. If you double the prices of agricul-

tural commodities, you can reduce the demand. Or,

you could have governments put more money into

agriculture. But, it's going to take a lot of money to

develop these resources. And given the situation we

have now, I don't see this happening. I think that you

have to have an increase in demand which is very

great, relative to the increase in supply, in order to get

some stable and increasing prices for agricultural

products. This will be a gradual thing. It will be dra-

matic from year to year, but it will be gradual over

time. And, sure, we can produce a lot more food; on

the other hand, we could produce a lot fewer people

too. That would probably be a lot cheaper way of

taking care of the problem.

Q: If we have this new countervailing duty and sub-

sidy code, won't this freeze market trade patterns?

Oyloe: I wish it would, but I don't think it's going to

be quite that strong. It's not going to end subsidies; it's

not going to end poaching; it's not going to end a lot of

things. It's just going to bring them out in front a little

more.
Josling: I would like to take the opportunity of dis-

agreeing with Turner; I've agreed with everything he's

said so far. It does seem to me that that's really one of

the weaknesses of that type of code. It's a very nice

code from the point of view of the governments con-

cerned. As I was suggesting earlier in the afternoon,

governments are very worried about the cost of export

subsidies. On the other hand, if one looks at it from

the point of view of the trade market, and whether the

market is going to be responsive to changes (such as

the entry of the People's Republic, and the changes in

policy in the Soviet Union, or any changes in policy

with respect to other exporters, for that matter), then

both the aspects of the code that he mentioned seem

to me to be completely unworkable or irrelevant. No

self-respecting exporter would seriously undercut

other prices; all he's got to do is to match the other

prices and undercut them by an infinitesimal

amount. And to seriously undercut the prices is just

not done.
The question asked whether this was going to

freeze trade patterns, and whether it was going to help

the operation of trade. I have serious doubts whether

that particular part of the code makes much differ-

ence to the market. Similarly, with the rule that you

shouldn't poach markets by increasing the share.

That seems to me to be a terribly complex thing. How

on earth do you know whether, in fact, your market

share has not gone up because the other exporters

decreased the quantity they were selling into that

market? I mean, if you wanted to play "Let's get the

European Community," you'd stop all sales to Japan,
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and then you'd accuse the Europeans of getting too

high a market share in Japan and take them to the

court for increasing the market share. It seems to be

completely crazy. Maybe that's the way governments

negotiate international agreements, but in the real - - -

Oyloe: You know, when you're in the academic field,

it's easy to sit down and deal with supply and demand

functions and to think in these terms. You assume

away all the problems, but in the real world, we can't

assume them all away.
Josling: You just use the wrong problems.

Oyloe: Tim, you're right. You can take over the mar-

ket with a very small difference in price, especially a

homogeneous product like wheat or corn, which is

sold on a non-differentiated basis. But the fact of the

matter is that sometimes we have seen subsidi
es

which have undercut the market by $20 and $30 and

$40 a ton! Now that's a fact!
Josling: But once you've lost the market, it doesn't

matter how much you've lost it by. And the point is,

it's only the European Community that gets hurt if

they pay more subsidy than necessary.

Houck: I'm going to get in here a little bit. I'm not 
the

lawyer for the subsidy code, but the point I want 
to

emphasize is one that you made earlier, that the 
sub-

sidy code is broader than agriculture. It includes

fairly strong language that prohibits duties and 
subsi-

dies on industrial products. So the agricultural 
part of

the subsidy code is only part of it, the most difficult

part, of course, because of the problems being dis.

cussed right now, but it does provide at least a 
broad

framework to try to manage subsidy and countervail'

ing duty questions before they get into the kind Tilll

Josling talks about.
Stinshoff: I think we should regard the MTN not 

as a

means to improve the world trade pattern, but 
rather

to prevent it from getting worse. If we can 
manage to

prevent it from getting worse, we have achieved

something, I think. Wouldn't you agree, Turner?

Oyloe: Yes.
Josling: I think one of the key points, the fact 

that the

development of the trading pattern for the world 
as a

whole, is something which is only marginally at

fected by trade negotiations. Now, Hans says we 
don

want to slip backwards, and I agree, but on the 
other.

hand, one really can't say that the MTN is some 
greatt

breakthrough in terms of world trade. I think the r
1°5

important thing is to try to get a situation 
wherebYL

there is the mechanism for solving disputes, 
not juste

very small disputes, but large disputes, so 
that th

economic forces that are leading to an exp
ansion (?!

trade can actually take place smoothly and 
predic.tn

ably. Then there can be reasonably smooth changes 1

price levels, if they have to come about, and devel
0131;

ment of markets in a reasonable and orderly waY. .6

other words, one can then try to harness the econornlr

forces which are ultimately going to decide whet he

you can sell more 'beef or more cereals or w
hatever'

with
and try to make the policies which interfere

these things in the short run consistent with a 
reas%

able development over the longer run. And,

little bit optimistic. It's easy to be rude about th
e cou'

-
tervailing duties provisions and so on, but I 

am °P
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tirnistic because this is the first time that anyone has
actually tried to write anything down and negotiate
something on export subsidies on agricultural prod-
ucts. It won't shake the world, and it won't suddenly
mean that the market for a particular commodity will
double, but it will mean that in the future it will be
much easier to resolve those disputes, and hopefully
the markets will expand in a rather smoother and less
chaotic way than they have in the past.
Oyloe: I agree with Tim. I think it's very important
that we are serious. We're dead serious. I wouldn't
have spent the last two years working like I have if I
hadn't been serious. There are some funny parts to it.
You've got to keep a sense of humor and once in a
While enjoy life, because if you get too caught up in
this thing, you get to the point where you think there
are guys with black hats and with white hats. The fact
of the matter is they're all pretty gray.

But the response of American agriculture towards
the MTN really has been really outstanding. You
Probably know that the president of the American
Farm Bureau has endorsed the package. The Grange
has endorsed the package. The American Soybean
Association has endorsed the package. And a number
of other leading groups of agricultural people in this
country have endorsed it even before it's finished.
They know that the one thing, and the only thing, that
Could really create problems for our exports is noth-
ing other than a breakdown of the total international
economy. And that's what we're all worried about.
That's why, although we might have made only mar-
ginal gains in this particular set of activities, we've got
the set of rules of the game that everyone's agreed to.
Everyone has agreed that we've got to go ahead and
Maintain a liberal trade policy, especially for
agriculture.

So, we have worked hard, and we do think it's
ilnPortant. Our trading partners do too. The Commu-
nitY has made, I think, heroic efforts in this trade
negotiation, and so have the Japanese. It's really inter-
e ting to see how these countries have come around to
,senaring their responsibility in making some very dif-
necult decisions. You know, it's easy to make a deci-
Pon. It's like two guys sitting there and one says, "I

e li.eve in free trade." The other guy says, "Ya, so do
And then the first guy says, "Ya, free trade is great.',Is really great for the whole world. But why in hellao I have to have it here?"

(?(Houck): I would like the panel to be futuristic for
ti,e next few minutes and look at what could happen
;Iat ,t might change world trade patterns, i.e., political
i„ayDilitY in southeast Asia, increased rice production
thundonesia, so that they could manage to produce all
e food they need, and so on. What could be the

si11,1Plications for American agriculture, as far as the
,P,ripfts in trade patterns that might mean considerable
quierences in the export markets for some of our
Pnrc'iducts?

First of all, if we have stability in the world,
ct increasing incomes, we're not going to have sur-

f„11,ses• And I don't care how much rice Thailand and
ttotluonesia produce. Look, where would the U.S. be
day if the Brazilians hadn't increased, their proddc-
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tion of soybeans from about 4 million tons to about 14
million tons? What would have happened this year or
last year to the price of soybeans? They wouldn't have
gone up to $6 or $7 a bushel. They would have gone
up to $12-$14-$15 a bushel. And then what would
have happened? The poultry people would have
come in; the Cost of Living Council would have come
in; and the poultry people would have said, "Look,
we can't compete. You've got to assure us of soybean
meal." The turkey people would have come into
Washington. Everyone would have said we've got to
do something about that inflation factor, due to those
doggone soybeans being so expensive. And you know
what we would have done about it? I'll give you one
guess. We would have maintained the price here, not
at $14 or $15 a bushel. We would have just restricted
the exports of it.

So, here you have a country that increased its
soybean production from just about nothing to
around 600 million bushels. And all we did in the
American Soybean Association was sit around and
say, "Thank God for the Brazilian soybeans". So the
world isn't that small. There's a lot of room for other
people to produce product, and it's not going to hurt
us one bit. In fact, it probably is helping us stabilize
the world market and giving us a growth pattern
which is in the interest of the American farmer. That's
all I have to say. Here, we've got a soybean man.
Comment: I hate to generalize, but I feel really com-
pelled to say something on that. We are really tackling
this problem only from the surface. We_are talking
about surpluses of products, and the trade agreements
which will protect domestic production or protect
exports of the product which might not be competi-
tive, in order to make them competitive. I'm not
speaking now only on behalf of soybeans. I think the
whole world actually is not sufficiently supplied
with food and must be supplied in the years to come.
The barrier lies entirely in the fear of many nations of
being cut off from the vital supply of food that they
rely on. Almost every country I've been in in Europe
tries to be as self-sufficient as possible. They want to
produce the whole array of products regardless of
their climatic conditions and natural resources. Some
countries (even Switzerland) are struggling to pro-
duce soybeans, or something that they would never
think of producing except for the fear of war or some
disturbance that might cut them off from that supply.
So they try at least-to provide some kind of reserve, a
buffer, so that they can surmount that difficulty. We
triggered that fear in soybeans in many countries
when we imposed the embargo in 1973. If we can live
in peace, and if each country will produce that which

the Lord really gave them the ability to produce, they

will all be competitive; we could exchange our prod-

ucts without putting up barriers. This is probably

years down the line, but I think we have to look for the

situation where each country will produce what it

can. We are fortunate that we can produce quite a few

products and be self-sufficient and supply the

others, but we won't produce everything. There will

always be some products that we have to import, and

if the Japanese make better cameras than we do, we



Jj
shouldn't complain; we should buy the cameras, and
we will send them some beef.
Stinshoff: Just a short comment on this. You are quite
right, but I am convinced that food is something spe-
cial, as is energy. You can permit entirely free trade,
and allow yourself to become dependent on another
country for, say, cameras or transistor radios, as we
have become. In Germany, we are entirely dependent
on the Japanese to provide us their stuff. If there is any
trouble, you can survive without cameras and with-
out radios. But every country, and even this country,
tends to prevent itself from getting entirely depen-
dent on foreign suppliers of food. I heard Secretary
Bergland saying that he wouldn't like to see you be-
coming entirely dependent upon foreign supplies in
sugar, even though this wouldn't mean that you
would have to starve to death. But you ought not to
think of a war preventing food supplies. You just have
to think of a strike. And in every free country, you
can't prevent the dockers from striking, and from
striking for 6 weeks. You just experienced that a few
months ago on the East Coast. To become entirely at
the mercy of these kinds of incidents is just unbear-
able for a government who wants to be re-elected.
josling: The British are in that position at the mo-
ment, so I gather from the newspapers. I intentionally
make light of that comment because although I realize
that there are very good, strong self-sufficiency mo-
tives relating to the security of basic foodstuffs, it
doesn't seem to me that really one's food policy needs
to be determined by one's attitude toward the steve-
dore policy.

I think what's really crucial here is the question of
being entirely dependent for food, and that seems to
me to be a non-issue. And I'm sorry it should have
come up here, since I've been agreeing so much with
what Hans says. Let me try to put this straight. The
question in Europe is not whether Europe should be
completely dependent on imported food or not. It's
certainly true for a developing country with very little
foreign exchange, and very little possibility of export
earnings, that increasing the degree of self-sufficiency
in basic foodstuffs is a reasonable type of policy. But I
don't really think it has much to do with the question
of trade among the developed countries.

One thing that worries me about taking particular
instances, such as the question of soybeans, is that
they tend to depart from the nice generalities that we
were talking about earlier. For instance, I said that I
didn't think that trade negotiations and trade policies
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really had much to do with the growth of markets. But
in the case of soybeans, and certainly manioc, I'm not

sure. It seems to me that a large part of that growth in
trade was actually related to those controversial sup-
port prices for dairy products in Europe.
Oyloe: I was going to say earlier when Hans was tell-
ing you about the dire problem they're having in the
EC due to the continual increase in the price of milk,
that every time I was over there and they increased the
price of milk, I used to cheer. The greatest thing that

could ever happen! Everyone kept telling me that

someday it's going to end.

How the World
Feeds Itself
Vernon Ruttan
Professor, Department of
Agricultural and Applied Economics
University of Minnesota

There is a wide difference among the countries

the world in how much output they get per w
orker

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 l

ate

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, m
anure,

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. Agricul'

ture was under pressure to produce more to m
eet de-

mand and to be able to pay workers enough to keeP

them on the farms.
This agricultural system produced increases in

output of about one percerJ a year. In the 
twentieth

century, that is not enough, growth rates of 3-5 Per-

cent annually are needed in the developing 
countries

o keep up with population growth.
Because of the pressure of this need for growth

.

we began to institutionalize the capacity to 
increase

agricultural output. The result of institut
ionalization

was diffusion: first, of products from one location t°

another; second, of technical knowledge through 
the

Extension Service; and third, of knowledge gained bY

experimentation.
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In the 1940's, we began to have a new view of the

farmer in the developing world. We no longer consid
ered him resistant to change and tied down by cul-
tural constraints; we saw him as very efficient at using
the technologies that were available to him. So
began to experiment with more productive technolo
gies for him.

We also realized that in the U.S we had evolved
technology that would permit one man to farm many.
acres because we had a low labor supply. Japan, how-

; ever, lacking land, had evolved technologies that
would substitute for land. From this, we realize that
technologies invented for developing countries m.usit the resource conditions and farm organization pat-terns. They cannot be expected to follow the same
developmental pattern that we did.

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
rof impending catastrophe engendered by the world
food crisis of the mid-1960's, up to the euphoria of the
new potentials sped up by the "Green Revolution", to
the crunch on world grain supplies resulting from
Poor harvests in South Asia, parts of sub-Saharan
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 pros-
Pects for agricultural development.

Renewed uncertainty regarding the longer term
Prospects for the growth of agricultural production,
a,rld for the economic welfare of rural people stems,
nowever, from more fundamental concerns than the
recent dramatic behavior in agricultural commodity
rnarkets. There has been a convergence of scientific
°Pinion and ideological perspective to the effect
that the world is fast approaching both the physical
and cultural limits to growth. The theme that prog-
ress breeds not welfare, but catastrophe has again
elnerged from the underworld of social thought as a
serious theme in scientific and philosophical inquiry.

ECONOMIC GROWTH
; The tools of the economist are relatively blunt
111,struments with which to confront the grand theme
°I epochal growth and decline. Until a few decades
,,g° comparative statics was the most powerful theo-
ketical tool available to the economist as a guide to
einPirical knowledge. Even modern neoclassical1,1sowth theory is based primarily on an application of
,ue tools of comparative statics to the analysis of al-Lernative steady growth paths.. Growth of output is
tilarrowly determined by the growth of the labor force,

state of technology, and the stock of human and
'angible capital. Technical change has, with few ex-
cePtions, been treated as exogenous to the economic
sYstems. Institutional change has not been formally
14corporated into growth theory. The story that can be
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revealed to us through the application of modern
macro-economic growth theory is dull indeed com-
pared with historical experience.

The last two decades have been highly produc-
tive in advancing both our analytical capacity and our
empirical knowledge of the role of technical change
in agricultural development and of the sources of pro-
ductivity growth in agriculture. In the now conven-
tional model or paradigm of agricultural develop-
ment 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 agricul-
tural 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 tech-
nical 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 produc-
tivity is augmented by the embodiment of new tech-
nology is it possible for agriculture to become an effi-
cient source of growth in a modernizing economy.

During the initial stages the growth in total pro-
ductivity has typically been accounted for by growth
in a single partial productivity ratio. In theUnited
States, and the other developed countries of recent
settlement, growth in labor productivity has typically
carried the initial burden of growth in total produc-
tivity. 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 modernization. As modernization
has continued there has been a tendency for total pro-
ductivity growth to be fed by a more balanced growth
in the partial.productivity ratios — on growth in out-
put per worker and per hectare (Fig. 1).

For a number of countries, however, the model
outlined above has little meaning. The 20th century
has been characterized by a massive, and conti-
nuously 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

s•



worker has experienced no measurable change, not

only between years but between generations. In the

developing world food output per person is not signi-

ficantly 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 equip-

ment 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 tra-

ditional societies as essentially static. Viewed in a

historical context, the problem of agricultural devel-

opment is not that of transforming a static agricultural

sector into a modern dynamic sector, but of accelerat-

ing the rate of growth of agricultural output and pro-

ductivity consistent with the growth of other sectors

of a modernizing economy. Similarly, a theory of agri-

cultural 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 ap-

proaches: (a) the conservation, (b) the urban indus-

trial impact, (c) the diffusion, and (d) the high payoff

input models.

Conservation Model
The conservation model of agricultural develop-

ment evolved from the advances in crop and livestock

husbandry associated with the English agricultural

revolution and the concepts of soil exhaustion sug-

gested by the early German soil scientists. It was rein-

forced by the concept in the English classical school

of economics of diminishing returns to labor and cap-

ital applied to land. The conservation model empha-

sized the evolution of a sequence of increasingly com-

plex land and labor-intensive cropping systems, the

production and use of organic manures, and labor-

intensive capital formation in the form of physical

facilities to more effectively utilize land and water

resources.
Until well into the 20th century the conservation

model of agricultural development was the only ap-

proach to agricultural development available to most

of the world's farmers. Its applications can be effec-

tively illustrated by development of the wet rice cul-

ture systems that emerged in East and Southeast Asia

and by the labor and land intensive systems of in-

tegrated crop-livestock husbandry which character-

ized the English agricultural revolution of the latter

part of the 18th and early part of the 19th centuries. In
the process the Norfolk crop-rotation system replaced

the open-three-field system in which arable land was

allocated between permanent crop land and perma-
nent 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 through
the recycling of plant nutrients, in the form of animal

manures, to maintain soil fertility. The inputs used ill
this conservation system of farming, the plant nutri-
ents, 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 111

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. Agricul-

tural growth rates in this range are not compa
tible

with modern rates of growth in the demand for agri-

cultural 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 development. Ini-

tially, the urban-industrial impact model was forrnti-

lated (by von Thunen) to explain geographic varia-

tions in the intensity of farming systems and in t
he

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 
prod-

uct markets linking the agricultural and nonagricul-

tural sectors in regions characterized by rapid urban'

industrial development.
The policy implications of the urban-industri

al

impact model appear to be most relevant for the 
less

developed regions of the highly industrialized cowl'

tries or lagging regions of the more rapidly growing

LDC's. Agricultural development policies based on

the urban-industrial impact model appear to be Par"

ticularly inappropriate in those countries where tile,

pathological growth of urban centers is a 
result 0',

population pressures in rural areas running 
ahead 01

employment growth in urban areas.

Diffusion Model
The diffusion of better husbandry practices was 3

major source of productivity growth even in

modern societies. The diffusion approach to agrictil

tural development rests on the empirical 
observation

of substantial differences in land and labor productiv,:

ity among farmers and regions. The route to agricti,l,

tural development, in this view, is through more
 eL,

fective dissemination of technical knowledge and a

narrowing of the dispersion of productivity arnong

farmers and among regions.
The diffusion model of agricultural devel°P-
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rnents 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 exten-
sion occurred at a time when experiment-station re-
search was making only a modest contribution to agri-
cultural 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 emphasiz-
ing the relationship between diffusion rates and the
Personality characteristics and educational accom-
Plishments of farm operators.

Insights into the dynamics of the diffusion pro-
cess, when coupled with the observation of wide agri-
cultural productivity gaps among developed and less
developed countries and a presumption of inefficient
resource allocation among irrational tradition-bound
Peasants, produced an extension bias in the choice of
agricultural development strategy during the 1950's.
imitations of the diffusion model as a foundation for

the design of agricultural development policies be-
came increasingly apparent as technical assistSnce
and community development programs, based ex-
Plicitly or implicitly on the diffusion model, failed to
generate either rapid modernization of traditional
farms or rapid growth in agricultural output.

High Payoff Input Model
The inadequacy of policies based on the con-

servation, urban-industrial impact, and diffusion
models led, in the 1960's, to a new perspective that
the key to transforming a traditional agricultural sec-
()1' into a productive source of economic growth is
investment designed to make modern high payoff in-
Puts available to farmers in poor countries. Peasants,
In traditional agricultural systems, were viewed as
rational, efficient resource allocators. They remained

1).00r because, in most poor countries, there were onlylInited technical and economic opportunities to
which they could respond. The new, high payoff in-
E'llts can be classified into three categories: (a) capac-
ttlY of public and private sector research institutions
t? Produce new technical knowledge; (b) capacity of

industrial sector to develop, produce, and market

il_ew technical inputs; and (c) capacity of farmers
acquire new knowledge and use new inputseffectively.

in 
The enthusiasm with which the high payoff input

Odil has been accepted and translated into an eco-
,"lic doctrine has been due in substantial part to the
tvor01i1eration of studies reporting high rates of return
11.13, ublic investment in agricultural research (Table
„' it was also due to the success of efforts to develop
itrew high-productivity grain varieties suitable for the
\„:3Pics. New high-yielding wheat and corn varieties
a-ile,re developed in Mexico, beginning in the 1950's,
ph9,11. ew high-yielding rice varieties developed in the

1IIPPines 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 tech-
nical 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 agricul-
tural development, however. Typically, education
and research are public goods not traded through the
marketplace. The mechanism by which resources are
allocated among education, research, and other al-
ternative public and private sector economic activi-
ties is not fully incorporated into the Schultz model.
The model does treat investment in research as the
source of new high-payoff techniques. It does not ex-
plain how economic conditions induce the develop-
ment 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 rela-
tionships induce investment in research in a particu-
lar direction.

These limitations in the high-payoff input model
led Yujiro Hayami and myself to an attempt to de-
velop a model of agricultural development in which
technical change is treated as endogenous to the de-
velopment process, rather than as an exogenous fac-
tor that operates independently of other development
processes. This model started with the documenta-
tion of multiple paths of technological development.

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 con-
straints 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 im-
posed 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 la-
bor. In both cases the new technology, embodied in

new crop varieties, new equipment, or new produc-

tion practices, may not always be substitutes for land

or labor by themselves; rather they may serve as cata-

lysts 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 technol-

ogy to land-saving. The former is designed to facili-

tate the substitution of power and machinery for la-
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bor. 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 here-
after 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 con-
servation systems; through use of chemical fertilizers;
and through husbandry practices, management sys-
tems, and inputs (i.e. insecticides) which permit an
optimum yield response.

Historically there has been a close association be-
tween advances in output per unit of land area and
advances in biological technology; and between ad-
vances in output per worker and advances in me-
chanical technology. These historical differences
have given rise to the cross-sectional differences in
productivity and factor use illustrated in Figure 2.

Induced Technical Innovation
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 influ-
ence the nature of invention. This discussion has
been conducted entirely within the framework of the
theory of the firm. A major controversy in the litera
ture in the economics of technical change has cen-
tered around the issue of the existence of a mecha-
nism by which changes or differences in factor prices
affect the inventive activity or the innovative behav-
ior of firms.

Innovative behavior in the public sector has
largely been ignored in the literature on induced
innovation. There is no theory of induced innova-
tion in the public sector. This is a particularly critical
limitation in attempting to understand the process of
scientific and technical innovation in agricultural de-
velopment. In most countries which have been suc-
cessful in achieving rapid rates of technical progress
in agriculture, socialization of agricultural research
has been deliberately employed as an instrument of
modernization in agriculture.

In the work on which Hayami and I have col-
laborated 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 insti-
tutions to changes, resource endowments and in the
economic environment.

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 in-

come, 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 relative 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 in-
duced, by shifts in relative prices, to search for techni-
cal alternatives which save the increasingly scarce

factors of production. They press the public research

institutions to develop the new technology and de-

mand that agricultural supply firms supply modern

technical inputs which substitute for the more scarce

factors. Perceptive scientists and science administra-

tors respond by making available new technical pos-

sibilities and new inputs that enable farmers to profit-

ably substitute the increasingly abundant factors for
increasingly scarce factors, thereby guiding the de-

mand of farmers for unit cost reduction in a sociallY

optimum direction.
The dialectical interaction among farmers and re-

search scientists and administrators is likely to 
be

most effective when farmers are organized into politi"
cally effective local and regional farm 'bureaus or
farmers' associations. The response of the public sec-

tor research and extension programs to farmers' de-

mand 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 main"
tam n the competitive position of agriculture in its 

state

relative to agriculture in other states. Similarly, na"
tional policymakers may regard investment in agri-

cultural research as an investment designed to main-

tain the country's competitive position in world mar"
kets or to improve the economic viability of the agri"
cultural 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 ad'

ministrators and research scientists to economic

opportunities.
In this public-sector-induced innovation model,

the response of research scientists and 
administrators

represents the critical link in the inducement mecha-

nism. The model does not imply that it is necessarY

for individual scientists 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 objectives. 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 need to remove the constraints orl

growth of production or on factor supplies. It is onlY

necessary that there exists an effective incentive

mechanism to reward the scientists or 
administrators,
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materially or by prestige, for their contributions to the
solution of significant problems in the society.

The response in the public research sector is not
limited to the field of applied science. Scientists try-
ing 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 prob-
lems raised by research workers in the more applied
fields. It appears reasonable, therefore, to hypothe-
size, 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 to-
ward easing the limitations on agricultural produc-
tion 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 pro-
cess 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 technol-
ogy. Progress in general science (or scientific innova-
tion) which lowers the cost of technical and entrepre-
neurial innovations may have influences on technical
Change in agriculture unrelated to changes in fac-
tor proportions and product demand. Similarly, ad-
vances in science and technology in the developed
Countries, in response to their own resource endow-
ments, may result in a bias in the innovation oppor-
tunities 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 condi-
tions of resource supply and product demand, as
these forces are reflected through factor and product
Inarkets.

Induced Institutional Innovation
, The model of induced technical change which
"as been so fruitful in understanding historical pro-
cesses of technical change does not imply that agri-
cultural development can be left to an invisible hand
that directs either technical change, or the total devel-
°Pment process, along an efficient path determined
°Y original resource endowments. The model does
th, rust the issues of resource allocation and institu-
tional change back into the center of the stage in at-
tenlpting to understand, or design policies for, agri-
cultural development.

It was argued earlier in this paper that in the ab-
sence of technical change the attempt to achieve
row th in agricultural output through greater effi-

elencY in resource allocation or through simple factor
ccurnulation was a relatively expensive route to agri-
cultural development. Once the direction of technical
change can be treated as endogenous rather than ex-
°genous to the economic system the efficient alloca-
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tion of relatively scarce research resources to open up
new sources of growth becomes central to the devel-
opment process.

As long as the economics of technical change was
cast primarily in terms of the choice of technology —
to the selection by the individual firm or the agricul-
tural 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 scien-
tists and the research resource allocation decisions of
research administrators is guided by a perception of
economic opportunities, distortions in the induce-
ment mechanism affect not only current choices
among available technical alternatives but the techni-
cal alternatives that will become available to pro-
ducers 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 con-
sidered at all in formal economic analysis, been intro-
duced in the form of exogenous constraints. Exten-
sion 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 eco-
nomic, technical, and institutional change. It seems
consistent with historical experience to view institu-
tional 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 rep-
resents a classical illustration of this process. It facili-
tated the conversion of communal pasture and farm-
land 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 innova-
tions in crop rotation, utilizing the new fodder crops
(turnity and clover), in response to rising food prices.
Similarly the modernization of land tenure relation-
ships, 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 to internalize the gains of
entrepreneurial innovation by individual farmers.

The socialization of much of agricultural re-
search, 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 agricul-
tural 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 strug-

gle between agricultural producers and society gener-

ally regarding the partitioning of the new income

streams resulting from technical progress between ag-

ricultural producers and consumers.
Profitable opportunities, however, do not auto-

matically lead to institutional innovations. The gains

and losses from technical institutional change are

typically not distributed neutrally. There are typi-

cally 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 transform-

ing institutions in response to technical and eco-

nomic 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 Qs-

sential to the development process. The capacity to

organize voluntary associations, outside of the hierar-

chial 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 gen-

eration of institutional change.
Clearly the attempt to extend the induced innova-

tion perspective to the process of institutional change

does not yet possess formal elegance. It provides no
guidance at all as to why many relatively sophisti-

cated societies have demonstrated so little capacity to
generate the institutional changes that would give

them access to the new income streams that might be
obtained from the application of scientific and tech-
nical 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 eco-
nomic opportunities. And it suggests areas of re-
search which should receive relatively high priority

in the allocation of social science research resources.
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Figure 1. Estimated area of high-yielding varieties of wheat
and rice, Asia and Near East
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Figure 2. Historical Growth Paths of Agricultbral ProductivitY
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Table 1.1 Summary of Direct Cost-Benefit-Type Studies of Agricultural Research Productivity

Annual
internal

Time rate of
Study Country Commodity period return (%)

Griliches (1958) , U.S.A. hybrid corn 1940-1955 35-40

Griliches (1958) U.S.A. hybrid sorghum 1940-1957 (20)

Peterson (1966) U.S.A. poultry 1915-1960 21-25

Ardito-Barletta (1970) Mexico wheat 1943-1963 90

Ardito-Barletta (1970) Mexico maize 1943-1963 35

Evenson (1969) S. Africa sugarcane 1945-1962 40
AYer (1970) Brazil cotton 1924-1967

*Hertford, Ardila, Columbia rice 1957-1972 60-82
Roches and Columbia soybeans 1960-1971 79-96
Trujillo (1975) Columbia wheat 1953-1973 11-12

Columbia cotton 1953-1972 none
*Peterson and U.S.A. aggregate 1937-1942Fitzharris (1975) 1947-1952

1957-1962
1967-1972

77+

50
51
49
34

D_Se*From papers presented at ADORTN Conference on Resource Allocation and Productivity in National and International Agricultural"e arch, Airlie House, Virginia, January 26-29, 1975.

Lab  le 1.2 Summary of Selected Sources-of-Growth-Type Studies of Agricultural Research Productivity
Study

Griliches (1964)

Latimore (1964)

4enson (1969)

Tang (1963)

Ardito-Barletta (1970)

Peterson (1966)

x'enson (1969)

Irenson (1969)

venson (1969)

Evenson (1973)

*}Cahlon, Bal, Saxena & Jha (1975)

Country (commodity)
time period

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

Annual internal rate
of return WO

35-40

U.S.A. (Aggregate) not significant
1949-1959

U.S.A. (Aggregate) 47
1949-1959

Japan (Aggregate) 35
1880-1938

Mexico (Crops) 45-93
1943-1963

U.S.A. (Poultry)

South Africa (Sugarcane)
1945-1958

Australia (Sugarcane)
1945-1958

India (Sugarcane)
1945-1958

India (Aggregate)

India (Aggregate)

21

40

50

60

40

63
Res *From papers presented at ADC/RTN Conference on Resource Allocation and Productivity in National and International Agriculturalearch, Airlie House, Virginia, January 26-29, 1975.
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Discussion
Victoria Oshiro
Hunger Action Coalition Board ,

Minnesota
I am not going to argue very much with your state-

ments on how the world has been feeding itself, ex-

cept to say that the world has been and is feeding

about half of those people. Roughly half of the popu-

lation in this world does not get adequately fed. That

is' not because there is not enough food or enough

capacity to grow food. That is because some of us have

far more than we need, and many others do not have it

because they cannot buy. They do not have the money

or they do not have access to the resources necessary

to grow it for themselves. To put this into perspective

a little bit, we've talked a lot about agricultural trade.

It seems to be an enormous part of our lives, but we
should remember that nearly all of the food that is
consumed in the world is grown within a short dis-
tance of where it is consumed. Trade is important to

us because we are exporters, but relatively little of the

food that people consume around the world is traded

over any great distance.
I would like to take those models that Dr. Ruttan

talked about and suggest, very briefly, their relevance

to feeding the world now and in the future. I agree that

much of our ability to feed the world in the past rested

on bringing new land into production, and that is

about over with. I think the conservation model is

something we have to look at very carefully. If the

world is going to be fed, we have to make it possible

for small farmers worldwide to get more out of their

land and their labor, and this conservation model is

part of that. When we began to get into the aid busi-

ness after World War II, we looked at the urban impact

model. This was how it happened in the U.S. We

thought that if we helped those countries to indus-

trialize, then the fruits of that industrialization would

trickle down to the poor people. It didn't happen. So

while the urban impact model is, I think, important in

history, we should not overemphasize it as we look at

ways to help other countries develop.
Then there is the diffusion model. I think one of

the most important technologies that we must help
diffuse, and this ties in with the high payoff-input

model, is the institution which combines agricultural

research, agricultural extension, and agricultural

education. The model of that is our land grant col-

leges. Obviously there are others, too. I would agree
wholeheartedly that we need to diffuse the funda-
mental aspects of technology, which is not the tractor

model but the understanding of how agriculture

works.

And none of the technology we can help with is

going to be of much value unless we also help to

change the social, economic, and political structure
s

in which this happens. People are not hungry because

of lack of food; people are hungry because in most

developing countries a few people own the vast ma-

jority of the land and the other wealth. People who
need the food do not have access to the land. They do

not have access to credit at reasonable rates. They do

not have the economic and in some cases even the

physical infrastructure to get the seeds and the fertil-

izer and the other inputs to the land at the right place
at the right time. So if the world is, in fact, going to

feed itself, we have to look not only at technology, 
but

at social and economic structures and change those as

well.
Q: Do you think it is possible that the U.S. is some-
time going to get up to the point where labor and

productivity are both high?

Ruttan: I think we probably won't do it very soon

because we aren't going to be pressed to it. There is a

kind of a tricky thing in here. Our rice yields in Cali-

fornia are as high as the Japanese rice yields, but we're

growing rice in a very limited area where high 
yields

are possible, and they're growing it all over the coun-

try. We're growing wheat in areas where the top yields

are never going to be as high as they are under irri-

gated conditions. We're devoting a lot of our land to

crops that have inherently low yields, like soybeans,

so that on a national basis, it's going to be a long 
tulle

before we're moving up into this range. If you take

tons of output per hectare weighted by their prices or

something, it does seem to me that both the U.S. and

Japan are now headed out here in this direction some

place. We are both in the process of following a more

balanced growth pattern than we did during the ear-

lier stages in our development.

Q: You haven't mentioned what you perceive for

those low productivity countries. Take India and Pak-

istan. Do you see any kind of a growth pattern for

them?
Ruttan: I think this is where this kind of approach is

useful. Let me say that I agree completely that 
the

institutional development becomes extremely impor-

tant in whether a country gets out of this low produc-

tivity trend. It does look to me as though India should

be following the biological-chemical technology path

to get out of the trap. In the early enthusiasms of post:

war aid efforts, there was a tendency to think of moul;

ernization of agriculture as tractors. A great deal 01

effort was wasted. It just doesn't make sense to try 
to

move out this route if you are a labor intensive coun-

try. India, I think, is one of the countries that is in the

process of making it. A great many people feel pes;

simistic about India, but when look at the kind 01

institutional development that has been going on

there and the kind of research capacity that is gett
ing

established, I'm mildly optimistic about India. Where

I have trouble is when I look at a Bangladesh 
or a

Nepal, which has none of those things and has 
hardlY

begun. Another part of the world that still puzzles me

is Latin America. Very few of the Latin Amer
ican
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Countries have yet established research foundations
On which to build their agriculture. The reason that
Argentina is down here and the U.S. is up there is not
that the corn belt is better than the pampas. In the
1920's, maize yields in the pampas were about the
same as they were in the corn belt. The difference is
the technology that's embodied in the way we grow
maize today, not a change in the resources.
Q: Considering today's high unemployment, is there
any reason we can't get our production from low labor
input to high labor input for crops that are in demand?
Ruttan: I think in a very marginal way. After all we
don't really have that many people unemployed. I
guess we would end up importing Mexicans to do that
labor-intensive work, and I think we've got to make
the choice of whether we want it done in Mexico or
California.
Q: You're telling me there really isn't an unemploy-
Ment problem there?
Ruttan: No, I'm not. But I think that we ought to have
a lower minimum wage for people under 25 or 23 or
sorne number like that, than we have for people over
23. We could jiggle this around a little bit, but we
aren't going to move back to the kind of wage rates
that it takes to really produce labor-intensive crops
efficiently. You've got to move back to wage rates of $1
and $2 per day to produce those kinds of crops effi-
ciently. There are parts of the world that are willing to
do it.
R: This morning Turner said that demand for agricul-
tural products was outstripping supply, so let's look
tdown the road. Now you seem to be telling us with
hose charts that we are steadily moving ahead more
or less on a population basis. Is that going to be a long,
long time or what?
Ruttan: I think you've got to separate the world we're
talking about into two parts. Trade is essentially be

rich people. Most of the people in the world eat
What is produced within a few miles of where it is
Produced. If you go into a village in India, 60 percent
of what is produced in that village is eaten there. The
People that are down in this trap are not going to
ue good markets for U.S. agriculture or for any other
44,g riculture until both their labor productivity and
'noir land productivity rises. Our discussion of trade
deals with those parts of the world which have
achieved reasonably high levels of productivity in ag-
riculture and reasonably high levels of industrial
development.

Now what about the areas in the low productivity
'rap? There is tremendous scope for improvement
When rice yield per hectare is one and a half tons. You

invent the technology and-you can build the insti-
11,1,1 tions that it takes to get the fertilizer and the credit.
?vhen countries go through this process, and move up
Into the 4-6 ton range, then one can talk about their
iMPact. There are exceptions. Malaysia is moving
&Pidly. It's a major exporter of rubber and oil palm.
cit637 and large, the developing countries are not pro-
ucing the output that puts the downward pressure
°11 Prices and the big fluctuations in the world trade
Picture.
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Q: Changing political, economic, and social systems
sounds neat, but how do you do it, and what do you
want to change it into? What kind of guidance can you
give us about what kind of economic, social and po-
litical systems should be adopted in breaking out of
the trap?
Ruttan: I can give you even less guidance than I can
technology. One of the things we've said this history
shows us is that there is a unique path of efficient
technological change that fits the physical and the
population resources in each country. To try to im-
pose the U.S. pattern or the Japanese pattern or the
German pattern on some other country doesn't work.
If this is true of technology, it is even more true of
institutions. We've gone through this business. We
went through it in the last century with Latin Ameri-
can countries writing constitutions that looked like
U.S. constitutions. We've tried to build co-ops all
over the world. If there is one thing that you can see
the wreckage of in Asia, it's attempts to build co-ops.
There's not much we can do except not put road-
blocks in the way. We can help do the training to build
institutions, but it's got to be people who live in the
country and can span the political gaps who build
their own institutions. Even the students we send
back there don't accomplish this. It's the second gen-
eration that does. Eventually their students start tell-
ing them, "Look, you studied in the U.S., and you
don't know about our country. Get out of the way and
let us run it!" But it took that first generation to get
them started.

Oshiro: I couldn't agree more that we have to stop
putting roadblocks in their way, and I want to talk
about what some of those roadblocks are. I submit that
when Gulf and Western goes to the Dominican Re-
public to produce sugar, pays cane cutters a little over
a $1 a day if they are very good cane cutters, and we
send the troops in to help stabilize the government,
then our government has put a roadblock in the way. I
think, Bill, one thing that we need to look for in eco-
nomic and social systems is justice. We need to look
for systems which the developing countries invent
and work out for themselves, but we need to be sup-
portive of those systems only where there is a reason-
ably fair and rational distribution of wealth and re-
sources, where one person's labor is not worth many,
many times more than another person's labor. I can-
not resist pointing cut an article in the Christian Sci-
ence Monitor recently which emphasized the im-
provement in village- life in many parts of Asia and
Africa. Circumstances in the villages were improving
enough that they were seeing some reverse migration
from the cities to the villages. The author of this arti-
cle, who has been in Asia and Africa, found this to be
true primarily in cultures where the work of women
was respected. Where the women were kept in Pur-
dah, for instance, with a veil, where they were not
allowed to participate in the decisionmaking process,
where they were very subservient, this improvement
was not as evident as in cultures where women were
more equal. Women raise vast proportions of the food
that is eaten in developing countries. Our early trans-
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fer of technology attempts did not recognize this.

Women were by-passed. Frequently we were teach-

ing the men how to do the work, but the women, in

fact, were doing it, and so the connection was not

made. Now we recognize that our development ef-

forts have to be addressed to both men and women.

That is an improvement.

Comment: I think there are several countries which

are pretty good examples of what can be done by the

people themselves. Taiwan is certainly one and South

Korea. Now also, the People's Republic of China has

made substantial progress. In all cases it was a land

reform giving the people the ability to have their own

land. In addition, in most of these cases, they have

experienced a dramatic drop in birth rate in each of

these countries.
Ruttan: I want to comment, too, about this issue of

equity. It seems to me that development of both the

technology and the institutions involves rather a so-

phisticated political process and that these processes

really don't work very well when there are wide dif-

ferences in wealth in rural areas. We can look at our

own country. There were differences in the family

farm structure within rural communities, but there

weren't the kind of extreme differences that one

sometimes finds in a Pakistan village, for example,

where five families out of a hundred own 80 percent

of the land. The other 95 percent of the families own

20 percent. In Taiwan, I think the land reform was

important, not only for establishing the technical ba-

sis that made it technically progressive, but because it

created an identity of interests in the rural area. In a

situation where the largest farms are not more than a

couple times larger than the smaller ones, everybody

benefits from almost anything you do. In a commu-

nity where there are extreme disparities, no matter

what policy you implement, some people are going to

gain and some are going to lose. It makes it extremely

hard to implement that policy.

Q: I recently heard a speaker from Arizona. He said
that if the southwestern United States were devel-
oped with irrigation, they have the potential to feed
the whole darn world. Another speaker from Louisi-
ana brought out the fact that in Louisiana they are
bringing millions of acres into production through
clearing, irrigation, etc. Would you consider this the
bringing of new land into production?
Ruttan: I tend to think of it more as intensification. It
seems to me that in the U.S. we have two factors lead-
ing to intensification. One is the fact that our popula-
tion is growing while the frontier closed around the
turn of the century. The other, though, has been kind
of an artificial thing. Throughout most of the post-war
period, if you take it down to its bare fundamentals,
the way that we have managed the farm program is by
the government renting land from farmers. Whenever
you go out and rent ten or twenty percent of the farm
land in the country, you are going to make land seem
artificially scarce. Then it's going to become more
profitable to engage in land development. The irriga-
tion thing is separate. I think Arizona could produce a
lot more than it does, but are you willing to pay the
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cost? We shipped the cotton belt west by subsidizing
irrigation in the West. We took it away from the South

and moved it west. That cotton never could have paid

the cost of that irrigation. You paid for it up here and

they paid for it in the Southeast.
Q: What are the roles of the World Bank, the United

Nations, and some of these systems? How can they
play a role in developing these growing countries?
Ruttan: That's a big one. Most of you are probably
familiar with the new set of international agriculture

research institutes that have been established around

the world. There are now about 12 of these. The first

one was the International Rice Research Institute. The
second one was the Wheat and Maize Institute in
Mexico. In addition to the institutes themselves, there

is a genetic resources center that's engaged in the con-
servation of genetic resources. The World Bank has

played a major role in underwriting the funding of
those institutes, along with many of the national aid

programs. That's truly been one of the high payoff

things that bilateral programs and multilateral 
pro-

grams have done.
What can we say about aid in today's world? On

the one hand, one can say that the U.S. input into aid

is so small that if you offered it to the city of New York,

the mayor would laugh at the U.S. government. 
What

we are doing for aid in the rest of the 1(vorld you can

hardly measure. A lot of the things that are being done

in aid are wasteful. There are rules governing aid that

say you can't use aid to pay for inputs that are pro-

vided within the country. So instead of digging wells

by hand, using that cheap labor to dig the wells, You

get American or German contractors in there with 
big

equipment and you end up with 2-hectare farms and

wells that can irrigate 50 hectares. You don't have 
the

institutions to handle it. They sit there and rust. I have

been back and forth to Bangladesh a number of times

when I worked for the ADC. There's no question 
that

Bangladesh has needed food aid, but they have 
also

had a couple good years. In those years there were,

ships sitting out in the Chittagong harbor full

wheat. They were putting that wheat in storage, an2

you can imagine what happened to the Banglades'

farmers' price. It was essentially discouraging ricie,

production. I can point to things that have been We,
done and to things that have been done badly. I can

make any generalizations. It's a very frustrating area.

Oshiro: I think he has pointed up very neatly the,

need for a careful look at our aid program. 
Huber'

Humphrey, shortly before he died, finished w
riting

legislation proposing a really careful overhaul 
of the

aid program. I do not want to say that every 
letter in

that bill is perfect, but it does need serious 
consider-

ation. It probably will get consideration. I hope Y°'1,

will watch the news and look carefully and see 
that

our own representatives participate in that. The c
ur"

rent aid legislation is an accretion of amendm
ent aft, 

amendment, which leads to the kind of problems he

described and that can and should be remedied.

Q: I agree with you to the extent that it is more a

social than a political problem. We've got the 
tech11°.1:

ogy and the money, but unless the host 
government
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Willing to put this input into agriculture rather than
into an airline or a stadium, there is really not much
You can do. If you don't have the willingness of the
government to put the accent in the right place, you're
not going to get the development anyhow unless you
go in and overhaul their government for them.
Ruttan: That's true, but we can chose where we put
our aid. A lot of our aid has gone into military assist-
ance for governments <that don't fight foreign wars;
they oppress their own people. We don't need to sell
them machine guns. We can choose to give our aid to
the digging of wells, and that kind of thing.

Discussion
Charles P. Lutz
Coordinator, World Hunger Program
The American Lutheran Church

I would like to provide a general comment on
development assistance as seen by a person who
works with the voluntary organizations. There is a
hierarchy of responses open to any people in a rich
country in responding to the needs of a lower income
World. The most obvious one to most people is direct
aid, food aid, PL480, giving hungry people food to
day. Perhaps when there is a famine, I suppose the
thing to do is give people food right now and not ask
any questions about the long-term impact on them.
but you are dealing with the short-term needs. I, for
one, think that food aid is not a very helpful way to
respond to the needs of the hungry in the world over a
long term.

A second level in this hierarchy of responses
,would be development assistance, helping people to
,nelP themselves by providing whatever it is that we
nave that they have a scarcity of, whether that is
Inoney for development, technological assistance,
Personnel, or research capability.
, There's a third level that I think is the agenda for
tile future. It is probably the one that is the most diffi-cult for people to grapple with because it is highlypolitical and drastically affects our lifestyle. And it
nas to do with structural change in the world eco-
t nlic order. I am talking not about a shift from mar-
et Capitalism to socialism, but about the new in-

Liernational economic order agenda that I consider to
ue a fairly conservative set of demands from the poorover against the rich for changes so the market system
will work more equitably for the poor. The changes
would involve trade and stabilization of commodity
la ces for raw materials that the poor sell to us, but it
eiSO would involve the commodities we produce, in-
r :cling access to our markets, protectionism, GATT
isenef, and global distribution of labor. All of those
fus,ues, it seems to me, are on the agenda for the

Lure, and I think they offer the most opportunity for
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basic change in the gap between rich and poor.
Now having mentioned that, I am going to talk

about development assistance, the subject I was asked
to address. There are self-interest reasons for develop-
ment assistance. Why should the U.S. or any devel-
oped country assist the low-income countries with
their development? There are four basic arguments,
which I happen to share.

In the long run the U.S. can have a more profitable
economic relationship with the world of pros-
pering nations than with the world of poor nations.
Development assistance serves our economic inter-
ests as well as theirs. For example, the basic political
argument for the Marshall Plan was that we needed
the market of Western Europe. We needed a rebuilt
economy in Western Europe for the sake of our own
economy.

A second argument is that the world political sit-
uation makes it to our advantage to help rather than
ignore or resist the efforts of less-developed countries
to develop.

A third argument for assistance is that it is consis-
tent with our own values as a people. We have had
said that we are concerned for human welfare
everywhere.

A fourth argument is that the basic value criterion
is not nationalistic at all and that we should talk in
terms of human interest rather than the U.S. self-
interest. The third world development is obviously in
the interest of humanity. National security is not the
question any more. The security of the whole plane-
tary community is the concern. Then you may ask
some subsidiary questions about the security of indi-
vidual nations.

What kind of development strategy then should
we be favoring? Most nongovernmental organiza-
tions, church or otherwise, and increasingly I think
the U.S. Agency for International Development, are
championing a strategy that focuses on the poor peo-
ple of the earth and basic human needs rather than
simply more production of food. The green revolu-
tion favored more production without worrying
about the distribution of resources or income within a
poor country. Since then, more emphasis has been
put on focusing development strategies on the
poorest of the poor, such as increased productivity
and incomes for millions of small farmers in the
southern hemisphere countries, for landless laborers,
and for urban unemployed. That would include in-
centives to small farmers, jobs for the landless poor
and policies to encourage small producers to take
risks and produce more goods and services. These
policies would involve pricing, land tenure, tax pol-
icy, and credit arrangement considerations. Other
things we take for granted in this country such as
water conservancies, irrigation projects, storage, and
farm to market roads also would be considered. Other
items are services for rural populations, health care,
extension services, and literacy programs. Low-cost
technologies developed especially for small agricul-
tural producers are needed rather than technology
transplanted from North American agriculture.



manitarian, moral, or ethical reasons for doing the
right thing and self-interest. I don't think that it is bad
or immoral to use self-interest arguments, in fact they

are inevitable when you talk about public policy. I
think it is proper, right, and legitimate to bring those

two together. The Bible talks about loving your neigh-
bor as you love yourself. It seems to me that brings

together both self-interest (Godly defined) and doing

the right thing.
Q: You said food aid is perhaps not the way to go in
helping developing countries but that the private or-

ganizations spend about $1 billion and the govern-

ment about $4 billion in helping in development.

What percentage of that $1 billion and $4 billion is

spent on food aid?
Lutz: I'm not sure of the government figures in the

most recent year. Our PL480 food aid assistance has
been running about $1 billion a year, I think. Not all of

that is direct handouts of food. Some of that goes as

food for work related to a development project. Cer-
tainly that is true of the voluntary organizations. The

great bulk of the food aid, U.S. government food aid, is

distributed through the church and other voluntary

organizations is these days being distributed as food

for work as a wage in return for labor that is devoted to

some kind of agricultural development, usually an

agricultural development. The only exception to that

currently is when there is a Guatemalan earthquake or

some immediate emergency like that where food aid

is shipped in. The agencies that I know best, Church

World Service and Lutheran World Relief are cur-

rently using, in a typical year, about 15 percent of all

their resources for food assistance of various kinds

and about 85 percent for development. That's their

breakdown. The other thing I might mention here

while I have the mike is last year Church World Ser-

vice and Lutheran World Relief joined together to 
do

something which was a very unpopular thing with
the U.S. State Department. There was a need for 

food

in Viet Nam and the U.S. government still has Viet

Nam under trading with the enemy act so that no

PL480 food assistance could go to Viet Nam. Evell,
though some in Congress urged that that be relax'

and that some emergency presidential decision,

which is possible under the law, make an exception,

and that was not done.

Q: Do either of you know the figures on PL480 
dol-

lars, currently? You think it is about a $1 billion 3

year?
Ruttan: I'd like to say something about the relation-

ship to food aid and agricultural development. I have

listened to quite a bit of discussion in the last day here

and at the previous conferences about the great diffi-

culties that American and European farmers have ill

accommodating themselves to agricultural commod
i-

ties from other countries. Poor farmers in poor coun-

tries don't like to see food being dumped on them anYt

more than rich farmers in rich countries. Let me it's
give you an example. Bangladesh is one of the coun-

tries that has had a great deal of food shortage 
prob-

lems. But they don't have a foad shortage problenl

every year. Twice in the last five years I have seerl

situations where there was so much stuff in the eleva-

Another question for U.S. development policy is

how can we evaluate past aid programs to learn what

has and what has not worked. Every American tax-

payer can tell you horror stories that he or she has

read about aid programs that don't work. How can we

build political support by showing the connection

between foreign development assistance and domes-

tic problem solving? For example, many inner-city

problems and the need for self-help development

there with participatory decisionmaking are very

similar to the problems in third world countries. The

problems are quite similar even though one set is ur-

ban and the other rural. Maybe we can learn from

what works in an Indian village development what

will work in U.S. inner-city, self-help neighborhood

programs. A second connection would be the small

energy technologies that will be needed in third

world development soon. Without relying on fossil

fuels, those technologies may help solve some of our

own energy needs. Again in India, the methane gene-

rators being tried in Indian villages may help our en-

ergy needs in the future. And a third connection

would be increased consumer demand as increased

income in developing countries provides an obvious

connection in trade for products we have to sell, agri-

cultural or otherwise.
Americans have two arenas for development as-

sistance, one public and one private. The government

or official aid channel is what most people think

about when they talk of U.S. development assistance.

There is also the private agency effort. The first is

about four times as large as the second in spending.

We are currently spending about $4 billion of tax

money in U.S. official development assistance and

about $1 billion through American-financed private

organizations, ranging from church-based organiza-

tions to CARE, UNICEF and other organizations that

are not church related. I don't want to be an ecclesias-

tical chauvinist, but I do believe that we get about as

much for the $1 billion of private spending as we do

for the $4 billion of public spending. The dollars we

donate to the voluntary organizations have a much

lower overhead percentage, so they almost invariably

get to the grass roots. The government programs, how-

ever, work government to government, are large scale

and accomplish some good things, but don't as often

reach the poorest of the poor. The private voluntary
organizations, most often, have been able and hope to
continue to model at the grass roots level some things
that work. Each of these two channels has its role, and

I don't want to criticize either. Private and public
channels need each other, and there is a new kind of
partnership emerging in this country between .the
two. They are leary of a partnership that is too close
because of the \ history of church-state separation.
Canada for many years has had a much closer partner-
ship between public and private agency expendi-
tures. That is beginning to happen in the legislation in
the U.S., too, although it is hedged in with many care-
ful safeguards.

I would like to conclude by going back to the case
for development assistance. It seems to me that good
public policy always is a mixture of altruistic, hu-
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tors and out in the harbor that farmers had no place to
Put a good crop and the prices declined drastically.
That doesn't do very much for encouraging, that's not
Much of an incentive for agricultural farmers to
Produce. It doesn't encourage them to adopt new
Practices, or to use more fertilizer. My own feeling is
that food aid should be reserved for emergency situa-
tions. That it is undesirable from the point of view of
the developing country to let itself get dependent on
food aid. I was in Indonesia this summer, and there is
a debate going on. Indonesia has been importing
about 3 million metric tons of grain, primarily rice.
The debate that is going on is whether they should
import wheat instead of rice. It would cost them about
half as much_ to import the wheat. Chances are they
Could get a good deal of it under PL480. The people
that are against that are saying wheat is like man-
Juana, you get hooked on it and Turner Oyloe is saying
great. The Indonesians are looking at what happened
to Japan, because they got hooked on wheat. Turner
Oyloe is looking at it like Japan. But there is a com-
Pletely different view. When you look at those pro-
ductivity figures, the opportunities to increase pro-
duction are very, very substantial if the technology
Can be put in place. The. capacity to develop the tech-11, °logy and to use it, providing the inputs can be put
in place. It seems to me that is where the immediate
direction we should move in the near future until the
countries get strong enough to be commercial food
importers.
?: One of the interesting debates in development
,00d aid, the development assistance angle, I've seen
'as been the debate that is sometimes characterized
as social triage in which the proponents of this view
crudely stated argue that it is a disservice for the rich
countries of the world, in cases of famine and
einergencies and short food supply to provide foodai id because it just prolongs the misery of overpopu-
lation and the low carrying capacity in the less devel-

i3Ped countries. Everybody would be better off to let a
of people starve and die now rather than prolong

re misery and have generations suffering the same
te down the road 15, 20, 30 . . . 80 years from now.

'lave I stated that proposition correctly, and what doYOU think about it if I have?
Utz: Vern, I thought you would go first. I think that

tii_s a correct statement of it. The other version is called
t,lle so-called lifeboat ethic, which posits the analogy
til.at we, the rich or affluent, high-consuming coun-
rles are in a lifeboat and the others are in the water
ill'°1.1nd us and want to get into our boat, and if we let
a em in, we'll all sink. On that one it seems to me the
_nalogy is incorrect, I would prefer the analogy thatwe are all in one boat together, globally, and the only
Pestion is, what kind of excess baggage are we going
i° jettison so that all of us can survive, or we are in a
intlxury liner and some are living in first class compart-
s,ents and living very well, and others are down in
aleerage. On triage, I don't think that the battlefield
,nalogy that it really comes from out of W.W. I where

31e °II have casualties where you know that you have
r,11°1-Igh medical resource to save only part of the ca-
'11alties and one-third, roughly, will die no matter
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what you do and one-third will live no matter what
you do, and one-third will live only with help. Well,
you give the help to the third category, those that will
survive if they get help. I don't think that analogy fits
the world of nations, of communities. There is no way
you can just cut a Bangladesh adrift, it seems to me,
and say, well, good-bye Bangladesh. There will al-
ways be a Bangladesh. The population problem isn't
so much a result of more births as it is of less deaths.
People living longer. So in a way, one of the world's
successes, the success of extending health care
around the globe in the last 30-40 years, has resulted
in the population explosion and there are signs now
that it too is leveling off. There are some countries you
can point to that have dealt with it successfully. Vern,
maybe you have something to say about triage. I don't
think triage is a moral, basically a moral approach to
the issue, and I think the question is improperly
posed.
Ruttan: I agree completely. It is ridiculous morally
and it is ridiculous technically.
Q: Do you have any figures as to what percentage of
the American dollar is best utilized in developing
countries?
Lutz:- Well, there are figures that can be quoted on
what our performance has been and there are also
figures that are being advocated by various groups,
including the United Nations. The U.S. official devel-
opment assistance, that is tax dollars going to eco-
nomic and humanitarian, not military or security, aid,
currently is about one-fourth or one-fifth of one per-
cent of GNP. About 20 to 25 hundredths of a percent of
GNP. That's the measure that is used among the aid
giving countries. There are about 17 of them, mostly, I
guess entirely western industrial nations and those 17
who report their figures to the group that gathers that
data, for the last several years, have been led by the
Scandinavian countries and the Netherlands in pro-
portion of GNP given for development assistance.
Sweden is now at 1 percent of GNP, versus our one-
fifth, roughly, percent of GNP. Ours has been declin-
ing as a percentage of gross national product, I guess
fdr the last 20-25 years, but especially in the last 10
years. At the time of the Marshall Plan our develop-
ment assistance, as a percentage of GNP, was in the
peak years, 2.9 percent, close to 3.0 percent of GNP
versus today's 1/5 of 1 percent. We are down to about
1/15 of what we were doing in terms of ability, in
terms of our own economy's size. So that some of the
advocacy groups, like Bread for the World and a num-
ber of others have said we ought to move towards the
UN advocated goal of .7 of one percent for the aid
giving nations. That would be three times what we are
now doing, that is not likely to happen politically i 
the near future. I think there is some pressure build-
ing to try to edge it back up again. Great Britain, al-
most all of the western nations are ahead of us. Can-
ada is at least double, Canada is about one-half of one
percent. Even the United Kingdom which has had
some rough times economically in recent years is do-
ing better than we are as a percentage of GNP. The
other piece of it, the voluntary organizations share
would be about one-fourth of that, so if you put the



two together,)the U.S. would be somewhere around,

both private and public, around 28/100 to 3/10 of a

peicent of GNP.
Ruttan: I'd like to make a comment on our aid pro-

gram. I think we are approaching a crisis in our aid

program. Our capacity to do an effective job in official

aid has been drastically eroded over the last 15 years.

The money we are putting in aid is really infinitesi-

mal. If you offered the same amount to the mayor of

New York to help bail out New York City, he'd laugh at

the U.S. government. The crisis that I see in aid is that

we are gradually reaching the point where we simply

don't have the professional staff of agriculturalists, of

educational people, engineers, to administer effective

technical assistance. We've gone through two periods

from the 1950's when we entered this business in a

very naive way, up until the mid and into the late

1960's, we built some real expertise in the. aid agen-

cies. As we began to cut back in real terms, you know

we are spending about the same number of dollars but

you know where the same number of dollars will

go. As we cut back, we've had very severe personnel

cutbacks, people that had that expertise have got-

ten older, we have not replaced, we have recruited

younger people in to the aid agency to grow into that

capacity and my own feeling is that we are reaching a

point where we either have to restructure our aid ef-

fort or say we are just not any good at it.
Lutz: I think one of the other notes is that more

money without some other kinds of changes, includ-

ing those Vern has just mentioned, won't necessarily

be helpful. You have to know how to use that money
well. The cynics say that aid is the poor people in the
rich countries sending money to the rich people in the

poor countries. If that's what it is, just lining the pock-

ets of ruling elites in poor countries, that is not the
kind of aid I'm after. I think the.fact is we really don't
know yet enough about what kind of aid strategies
will produce good results for people. We don't know
enough. The other thing is, I think, we need a separate
cabinet level agency for international development,
such as Canada has and some other countries of the
west have.
Ruttan: I'd just like to add one 'more thing. It is re-
markable to me that a country whose own growth, 
whose own development has been based so effec-

tively on the application of science and technology to
production in agriculture to production in industry

and other areas, that we have not been able to organize
ourselves to be effective in providing, in helping

other countries build that science and technology ca-
pacity. There's one area where I might have a slight
disagreement. Not in objectives in terms of the issue
of directing aid to the poor, but in our capacity. The
U.S. has absolutely no credibility in the area of doing
things, achieving greater equity, in its institutions. We
have great credibility in the area of science and tech-
nology. In some sense we are asking ourselves in this
new direction aid effort to do something we have not

been able to do effectively at home. I would like to at
least see us develop the capacity to work with other

countries effectively in building, in helping them

build their capacity to work in the area. To use science

and technology effectively in their own development.

I'd like to see it done equitably, too. I do have a con-

cern here.
Q: If you plant those palm trees, in 3 years they be-

come of bearing age and for anOiher 50 or 60 years

they produce this palm oil without additional invest-

ment. Is that not correct?
A: One family can handle about 15 acres. You have to

fertilize. In a cultivated palm you have to fertilize the

blossoms. There's quite a bit of labor, there is a lot of

care of the area, in the tropical areas, the underbrush

and the weeds grow pretty intensively and in the

Malaysia land development authority schemes they

figure about 15 acres is what a family can handle.
A: It doesn't walk to market either.

Q: Do either of you gentlemen care to make a general

comment on the effectiveness of the Peace Corps over

the last 15 years or so?
Ruttan: Let me make a rather blunt statement, and

then back off from it a bit. I think the Peace Corps has

been a tremendously useful training institution for
American young people. It's one of the few places that

we are generating some of the kind of capacity that the

U.S. needs in international economic affairs, includ-

ing the technical side and the administrative and Po-

litical side. If you look at the people who are handling

many of the international institutions today, they are

people who got their first exposure alerseas wearing

a G.I. uniform. That generation is my age and older

and I feel that the Peace Corps has been very irriP°r;
tant in providing us with a new set of experience('

people. Some of the brightest people coming in t°

graduate schools, some of the brightest people in

class are people who have had experiences in villages

overseas. That's the only time to get it, when you are

that age. I do feel the Peace Corps should maintai
n

that approach. I disagree with the attempt to bring

older people to make it. There has been a lot of presi

sure to say, let's make it a more effective developnieL11

agency. I think that probably if you have to total UP Met

Peace Corps impact on development, it has some bu

not a great deal. But as essentially a device for de"

veloping the manpower and womanpower capacitY

that America needs in its global world, I think the
Peace Corps is very important.
Lutz: People who work in development education

other Western countries and who know the U.°,

claim, almost without exception, that we are ani°n,!

the developed countries of the world, the least develf

oped in global awareness. They say that our level

global understanding as a people is the least devel_

oped. I think one of the hopeful things on the 
()the'

side of that is the return of Peace Corps vol
unteers,:

They are, even if they didn't do much good for 
th:

people they went to help (and I, don't think they hay

a net damaging effect), they accomplished a 
great clieea

in their own consciousness changing. And they

come educators of the rest of us.
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Will the U.S. Fill
the Growing Needs
for Grain?
Joseph Halow
Executive Director
North American Export
Grain Association Incorporated

One repeatedly hears legislators and policy-
Inakers call for greater regulation of businesses, espe-
cially of firms with international operations. Much of
the criticism seems to center on the ability of business
to make a profit. Yet profit is what keeps a business
g°ing, and the need for greater volume of sales is what
Inakes it go into other countries. Business exists be-
cause there is a need for it; if we did not fill that need,
someone else would.

Business should be allowed the flexibility to
'flake management decisions without excessive gov-
erir.nlnent regulation. A comparison of U.S. and Cana-

i'lan operations this past year supports this position.
1978, the Canadian Wheat Board sold large quanti-

10s of grain but because of logistical problems was
tillable to deliver it. Some exports had to be deferred
until next year, when they will be delivered at this
Year's prices and will also replace new sales. The •Canadian farmer is, in effect, paying the carrying
harges of these deferred sales. If the Wheat Board

utlYs more railroad cars, farmers will have to bear the
te,xPense. The railroads will not invest in the cars
kinernselves because their outdated rate schedules
tneeP them at no incentive levels of return on invest-
ent• In addition, some customers will look for a

-uore reliable supplier, and Canadian farmers feel,
_Probably with good reason, that some business which
tiin.isg.ht have gone to Canada, has been directed to the

By contrast, the U.S. shipped a sharply increased
°lint of grains in the 1977-78 marketing year, about
Percent more than in the preceding year. This was

ue, not to central planning, but to individual man-
vRinent decisions by all firms in the grain trade.
to 'lien Gulf ports were full, commodities were shifted

, witine West Coast for export, a response possible only
tr _ierl there is flexibility in decisionmaking. The grain
b,aue planned for increased exports, plowed profits
tick into the industry, and assumed the risks.

e, Risks do exist and their costs are borne by the
APorter, not by the farmer. For instance, 'n 1974,

• China rejected shipments of grain because of minute
quantities of spores of a smut which they claim does
not exist in China. This was not the fault of the ex-
porters but they bore the loss and this year have taken
care to select and test the grain exported to the FRC.
Nevertheless, the government does not credit the ex-
port performance to the grain trade but to the farm
program.

U.S. farmers have also adjusted quickly to the
world call for more grain and have increased produc-
tion. They are more knowledgeable about national
and international issues that affect agriculture than
are any other farmers in the world. U.S. farmers un-
derstand the marketing system and are aware of world
demand. They receive a flow of information which is
the envy of all other farmers in the world.

Exporters and farmers are willing to supply world
needs, but the government drags its feet and concen-
trates on stability rather than on growth. Set aside
programs, restrictions on Soviet buying, export sales
reporting, and pressure on other countries to share
the burden of carrying stocks --- all these demonstrate
the government's cautious attitude.

The U.S. is the only country able to meet world
demand. So it is hard to see why the U.S. should give
up anything through international trade agreements.
Bipartisan objections in the Senate will keep the new
agreements from being hurried through as part of the
MTN package.

The U.S. must meet the growing demand for
grain, and government can best help this happen by
giving less interference so that incentives have a
chance to work.

Several weeks ago as my wife and I were driving
home one evening after the theater, we were listening
to the car radio and heard the tail end of an interview
with a senator from the Midwest, discussing the
greater need to regulate international firms. This
topic appears to be in vogue in Washington, and the
senator's comments did not sound much different
from others I had heard, until he said it was important
". . . not to harm them, because we want their over-
seas operations. We want them to export and help our
balance of payments, but the fact is we want them to
do it in such a manner that it helps all the people of
the nation; not the few who are the stockholders of the
company."

Although I have been in Washington long enough
to have become accustomed to almost anything, I con-
fess I found the statement more than a little puzzling,
so much so, actually, that I called the station to obtain
a transcript of the presentation to confirm what I
thought I had heard. I then spoke with people in the
senator's office, but they were not sure what he had
meant by the last statement and said they would try to
find out and let me know. Whatever it was he did not
like, there was no question that he felt the interna-
tional firms should be subjected to greater govern-
ment regulation.

The senator had, in any event, stated what he
thought the companies had been doing right, but he
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had not defined what he thought they were doing

wrong. Years ago I had occasion to see Cuban newspa-

pers written after the revolution in Cuba, and the

comment that the benefits of the operations of the

international firms should be for all the people and

not merely the stockholders reminded me of com-

ments I had seen in those papers. The Cuban papers

were very explicit about what they did not like about

business firms: they wanted them not to make a profit

or they wanted any profits to be distributed among the

people.
The concern about the ability of a business to

make a profit reminds me of the old story about the

man who had a good draft horse, but he continued to

complain that the cost of feed was too high. He de-

cided to try to cut his costs by mixing sawdust with

the feed. He discussed his experience with a friend,

telling him that he continued to increase the ratio of

sawdust gradually so that the horse would be able to

adjust to it more easily. When his friend asked how

his experiment had finally worked out, he replied, "I

never did find out. By the time I got that fool horse on

a diet of 100 percent sawdust, he died!"

The senator was speaking about the oil compa-

nies, and I admit that I know nothing about their oper-

ations other than what I read in the papers. But, there

are international firms in virtually every sector of

business, and each of them has its senators who want

greater regulation. The ones with which we are most

familiar here are, of course, the firms with interna-

tional operations in grain merchandising or grain pro-

cessing, and I am sure you all know someone in gov-

ernment — legislative or executive branch -- who is,

for some reason or other, concerned about what he or

she feels is the need to exercise greater control over

business. Much of the concern seems to be over the

ability of a business td make a profit, and this appears

to be the point on which criticism appears to center.

Yet, it is only the flexibility these firms have to

make what they must consider to be the best manage-

ment judgments which makes them function well,

and it is their ability or the incentive to make a profit

that keeps them going. Without it they would cease to

exist. I doubt they would die like the old man's horse,

or that their particular function would no longer be

performed, for if one firm dies then another one

springs up or another one moves in to take over that

function. If U.S. firms are unable to perform the func-

tion, then firms from abroad will find the opportunity

irresistible.
For business exists because there is a need for it.

And business has had to get big because consumer

buying has made business firms trim their margins

and attempt to work on volume. It is only through

volume that business firms can exist, and as the com-

petition becomes greater, they have to go out beyond

their national borders to seek greater volume. To do

so, the firms became international. Witness the big

move of U.S. firms into Western Europe after the end

of World War II. It overshadows by far any move by

foreign firms to operate in the United States.
Far from being wrong, this is very right and brings

to all consumers the benefits of international trade.
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The senator was correct in stating that we need it, but

it is, I fear, quite unrealistic to think the business 
firms

will be able to function efficiently if they are strapped

with more government regulation, the added cost 
of

doing business, and an inability to make a profit.

Remarkably enough, the trend to bigger bus
iness

is being accelerated by government regulation, which

hits hardest the smaller firms and those with opera
-

tions only in the United States. If you don't believe

that is true, look at which is happening with 
U.S.

cooperatives, which have been considered a com-

pletely American institution. In order to export

and they are being urged to export — they are finding

they have to make international connections.
I know a comparatively small grain and feed

dealer — and I am sure you know some yourselves --

who states flatly that when he is no longer able
 to

continue to work himself, his firm will go under 
or be

bought up by someone else. His volume of busi
ness is

not big enough to permit him to hire someone to han-

dle the paperwork involved in government regula-

tion, and he knows he cannot ask any employee t°

work the number of hours he does to complete it.

This may not sound as though it belongs u
nder

the topic which I am to discuss with you here tod
ay,

but it is, and I shall attempt to illustrate it with an

excellent example provided by the comparison o
f the

U.S. experience in the grain export markets this year

with the operations of the Canadian Wheat Board dur-

ing the same period.
Apparently anticipating increased 

production

throughout the world, with greater competition for

exports, the Canadian Wheat Board sold early 
large

quantities of grain and was in what appeared to be all

enviable position, expecting a banner year in exports'

It had, in any event, a banner year in sales. The sit-

uation soured rather quickly, however, because the

Canadians soon encountered particularly serious lo-

gistical problems. Canada's hopes of surpassing last

year's export levels soon evaporated. Canada was, ill

fact, unable even to match last year's export levels

of 20 million tons of grain and announced having

deferred shipment of 2 million tons to forward posi"

tions. In addition, the Canadians were behind in shiP-

ping at least another 700,000 tons, which was 
de-

ferred until after the opening of the Great Lakes again,

in the spring. Quantities which Canadians have haa

to defer will replace new sales which they could 
have

made for next season and will he unable to book 
be-

cause they will not have the necessary additional Ca-

pacity. Of the total amount of grains, wheat and wileait

flour exports are now projected to be about 14.7 mil:

lion tons for the current marketing year, compa
rea

with 16.3 million tons shipped during the 1977-78

marketing year. This total will be reached only if Call"

ada is able to improve on its shipping rate after 
the

Great Lakes open in the spring.

Because of inland transportation and other 
prob-

lems, the Canadians have not been able to move
enough grain into position at ports that are still open'

and Canada has been put in the embarrassing 
position

of having to advise some good customers like the Jar
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anese Food Agency that they would not be able to
'flake any grain available in January.

Because of all this, the Canadian farmer finds
himself in the position of supplying grain to overseas
buyers next season at prices which can be no higher
than they were when the contracts were closed about
8 months ago. The Canadian farmer is, in effect, also
Paying the carrying charges on such deferred sales.
tie also finds himself in the position of having practi-
cally driven some other-customers into the arms of the
Americans. One of the reasons why the Chinese came
into the American market to buy grain this year had to
be the fact that they were unable to depend on the
Canadians to make shipment. According to press re
Ports, Canadian officials estimate they may have had
ito turn away as much as 3 million tons of business
,I3ecause they would not have been in a position to
handle it.

The Canadian farmer finds, furthermore, that he
Will pay the demurrage charges incurred because the
,Canadian Wheat Board kept vessels waiting to be
loaded.

Under the Canadian system when such charges
are paid, they are deducted together with all other
2Perating expenses of the Wheat Board before the
'Ina' accounting so that what the farmer gets is, in
effect, what is left over.
, Understandably concerned about these prob-
lems, the Wheat Board wants to buy as many as 2,000
railroad cars to improve its ability to ship. Like all
Other investments which the Wheat Board might
9nake, the cost of the cars would have to be paid for in
he same fashion as other expenses, and this, in turn,
,l_lvould have to be borne by the Canadian farmer. This
,4as created quite a controversy in Canada, with
larmers strongly protesting. The railroads would not
'flake the investment, and unless the government de-
cides it must and will appropriate funds for the cars,
some other solution must be found.

The railroads refuse to make the investment, be-
allse they have no incentive to do so. They have been

i„circed to transport grain under the now infamous
crow's nest rate," set so long ago the rate schedules
are now completely unrealistic. One cannot blame
the railroads, for they cannot continue to operate un-
less they can do so profitably, and they certainly will
not invest more funds in equipment or improving the
sYstem unless they can be assured that they will be
able to realize a return on their investment. Under a
4°-incentive system, there are no new investments.

In contrast, the U.S. 1977-78 marketing year got
off to a slow start and shipments were not exceptional
4.4,t the beginning of the season. Since the beginning of
L'ile calendar year, however, the United States has

rren shipping grain at a phenomenal rate. Despite thei agic explosions about a year ago, which took out two
ai_rge shipping facilities at Gulf ports, United States
LsuiPments of grain have averaged about 90 million,
uushels weekly throughout the year. This fantastic
'ate of shipment built up to an all-time record high of
Over 100 million bushels in 1 week and has been
Inaintained at peak levels since that time. Only re-

cently has it dropped below 90 million bushels in any
1 week, and it has still again come back up over 90
million bushels on occasion.

For the respective 1977-78 marketing years the
United States shipped about 14 percent more wheat, a
little better than 12 percent more corn, and almost 24
percent more soybeans than in the preceding market-
ing year. This year the United States is already off to
an excellent start with total shipments of each of the
major grains all well ahead of those shipped at the
same time last year.

The working of this excellent machine was not
the result of any central planning organization but
was accomplished by many individual management
decisions reached in all of the firms involved in the
grain trade. A U.S. grain trader said this past summer
that if anyone would have told him a year ago that the
United States would be shipping corn out of Seattle,
he would have told him he was crazy. And yet, that is
exactly what happened. The incentive was there and
the need great enough, and corn was diverted from
Gulf ports which were already working at full capac-
ity to the Pacific ports, where shipping capacity was
available.

Such a response is possible only when there is
enough flexibility to move quickly in a given situa-
tion. The delays inherent in decisionmaking by gov-
ernments make such quick, efficient, managerial
action impossible. Canada frequently has problems
attempting to make such shifts.

The grain was, furthermore, all shipped through
facilities provided, paid for, and operated by the grain
trade, who had the foresight to plan for an increase in
U.S. grain exports. Most profits the grain exporters
have been making have been plowed back into the
industry in the form of new investments needed to
handle the expansion in volume expected during the
coming years.

The new sales were also sought, negotiated, and
executed by the grain trade, who also ran all the risks
inherent in any international operation. And the risks
are not to be underestimated! In 1974, for example,
the grain exporters incurred losses of millions of dol-
lars in shipping grain to the People's Republic of
China when the Chinese rejected shipments because
of the presence in minute quantities of some spores of
a smut found in some parts of the United States and
apparently not foupd in China. The grain exporters
bore the loss incurred as a result of the problem,
which was an act of nature and beyond the control of
any exporter. In Canada such losses are borne by the
farmer, since again they are included in the final
calculation which the Wheat Board makes.

In-spite of this, this year again grain exporters
undertook the risk of shipping grain to the People's
Republic of China and took great pains and went to
great expense to make sure none of the grain shipped
came from an area in which the smut exists. The grain
was, furthermore, tested in private laboratories before
shipment, where again incentives assured the ex-
porters that great care would be taken in the examina-
tion. FGIS exists because of legislation and is assured
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of repeat business. Private firms must perform prop-
erly or their customers do not return!
- None of this was mentioned in recent announce-
ments of prospects of continued grain trade with the
People's Republic of China. On the contrary, the only

report which came back from the recent official dele-

gation which went to the People's Republic of China
was about dusty corn, which some delegation mem-

bers appeared to want to believe was from the United

States! Actually, before the recent shipments, which

arrived after the delegation had already left China, the

last time the U.S. had shipped corn to China was in

1974. A representative of one of the firms which sold
the grain recently visited China where he was told by

the Chinese that the quality of the U.S. corn they have

now received was excellent and they hoped all future
shipments would be as good.

This year when there were problems with
sprouted wheat in some production areas in the U.S.,
the grain trade has taken great care (and thereby again
incurred great expenses) to keep the wheat isolated
from other wheats so that it can move into channels
for use where it creates no quality problems. Again,
this was a production problem that the grain trade
quietly attempted to resolve and did so at its own
expense.

The U.S. performance in the export markets this
past year was virtually a solo feat by the grain trade,
which did this without assistance from the govern-
ment and in spite of an escalating amount of regula-
tion and accompanying costs. It also has not received
credit for it from the government, despite the fact that
it was an improved export volume which saved the
farm programs from what could have been almost cer-
tain disaster. The government points, however, to the

export performance with pride as an indication of the

success of the current farm programs, suggesting that

it obviously was the government itself that was re-
sponsible for the success.

One can understand that the Canadian Wheat
Board would not be anxious to advertise its perfor-
mance in exports this past year, even if it was not to be
compared to that of the United States. But it is always
a riddle to me why no one in the U.S. government
appears to want to give credit to, or an American pub-

lic does not take pride in, a marketing system which

no other country in the world has been able to ap-
proach, much less match!

The performance by the U.S. farmer has been no
less spectacular. The U.S. farmer has been able to ad-
just very quickly and completely to the world call for
more grain and has responded with a very impressive
production increase. He also did this without benefit
of any government assistance and in spite of govern-
ment intervention in marketing. The U.S. farmer has
learned how to market his grain in a manner un-
matched by farmers in any other part of the world. He
has invested in land, machinery, and storage facilities
to do a better job, because he too believes in the future
of U.S. agriculture.

The U.S. farmer has been able to do so because,
contrary to what some politicians want people to be-
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lieve, the U.S. farmer is more aware of what is going
on in world markets than farmers in other parts of the

world. Anyone who doubts this should attend the

meetings of the commodity groups and some of the

farm organizations. He would be impressed quickly

and thoroughly by the variety of topics covered and

the depth of farmer understanding of the national and

complex international issues affecting agriculture.

There are, nevertheless, still some diehards who con-

tinue to attempt to feed farmers some of the same pap

they have been grinding out for years, but their num-

ber and influence fortunately is dwindling, and

farmers are putting what they hear to the test of logic

and reason.
This year the U.S. farmer has done a superb job —

the best effort ever — of marketing his grain, and here

it is only fair to say he has been aided by some of the

government programs, such as the government loan,

which advances him funds and permits him to hold

his grain. He is guided, nevertheless, by his better

understanding of the marketing system and his

knowledge of production prospects in other parts of

the world and sales prospects for his grain.
This year the U.S. farmer has also done a remark-

able job of growing grain, for despite the government

set-aside programs, he has produced an excellent

crop of wheat and all-time record crops of corn and

soybeans. There is little doubt that he can do even

better given the proper incentives. The USDA's recent

report of winter grain plantings indicate an 8 percent

increase in seedings of winter wheat for next 
year's

crop, and fertilizer purchases indicate there will be
increases in spring seedings as well. The farmer is

doing this again, because he is in close contact with

the world and knows something about world de-

mand. The U.S. farmer receives a flow of infor
mation

that makes him the envy of his colleagues on the other

side of the border in Canada.
Both the U.S. farmer and the U.S. exporter 

are,

therefore, ready and able to assume an even 
greater

role in supplying grain to the world. There appears'

however, to be a little foot dragging by the other part"

ner in this endeavor; government appears to be less

than certain about which direction it wishes to take.

The performance of both the farmer and the e);

porter is a response to the question "Can the UniteLu
States fill growing world food needs?" and they "-
viously can. The question posed here, however,

"Will the United States fill growing world Wu
needs?" The obvious answer is "yes," for there is 11.(3t

way the United States could avoid it, even if 1

wished, and no one really wishes to withdraw fr0111
the world market. The question which remains, nev:

ertheless, is, "To what extent will the United 
State.:

fill growing world food needs?" The response to till
_

question is crucial to the well-being of the U.S. farnler

and only to a slightly lesser degree to the 
America",

public. It is obviously also very important to that pa.r_l

of the world which must depend on imports for it&

food supply.
The recent announcement that the People's Re"

public of China is back in the world market as all
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ongoing customer for large quantities of grain again
has brought us quite clearly the message that the
World demand for grain is growing rapidly. That
growth may not be evident every year, for obviously
the world demand fluctuates according to world
Weather patterns as they affect production in all parts
of the world. There can, nevertheless, be no question
about the fact that world food needs are growing and
that they are going to involve a much higher level of
World trade in food. This is so apparent that one feels
almost foolish saying it again, but the question con-
tinues to recur. Actually, I thought it was already ob-
vious at turn of the decade, even though periodi-
cally there are those who continue to try to place that
fact in doubt.

The attitude of the U.S. government appears to be
one of approaching it only very cautiously. The main
tenet of current U.S. agricultural policy appears in-
credibly still to be the vain and questionable goal of
Inarket stability.

After about 3 or 4 years of "stability," the Ameri-
can farmer would welcome a little more growth. For
stability means an acceptance of a status quo, a stable
market is one of little or no movement. Farmers al-
ready have demonstrated that they do not want it, and
the public must by now also be aware of the fact that
stable commodity markets are no guarantee against
food price inflation. Why then the government per-
sists is a real puzzle, but several very important gov-
ernment actions point to a backing away from foreign
demand.

Set-aside programs for the past couple of years
4,,ave been hard to explain to foreign buyers who won-
,1ter why the United States, which has stated it will
teed the world, has unilaterally cut back production
While other producing countries have stepped up
Production to fill the void.

The U.S.-Soviet grains agreement is a limiting
riather than expanding measure. The Soviets have in-
uicated they want to import at least the minimum
Pantities each year, but they are also restrained from
ullYing larger quantities from the United States with-
°In further permission from the U.S. government, de-
sPite the fact that the United States could easily sup-
WY much more annually.

The U.S. export sales reporting system is, as con-
'trilled by the USDA's Office of the Inspector General,
_c°nsidered by foreign buyers to be a form of export
:_ontrol or a means by which the U.S. will exercise
!)(Port controls. There are, nevertheless, still some in
government who seek even greater regulation of ex-Port sales.

ha 
The U.S. posture in the world market has been to

rcove someone "share" with the U.S. the burden of the
tr le of carrying stocks and other adjustments to world
:de. This obviously means that the United States
1,,,ants other countries to assume a greater part of the
arPonsibility for world trade. This obviously means
sts_c,' greater participation in world trade. If the United
di!Ies were unable to carry the responsibility, or han-the trade, it would not even have to ask othertlations to do so; its own deficiency would be obvious.
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The point is that the United States has proved that at
the moment it is the only country able to meet the
growing world demand for grain, and that is why
every nation with a large, ongoing need for grain has
turned to the United States. Not one of them can af-
ford to have its access to United States grain supplies
cut off or even limited. The United States has an obli-
gation to continue to meet that demand, not only an
obligation to the U.S. agricultural community but also
to the rest of the world which depends on it.

All of the importing countries must remember
that in a period of tight supplies it was the United
States alone which continued to meet that demand.
Every other system withdrew either completely or at
least selectively from the market. We must remember
it also, and should that demand ever again be mani-
fest as it was in 1973 and 1974, no amount of legisla-
tion will protect the U.S. markets from the brunt of
that demand. The Canadians will, in time, make
progress in resolving their logistical problems, but
unless they are able to bring their farmers and their
system in closer direct contact with the world mar-
kets, they will not be able to have their farmers or the
rest of their system respond quickly to any sudden
surge in demand. The European Community has
again proved that it will act callously and irrespon-
sibly in the world markets, and production in Austra-
lia and Argentina is subject to more erratic weather
conditions than those in the northern hemisphere.

Under the circumstances, it is difficult to under-
stand why the United States should wish to enter into
the type of negotiations with these other suppliers in
which the United States would feel it had to "give"
something. Actually, in any arrangement more in-
volved than the current type of international agree-
ment, the United States would be able only to give,
with very little hope of being able to receive anything
in grains. Negotiators have discussed the type of
agreement which they are now negotiating as a "stabi-
lization agreement, with some trade expansion possi-
bilities." Those possibilities seem already to have
evaporated in the negotiations, and the United States
appears ready to negotiate away some of its sover-
eignty over its grain exports to its competitors! Con-
trary to the repeated advice of its farmers and industry
leaders. the United States is also apparently ready
and willing to enter into an international agreement
for coarse grains, about which the best it can say is
that they do not think it will hurt anything!

The Administration is itself obviously aware of
the opposition to these new agreements and wants to
try to have them considered by Congress together
with the rest of the Multilateral Trade Negotiations
(MTN) package. There is, however, bipartisan objec-
tion to this in the Senate, which wants the agreements
to be considered separately in the Senate, where they
must be ratified by a two-thirds vote. The MTN pack-
age can be approved by a simple majority.

Government ultimately may be able to walk away
from any fiasco which might develop if the United

States gets into an agreement which proves to be not

in the interests of the United States. Farmers and all
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others in the industry cannot, however, for it is the
farmers and others in the industry who would have to
-pay the cost of any loss of business. The importing
nations also would be the losers, because if world
grain supplies are ever again as tight as they were
considered to have been in 1973 and 1974, the other

suppliers probably would apply total or selective em-

bargoes again on exports.
It is difficult to imagine how U.S. efficiency can

be improved by making the U.S. system accommo-
date less efficient systems.

In the final analysis, there can be no question

about it. The United States must meet the growing

world demand for grain, and the best policy posture
for U.S. agriculture is one that prepares it to do so.

This cannot be a policy of stagnation or restraint of
production and trade, but must be a policy of expan-
sion. Government cannot make it happen; it can only
permit it to happen through less interference, allow-
ing the proper incentives to produce the necessary
results.

A Look at
Some Commodities:
Sunflowers
Ralph Hayenga
Farmers' Union Grain
Terminal Association

As the demand for linseed oil decreased in the

mid 1950's, American processors began looking for an

alternative crop. They contracted with Red River

farmers to try out some Russian sunflower seed. Be-

ginning with a 1967 crop of 25,000 acres, the sun-

flower business has grown to a 1978 crop of more than

3 million acres. This development was helped by the

interest of private enterprise.. chemical companies,

seed companies, exporters, and researchers.
Last year, sunflower seed was the second largest

cash crop in North Dakota, grossing $128 per acre.

This year a 25-30 percent increase in production is

expected. And the market is absorbing all the seeds

for there is no carryover.
Western Europe has taken 75-80 percent of our

sunflower production in the form of seeds. We would

like to process the seeds and export oil, but the E.C.

has put a 1.0 percent import duty on the oil. We do

send oil to the U.A.R. and to Venezuela. Mexico also

imports our seeds. We expect continued expansion of

the export market as the Third World countries de-

velop and as China becomes a buyer.

In the U.S., a number of producers now have sun-

flower oil products. Advertising has been affected

by the fact that sunflower oil is 20 percent higher in

polyunsaturates than is corn oil. As hybridization in-

creasingly permits sunflower oil to be produced 
at

competitive prices, U.S. consumption will ex
pand

remendously.
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In order to talk about the export market for sun-

flowers, I want to go back and bring you a little bit UP
to date. I won't give you the old history about how it

developed as a plant in the U.S. that spread to Europe

and was brought back by the Russians. But I'll go back

into the 1930's when the world began looking for oil-

seeds and protein complex crops. We in the United

States hit upon the soybean. I don't have to tell you

about the tremendous development that soybeans

have had over the past number of years. In fact, this

year we are probably going to look at 60 million acres

of soybeans. The Russians, too, looked at the soybean

complex but found that it couldn't be grown viably in

their country. Their land lies mostly north of here.

They had been growing sunflowers for many years
and had an extensive research program to develoP

that sunflower crop into an oil and protein-bearing

crop.
We, as processors of flax seed in the Un

ited

States, were well aware from the mid 1950's on 
that

consumption of linseed-oil was on the downward

trend. Acrylic paints have done a lot to reduce the

demand for linseed oil. We went from a 600 
million

pound consumption internally down to a low of 
150

million pounds. So we began looking for an alterna-

tive crop to process. We were aware that the Russians

were doing some development. In 1966 we were 
able

to get hold of some Russian sunflower seeds, and W
e

and our counterpart in the linseed oil crushing busi
-

ness, Cargill, began contracting with local farmers in

the Red River Valley area to grow the sunflower 
croP.

It has grown from a crop of 25,000 acres in 1967 
to

where this past year we have just finished 
harvesting

over 3 million acres of sunflowers. That still sount

small by comparison to all other crops, but even witir

the rapid growth, there is considerable expansion 
lel'

in it.
Now I don't mean to imply that two compa

nies

did all this grand and glorious work; the free enter"

prise system played a part, too. As we began request-

ing farmers to grow sunflowers, and as a few nwre

acres appeared on the horizon, the chemical comPa"

nies began developing the chemicals for use on tile

crop. The seed companies began working on better

seeds, to where today one hundred percent of til.

sunflower acreage in 1978 was planted with 
hybrlia,

seed. I think the day is long past that any open P°I

linated sunflower seed will ever be planted in

America. Also, the equipment companies began

developing better equipment for planting, tending'

and harvesting the crop. And export companies began

developing export markets.
At first we had a very difficult time getting a C01"

lege extension agent to take up the cudgel for s
un"

flowers. They didn't have any hard research 
facts t°
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go on, and they were very reluctant to give advice on
the crop. But through considerable work with some
of our people, particularly Congressman Mark An-
drews, we were able through the ARS to get some very
good people to do work on pathology and on breeding
ot sunflowers. Today your county agent has an excel-
lent background and a tremendous amount of re-
search to back him up on this crop, so farmers can go
to their county agent and get the answers to their
Problems. It's far different than it was back in 1967
When I with my extremely limited ability was ac-
cepted as one of the great sources for information on
sunflowers. This is certainly not true any longer.

At first we had a very difficult time getting eleva-
tor managers to handle the crop. One of their excuses
Was that barley people don't like sunflowers in their
barley. And, of course, the only logical answer was
that barley people don't like barley in their barley.
Today, almost every elevator in the Upper Midwest is
a sunflower handler. It's also one of his biggest han-
dles and last year, sunflower seed was the second
largest cash crop in the state of North Dakota. From a
Measly few thousand acres to first place in ten years! I
think we owe a great debt to those original farmers
Who were willing to take the chance and grow a new
icrop. They're the ones that set the pace for the future
Tarmers by keeping this crop growing and alive.
, Also, a group of us formed an organization which
is now known as the Sunflower Association of
AMerica. We have more than 200 members in this
association and a 20-man board of directors. We have
ithe Farmers Union and the Farm Bureau sitting side
°Y. side, working hard at keeping this organization
alive. We have five members representing farmers,
three representing oilseed processors, three repre-
senting bird seed processors. We have seed men, ele-
vator managers, and college research scientists repre-
s,ented. It's a very broad organization. We sponsor the
1. 11riflower, a magazine which I imagine many of you
?ere have seen. Today we have a circulation of over
19:000 producers and agri-business people who re-
eive that magazine.

I Originally, when a farmer grew sunflowers, he
ilad two choices -- to sell these either to Cargill or to
°Urselves. This past year there were 25 different com-
13,anies bidding the local elevators for sunflowers. Ear-lier, we had one potential exporter and maybe two.
'ast year, 14 different export companies worldwidePut boats into Duluth-Superior to load sunflower
sdeeds for their use overseas. We now have 12 to 15
hif,ferent seed companies that are developing better
'Yorid seeds for the. growing of this crop.

Statistics for the 1977 crop year show that for the
t.average acre of barley, the state of North Dakota 

reed the the farmer a gross of $57 per acre. The average
aaere of wheat returned the farmer a gross of $61 per
cre, while the average *acre of sunflowers returned a

1 1:;(1ss of $128 per acre. No wonder we had a very siz-
, le increase in production last year! And those fig-
a' re are pretty much the same for this year. We aresgain expecting another 25-30 percent increase in
'Ililower production for the 1979 crop.

For 1978, we don't have the final figures yet be-
cause it has been difficult for the reporting services to
catch up. Every year for the past three years, the crop
reporting services have, in the middle of February,
taken a poll as of the first of January to tell us the total
amount of sunflower seeds that has been produced in
our Upper Midwest during that year. And in each
case, we have already handled that much seed by the
time they make the report. So they have their error on
the short side. Whether it's because of lack of knowl-
edge of acres or from not putting enough yield to the
crop, I don't know. But this year we are establishing a
minimum crop of 1,650,000 tons of sunflowers to be
produced in our three-state area.

And if these figures are true, we have already ex-
ported over a million tons of sunflower seeds. One of
the things that's going to have to be straightened out in
this crop in the future is that we cannot handle 75
percent of this production during the two months of
October and November as we did again this year. We
shipped some 930,000 tons of sunflower seeds out of
Duluth-Superior and another 90,000 tons down the
Mississippi River. Add to this about 200 thousand
tons that the crushers have already used, and we can
account for 1,250,000 tons of sunflower seeds that
have already disappeared. Now the processors are go-
ing to need another 150,000 tons, which will leave us
about 250,000 tons to export. The amazing thing is
that this is less than we had for last year. In the spring
of 1978, we exported 350,000 tons of sunflower seeds
when the navigation opened up in the Lakes. This
year we won't have that much seed. The question we
heard repeatedly last fall was: "How can the market
absorb all these sunflower seeds that we are produc-
ing?" It has absorbed it apparently once more because
we'll have no carryover in sunflowers going into the
1979 crop.

Our market is about 80 percent in export arld
many people ask why we don't crush this stuff here in
the United States and sell them the oil. There is a very
good reason for that. Back in 1965 and 1966, the Rus-
sians had one of their first worldwide announced
crop failures. They turned to the United States to buy
wheat from us. But our State Department, in its great
wisdom, decreed that if we sold them wheat, half of
that wheat had to go in U.S. bottoms, at prices which
made it prohibitive for us to sell them wheat. So the
Russians turned to-Canada and bought their wheat.

The Canadians sold their wheat a little differently
than we do; they sold it for cash, rather than for credit.
So the Russian ruble not being a convertible currency,
the Russians had to turn something into a convertible
currency to pay cash for that wheat. They had had
several years of very good sunflower production and
quite a sizable amount of sunflower oil on hand. Not
that they couldn't use it domestically, but they had to
turn something into cash, so they chose to use sun-
flower oil. They literally flooded Western Europe
with sunflower oil. In 1965 and 1966 and already in
1967, they were shipping 7-8,000,000 tons of sun-
flower oil into that Western European market. Some
of you here may remember the crying that went on in
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our soybean market. Our soybeans were doomed!

There was no market overseas! They were selling it

- way below our domestic soybean oil prices and we

started building up surpluses of soybeans. In Western

Europe, the person who made an oil product — either

a margarine or a salad oil or cooking oil — was liter-

ally forced to use sunflower oil because it was so

cheap. That stuff sold at something like 60 a pound in

Rotterdam. They used it and advertisied it; the house-

wife liked the product.
Then in later years when the Russians began us-

ing their own production for domestic consumption,

Western Europe turned to the United States as a sup-

plier for the sunflower oil demand that they had.

We started shipping them some sunflower seed. We

wanted to process sunflower seeds and sell the oil.

But the Western Europeans have political problems

and politicians, too. So they placed a 10 percent im-

port duty on the oil but no import duty on the seed to

encourage us to sell them seed so that their local peo-

ple would get the processing profits and to keep their

people employed.
To give you an example of how this affects our

market, the price of sunflower oil in Europe today is

around $725 per ton. This represents about $30 a ton
in the whole seed basis. So if we process seed here in
the United States and sell the oil and the meal into
Europe, it is worth $30 a ton less than it is as seed
because of that 10 percent import duty. So for this
reason, there's been almost no sunflower seed pro-
cessed in the United States and sold to Europe as an
oil and a meal. It is sold as a seed. Over the years, 75-
80 percent of our production has gone to Europe in
the form of seed.

We have been working very hard over the years
with a number of domestic companies — Proctor and
Gamble, Lever Bros., and Hunt-Wesson—in develop-
ing the demand for sunflower oil here. All three of
these companies have developed products and now
have them on the nation's grocery store shelves. Lever
Bros. manufactures Promise margarine, which is a
sunflower oil margarine. Proctor and Gamble has a
product called Puritan, which is available in your
stores. Hunt-Wesson has another sunflower salad oil
called Sunlight, which either is or very soon will be
available in your local stores here in this area. We
have not yet received any knowledge of how broad
this is going to be, but if it catches on in America like it
has in other nations, there is a tremendously broad
market for sunflower oil in the United States.

It has already had a considerable effect on the
advertising. This may not be noticeable to you, but it
is to those of us who are watching it. Corn oil used to
be always advertised as a high polyunsaturated oil.
Today you no longer see the word "polyunsaturates"
in connection with corn oil. That is primarily because
of the influx into the market of sunflower oil, which is
20 percent higher in polyunsaturates than corn oil.

Now corn oil is telling you that their oil contains no

cholesterol, which is true, but neither does any other
vegetable oil contain any cholesterol. Crisco is now
advertised on the trust basis: "I've learned to trust
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Crisco." It's changed; there's no longer any sign on

these bottles saying "high in polyunsaturates." Sun-

flower is going to replace this market.
I think in future years we're going to see tremen-

dous increases in sunflower oil consumption in the

United States. We have enjoyed not only this Western

Europe export market for seed, we have also had a

sizable increase recently in the consumption of sun-

flower oil throughout the world. The United Arab

Republic has become a large buyer of sunflower oil, as

has Venezuela. This past year, Mexico was the largest

importer of our sunflower seeds. They took a little

over 300,000 tons of them. Rotterdam and Hamburg

each took another 250,000 tons. More went to Italy,

Portugal, France, and Amsterdam. So we've had a

very broad export market for these sunflower seeds.

I think one of the basic factors about the con-

sumption and expansion of our crop is that we con-

tinue to expect very good export demand for the s
eed.

We feel that the export demand for the oil is going to

pick up as the Third World nations increase their po-

sition in the world. One of the first things they want is

oil. And where I agree that the Chinese situation is not

necessarily going to develop next year or next month
,

I think over the long run we're going to find an exceP-

tionally good market for vegetable oils in China.

Here in America I think the biggest market is go-
ing to come when the housewife realizes that she no
longer has to relate high polyunsaturates to high

price. The average yield for sunflowers has gone fronl

about 1000 pounds to the acre up to 14-1500 pounds

to the acre just in the past few years because of 
the

hybridization. As this goes up, and there's no r
eason

why it won't, the farmers in North Dakota, northern

Minnesota, and South Dakota can produce a sun-

flower oil very competitive to soybean oil. Soon 
the

housewife is going to realize that she can have the,

benefits of a high polyunsaturated oil and she vvili

give little or no premium to the common oils. As 
ad-

vertising takes this and shows her this benefit, I thin 

we're going to see a tremendous expansion in the 
do-

mestic consumption of sunflower oil as well as a 
con-

tinued expansion in our export markets for this 
croP.
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Sugar:
Has Government
Regulation Finally
Turned It Sour?
Walter P. Cornell
Vice President
Westway Trading Corporation

The world is burdened with excessive sugar In-
ventories, and attempts to restrict exports have not
Worked, especially since the U.S. has not ratified the
international Sugar Agreement.

The U.S. has no sugar policy; it has a sugar import
fee policy. Four presidential proclamations since
September 1976, have imposed high import fees on
imported sugar. These fees, while raising the price of
sugar to the consumer in the northeastern part of the
U.S., have not resulted in a:higher selling price of beet
sugar grown in the Midwest. So the fees have no
protected the American beet sugar farmer.

The new proclamation — of December 1978 --
establishes a 15-cent-a-pound target price for im-
Ported raw sugar. The import fee is determined and
adjusted quarterly according to the International
Sugar Organization spot price. The fee can be ad-
justed Within the quarter if the average world raw
sugar price adjusted to a U.S. delivered basis, goes
above 160 or below 140.

There are many pitfalls in this plan. It makes the
u.S. sugar industry dependent upon prices set in Lon-
don and influenced by the relationship of the dollar to
terling. Each calendar quarter will undoubtedly

'ring a change in import fees, and this will affect the
stability of the market. Shippers may wait for a new
quarter to unload vessels; buyers may bid the price up
°Ile quarter to insure a lower fee the next. The ems-

.

tence of a 14-16 cent corridor makes it likely that
sugar will sell for closer to 14 than to 15 cents a
Pound.

I believe that government should stay out of the
Marketplace and stop trying to regulate things that
'nay be incapable of being regulated. If the govern-
Inent wants to protect sugar growers, it can do so by
8iving subsidies. And perhaps it is time for beet
growers to contract with beet processors at fixed
12,rices. I believe there is a profitable future for the
i\r(linestic sugar industry, but perhaps not in the form
0 have now.

For sugar, the year 1978 could easily be calledQuil and unexciting.
sk On the few occasions the world sugar market
suowed signs of coming to life, it found it could not
ustain momentum and promptly retreated.
v Simply, the world is burdened with excessive in-
t."
1

tories, and despite attempts by many Interna-
°1141 Sugar Organization member countries to re-
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strict exports, the lack of United States participation
and the continued European Community exports
kept the market depressed.

I believe the lack of ratification by the United
States was a most depressing factor in the market.
Throughout the world, it was well known that the
European Community was not a member and would
continue to export its surplus sugar. Thus, there were
no surprises there. But the United States presented a
different story. We were prime movers in the agree-
ment that was reached late in 1977. Our lack of ratifi-
cation was, therefore, a surprise --a very disappoint-
ing one.

Further, our policy of increasing -- and threaten-
ing to increase — import fees and duties at various
times throughout the year added greatly to what
would already have been a lackluster year.

On December 28, 1978, President Carter signed a
proclamation modifying the sugar import fee policy
of the United States government. This was the third
round of presidential proclamations since September
1976.

Before commenting on the latest action, I would
like to briefly review the prior Presidential actions:

1. September 21, 1976 —
President Ford tripled the duty on imported
raw sugar, increasing the duty from 62-1/2
cents per 100 pounds to $1.875.

2. October 5, 1976 —
The proclamation was amended to exempt
sugar exported prior to September 21 from this
increase.

3. November 11, 1977 —
President Carter increased the duty on raw
sugar by 50 percent, the maximum allowable
under law, to $2.8125 per 100 pounds. At the
same time, he imposed a complex import fee
of 50 percent ad valorem for sugar valued at or
below $6.67 per 100 pounds and an import fee
of $3.32 per 100 pounds for sugar valued at
above $6.67 per 100 pounds, up to $10.00
value. This proclamation provided for exemp-
tion of sugar arriving in the United States prior
to January 1, 1978.

4. January 20, 1978 —
President Carter amended the November 11
proclamation to establish an import fee of
$2.70 per 100 pounds of raw sugar and $3.22
per 100 pounds of refined sugar.

The cumulative effect of these presidential ac-
tions added almost $5.54 per 100 pounds to the fed-
eral treasury — and, presumably, a like amount to our
national inflation.

It hasn't worked out exactly that way!
On the approximately 5 million short tons im-

ported annually, the treasury certainly stands to gain
$554 million.

If — and I repeat — if the price of sugar to the
consumer reflected that increase, the cost to the
American people would be $1.2 billion.

To date that has not happened, at least not on a

national basis.
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Reviewing refined sugar list prices of September
20, 1976, I found prices in the Northeast, where im-

, ported raw cane sugar competes only with imported
raw cane sugar, quoted at $14.10 per 100 pounds in

bulk granulated form. Listed prices in Chicago ranged

from $13.15 to $13.55. Using the midpoint of the Chi-

cago quotation ($13.35), sugar in Chicago was quoted

750 below the Northeast. Going through the same

exercise on January 3, 1979, I found quoted prices in

the Northeast were now $4.00 per 100 pounds above

Chicago.
Whether you wish to categorize this turn of

events as fortunate or unfortunate depends on

whether you are a consumer or a producer of sugar. As
a businessman, I merely reiterate what I have said
many times before: increasing duties and/or import
fees on raw sugar (which is primarily consumed in
the heavily populated cane-refining area of the North-

eastern United States) does not guarantee higher sell-
ing prices, or higher grower return, to the beet-sugar-

producing areas of the midwestern and western

United States.
In fact, since a duty or import fee increases the

landed cost rather than the value of the commodity,

when such commodity is in oversupply, as is sugar,

the duty or fee tends to reduce the value of the com-

modity — or at least to add downward pressure on the

market, thus preventing the commodity from rising in

value.
Regardless, as I stated at the outset, we are now

functioning under the third round of government im-

port fee policies. You may have noted my repeated

use of the term "import fee policy." This is not acci-

dental. The United States does not have a sugar policy

or sugar program; it has an import fee policy.

In my opinion, a sugar program should be de-

signed to protect the American farmer. To me, this

means increasing his income. This can be achieved by

increasing the selling price of his product or by gov-

ernment subsidy.
I have just shown that not only has the selling

price of domestic sugar not increased in relationship

to foreign sugar, but it has not done so even after three

fee increases in two years. If increasing fees and du-

ties could do it, they would have done it the first time.

Remember, they have been increased $5.54 per 100

pounds. That's a lot of taxation! I should think when a

governmental action didn't work the first time, or

even the second time, someone would have found a

better way.
Apparently, Washington still hasn't gotten the

message. Under existing law (Section 22 of the Agri-

cultural Adjustment Act of 1933), the President can-

not impose import fees in excess of 50 per centurn ad

valorem. With the import fee set at $3.35, and the

International Sugar Organization (ISO) spot price

(January 5) at $7.79, a market decline of slightly over 1

dollar per 100 pounds would cause a forced reduction

in the fee, thus making the objectives impossible to

achieve. Some people in the sugar industry, and ap-

parently in government, think the solution lies in

changing the law by removing the 50 percent limita-
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tion, presumably so they could further increase im-

port fees.
If this doesn't reflect an import fee policy, I don't

know what does.
Let's try to analyze what this new proclamation

says and how people may cope with it.
The facts are:
1. A target price has been established for im-

ported raw sugar at 15 cents per pound.

2. Adjustment is made for attributed cost of 9/10

of a cent for freight, insurance, financing, and

weighing and sampling, plus existing duties.

3. The import fee is determined, and adjusted

quarterly, based on the ISO average spot price

for the 20 market days immediately preceding

the 20th day of the month preceding the calen-

dar quarter.
4. The fees on imported sugars are subject to fur-

ther adjustment within the quarter. If the aver-

age world raw sugar price, adjusted to a U.S.

delivered basis plus the existing fee, exceeds

16 cents or falls below 14 cents for 10 consecu-

tive days, the fee will be adjusted by 1 cent per

pound.
At this point, I would like to comment on the 

ISO

spot price being used by our government to establish

protection for our domestic industry. The ISO sPot

price is a contrived price. It is arrived at by adjust
ing

the London Daily Price (LDP) by an arbitrary freight

cost (to bring the London price back to an imaginarY

F.O.B. Caribbean price), converting the result 
fronl

sterling to dollars, and then converting from m
etric

tons to pounds.
Obviously, utilization of this formula dictates 3

potential price fluctuation caused by strength 
or

weakness of the dollar vis-a-vis sterling. T
heoreti-

cians may say that commodities will fluctuate in aP"

propriate relationship to currencies. That may be

true, and over a period of time they will most likel
y be

self-adjusting. However, it may not necessarily aPPlY

immediately, and I question the possible 
distortion

when we are geared to adjust our import fee by alrno
st

30 percent (up or down) on the basis of a 10-day 
aver"

age price.
Further, the presidential proclamation m

akes ref-

erence to "consecutive market days." It does not mak
je

reference to where — New York or London. Accor'

ing to my calculations, February 19 ought to be 
the

first pricing day for the April-June quarter. It also
 haP"

pens to be a national holiday in celebration of 
George

Washington's birth. London will be open while
 Ivi,e

are closed. Will our sages in government use the 1-9tu

in their 20-day average or not? Also, will it 
affect the

10-day average and how?

I would also like to point out that the LDP is at

price determined by a few Englishmen. It is t
he sP°11

value of sugar in London at a given time on 
a give„

day. In 1977, the U.S. Justice Department e
ffectiveue

stopped the New York Coffee and Sugar 
Exclialliga,

from issuing spot prices because of fear of 
manilV'ow

tion between buyers and sellers in this countrY• dent

the whole U.S. sugar import fee policy is 
depen
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Upon a few sugar merchants in London.
But, that's the way it is, so let's look at it for what it

is and try to imagine what may result.
I can foresee disruption in the flow of sugar to the

United States.
We can fairly capably predict that each calendar

quarter will bring about a change in import fees.
Sometimes up, sometimes down, sometimes large,
sometimes small — but certainly a change. The direc-
tion and the amount of change will be officially
announced by the 25th of the month preceding the
quarter. It would be known around the 20th and an-
ticipated with a fair degree of certainty before the 10th
of that month.

Depending on the direction and severity of the
Change, I can envision vessels either rushing to the
United States at the end of a quarter to avoid a coming
increase or sitting outside our ports to benefit from a
coming decrease at the beginning of the next quarter.
This will occur regularly four times a year. That is not
stability.

I earlier said that import fees will be adjusted on
20-consecutive-day averages. Let's analyze this. It
seems to me that buyers would find it to their advan-
tage to bid the market up during that period, buying as
little sugar as necessary, and thus assure a lower im-
Port fee for the next quarter. Now I don't believe the
,stigar futures market can be manipulated. I never have
1°elieved it. The natural interests of buyers and sellers,
the worldwide scope of both the London Sugar Ter-
Ininal and the New York Coffee and Sugar Exchange,
the large daily volumes, and the vast number of open
contracts have prevented manipulation. However,
1,Then the balance of interest between buyer and seller
'isaPpears and both have similar determinations, the
Inarket can be expected to react. Thus, by spending
_Inore for sugar and less for import fees, the buyer
rretains his net position and the U.S. treasury loses thetee.

I mentioned that fees may also be adjusted by 1
Cent within the quarter, based on a 10-day average and
a 14 to 16 cent corridor. Let's look at this a moment.
, Let's assume that, during the quarter, buyers were
ariple to raise the world price to a level that would
4ecrease the import fee 65 cents, the amount of the
recent increase. That would mean an average world
Price during the pricing period of $8.59. A 1-cent
Pressure move upward early in the quarter would
al.lse an immediate reduction of 1 cent in the import

r'ee, again costing the buyer absolutely nothing, as a
thesl!lt of the higher sugar price — but also permitting

ouyer.to bring in all previously purchased sugar
,eent cheaper. I don't believe that protects the domes-tic industry.

Let's take the other side of this same story. The
tcrIget price is 15 cents. But the presidential proclama-
gun guarantees no governmental action within the
is harter unless the market goes below 14 cents. There
t6Prestanably plenty of sugar in the world. Knowing
atocorridor protects him from further immediate tax-

he buys sugar at 14.01 cents, how can a raw
r otlYer justify to his management paying any-
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thing over 14.01 cents? The corridor concept destroys
the target.
• This is not unimaginable. A year or so ago, a for-
eign seller announced they would not be selling
under "x" price. This was their absolute floor. By
making this announcement to the trade, they ac-
knowledged it would be a price they would sell at,
hence it became their ceiling as well as their floor.

I have discussed a couple of potential pitfalls I see
in the presidential proclamation. I'm quite certain
other people will see more. The whole point of this
elaboration is not to criticize our government or our
government employees. During the past 2 years, I
have discussed sugar with a number of government
employees. For the most part, I found them to be dedi-
cated, intelligent men and women trying to satisfy too
many people. The political pressures on them have
been intense and I believe, very unfair. They have
been forced to attempt to regulate that which they do
not know how to regulate or which may even be inca-
pable of being regulated.

Consequently, if this proclamation does not meet
its intended objectives, I believe those people who
pressured Washington into this action ought to be
prepared to share the blame and to reevaluate the
problem.

As a believer in free enterprise and minimum
government regulation, I would like to see the govern-
ment remove its hand from the marketplace. I can give
you no assurances that the International Sugar Agree-
ment, signed in December 1977, will raise the price of
sugar to a level satisfactory to the domestic sugar in-
dustry. But with full U.S. participation, it stands a
chance, and — let's be realistic — it's the only real
game in town.

I also suggest that growers, particularly those
with small, individual, or family-owned farms, can be
protected by government subsidies. I realize there are
and always have been strong grower resentments to
what one grower called "government handouts," but
it could achieve the needed objective and achieve it at
a lower cost to the American people. Further, it offers
a degree of protection to the sugar industry in that it
reduces the umbrella protection accorded the corn
sweetener industry.

Perhaps it is time for the sugar beet grower to take
a fresh look at his relationship with the beet proces-
sor. Perhaps it is time to move away from the existing

beet contract which shares the net returns long after

the crop has been harvested and processed. Perhaps it

is time to contract at fixed prices which are known at

the time the contract is signed, not a year and a half

later. Sugar refiners, and virtually all food manufac-

turers;price their raw materials in advance. Many of

them then hedge their purchases on a futures market.

In closing, let me say I believe there is a profitable

future for the domestic sugar industry.
Perhaps it is not one that includes growth for 

all

participants.
Perhaps some may find alternate crops 

more

satisfactory.
Perhaps the corn sweetener industry 

will take a

a.]



bigger share of the market.
Perhaps the cane refiners will produce at a higher
level of their capacity.
But certainly, the bulk of the 6 million ton domes-
tic industry will not be replaced.
I also believe that a profitable future can be better

achieved through diligent work, consideration of new

ideas, and free enterprise than through continuous
rounds of governmental regulation.

Discussion
Joseph Halow, Ralph Hayenga,

Walter Cornell, James Houck
Q: Did our last speaker on sugar say that the govern-

ment is supposed to keep its hands off exports but

subsidize the growers directly to protect the domestic

industry? Is that a basic point you're making?

Cornell: Not exactly; you're close. What I'm suggest-

ing is that the government not interfere in this free

marketplace. The free marketplace, I believe, would

rise of its own. Every time the government increases

the fee, it adds more pressure. It's destroying what the

government wants to achieve because it is weighting

down the marketplace. I further suggest that during

the time period that it takes for the supply-demand

imbalance to disappear and for the price to rise on its

own, the U.S. government could give direct payments

and subsidies to farmers to they could continue pro-

ducing the crops.

Q: You still want the government to ratify the sugar

agreement?
Cornell: Definitely. The greatest chance that the

International Sugar Agreement has is with U.S.

participation.

Q: You made a statement that the American producer

of grain would be able to produce and handle the

volume necessary to meet the expected growth in de-

mand. From your point of view do you feel that you

will be allowed to meet the expected demand?

Halow: That I think is the question. I've been very

much concerned about the third partner in this type

of relationship that concerns exports. Government

plays a very important role, and government is going

to continue to play a very important role. But govern-

ment seems to be more intent on stability than it is on

expansion, for example. They talk about expansion,

but stability is really almost counter to expansion.

Stability is an acceptance of a status quo. I think this is

really the question we have to face. The government

would like not to have to meet expansion head on. It

wants to try to anticipate it and to meet a more gradual

expansion and growth in such a way that it does not

disrupt the markets. I think that is an impossible goal.

I've told some high officials in Washington that they

do not have an agricultural policy. They asked, "What

is it about the policy that you don't like?" I said, "I

don't think you have a policy. You have been attack-

ing certain problems as they arise, and I don't see any

particular direction." They said, "Well, whether you

agree with it or not, we do have a policy, and that is 
to

take out the fluctuations, the extremes, in the m
ar-

ket." I said, "For God's sake, that isn't even a policy
. If

you are trying to get somewhere on a train, you 
want

to know which direction the train is taking you, not

whether the cars rattle to one side or another."

Q: On the ten o'clock news there was mention of a

sunflower seed processing plant to be built in 
the

area. Could we elaborate on that a little more?

Hayenga: Last July Cargill announced they were 
go-

ing to build a plant in the Red River Valley. Now I

understand through the grapevine that on January 23

when they have the Sunflower Forum, they are going

to announce where it's going to be, and maybe at some

future date they will announce when it is going t
o be.

But, yes, there is an announcement that there will b
e a

plant built by Cargill somewhere in the Red River

Valley.
Q: What's going to happen to the processing?

Hayenga: I can also tell you that our company, HoneY

Maid Products Company, is expanding our capacitY

in the Twin Cities. We now have a 1,000-ton-a-daY

plant in which we process both flax and su
nflowers in

about equal amounts. We are going to increase 
that;

we've already let the contract, and they will be s
tart-

ing as soon as the weather clears for digging. It will

increase to 1500 tons per day, which will be 1000 
tons

of sunflowers a day because we don't anticipate 
anY

expansion in the flax seed processing. I don't know

what size plant Cargill is going to build but in todaY's

economy a plant of much less than 1000 tons per 
daY

is a rather inefficient plant. Archer Daniels this Past

year has got into heavy sunflower processing, s°

when these plants come on stream, we'll have 
the

capabilities in just these three plants of putting °lit

about 500 million pounds of oil a year. The 
expansion

of additional plants is going to be in relationshiP t°

the expansion in the consumption of sunflower oi
l in

the U.S. I don't expect the EEC to take down 
thei

barrier of the 10 percent import duty, which woul"

allow us to process for that market and sell oil t°

them. The United Arab Republic is a buyer of 
sun"

flower oil, but for some unknown reason, they buy

sunflower oil on a tender at a 6 percent discount

cottonseed oil. Their first preference is 
cottonseed coil

So if the price of cottonseed oil is sufficiently hie

and you can sell sunflower oil at a 6 percent disco
unt::

you have a pretty viable market there. We are 
not 1.00

percent assured that the export market for su
nflower

oil is going to expand like we hope it will. We have t°

rely upon our domestic expansion to call for more

processing in the U.S. When that is going 
to taklei

place, I can't tell you. But two years from now we wl

be able to produce an excess of our present deman
d

for domestic oil.

Q: What is the outlook for flax seed?
Hayenga: Linseed oil was at one time a very Prizecd

oil. We sold about 600 million pounds in the
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That has dropped to about 150 million pounds. In the
last couple of years it has held around 160 to 170
Million pounds. It requires about 9 to 10 million
bushels of flax to satisfy that internal demand. Our
friends up in Canada are going to carryover over 20
million bushels of flax this next July 1, so there is
Plenty of flax in the world. I frankly do not expect any
great increase in linseed oil consumption, either do-
mestically or internationally. I don't have the same
outlook for the bright future of flax that I do for sun-
flowers. However, we will continue to need that 8 to
10 million bushels.
Q: What progress is sunflower meal as a feed making
in competition with soybeans and other proteins?
Hayenga: This is an interesting story. At the present
lime, all of our processing is done on a whole seed
Dasis. We process it exactly as you combine it. This
Produces a meal in which we can guarantee a mini-
Ilium of 28 percent protein and a maximum of 23
Percent fiber. This year our meal is running about 30
Percent protein and about 22 percent fiber. Those of
3;°u who are in the feed game know that you can't use
tnis for any other purpose than for cattle feed. It's an
extremely palatable meal and as such it sells rela-
tively cheap. Sunflower meal right now is selling at
about half the price of soybean meal, both here and in
Western Europe. Now we do have considerable con-
cern about future expansion of sunflower processing
in the U.S. on a whole seed basis, because we will
conceivably outstrip the demand for this high fibered
Meal. And yet decortication — dehulling — is a sci-
ce that has alluded us to date. We have tried 12

ifferent pieces of equipment in our plant and found
that none of them would do a good job of dehulling. If
Y°1.1 could completely dehull sunflowers economi-
,a,c P.Y, You'd have a protein of around 48 percent.
tqk nen you take the hull off the soybeans and get just
'T soybean meat, you have a 48 percent protein,
w,inich is known as a high energy protein. This would
'so be true of sunflowers. And, as I say, it is a very

latable meal. It is easy to sell 5,000 tons of sun-
ower meal; it is almost impossible to sell a carload,

Luecause it is such a unique protein. It is dark in color
aue,cause of the hull left in it, and it just doesn't fit into
t Ieed formula unless the compounder has planned it
ci° go in there. Three years ago, we had a very strong
11einand for sunflower, oil in the United Arab Repub-
;'c• We crushed about 75,000 tons of sunflower seed

our plant, and we found a ready domestic marketv{cir the meal, primarily in the dairy industry. We de-
] eloPed a good start. The next year cottonseed oil was
40°w and we couldn't sell sunflower oil. We crushed
aillY 25,000 tons of it in our plant and had to discour-
bg,e,People from using it again. Now this year we aresegelc to crushing about 100,000 tons of sunflower
floeds, and again we are trying to develop the sun-
Wr,wer meal markets. However, this time we feel that

9an convince them that this product is going to be
Callable to them on a monthly basis from here on outbee'

of our domestic demand increases.
I would like Joe to comment on why he thinks
caroni is such a fantastic food.
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Halow: I hadn't already stated that, but I agree. It is
a very good food, and it has various characteristics
which make it attractive. I think macaroni or pasta
products have a remarkably good future for various
reasons. First of all, pasta is a very tasty product. I
don't know of anybody who doesn't like macaroni or
spaghetti. It's a very popular food. There was some
talk about introducing it into fast food markets. If that
is done, it's going to greatly enhance the need for
durum. Then, it packages easily and keeps a very long
time. In addition, if we have the increase in the price
of meat that is being forecast, I can see a big increase in
consumption of pasta because it is an extender.
Q: Joe, last week a USDA official, in response to a
question, confessed that they really hadn't done
much thinking on what will happen to the grain that
is under the three-year reserve program when it is
time for it to come out.
Halow: I would say that is probably true. I don't
think they have discussed very much what will hap-
pen at the end of the 3 years. It is a source of growing
concern to some people. I think they are hoping there
will be adjustments that will take care of it by the time
the grain comes out. I think it will possibly be a seri-
ous problem.
Q: Would part of the reason why the Agricultural
Department doesn't want the export market to break
open at once be because of trying to maintain a cheap
food policy in this country?
Halow: Obviously, that is part of it. The government
seems very much concerned about the increase in
commodity prices, and they express a concern about
inadequate supplies or the possibility of a real rush on
the market. I think that the fears are ungrounded. The
public is finding out, I think, that raw commodity
prices don't have a direct relationship to food cost
increases. Otherwise, why would bread prices have
continued to rise even when wheat prices dropped by
about one-half? But that is just part of it. I don't think
they really know how to attack the problem of infla-
tion, and as a result, they pick on the one area where
they feel they can exert some control. I tend to dis-
agree with my colleague over here on the need for
subsidies in production. Maybe it works differently
in sugar, but I find that whenever the government
subsidizes the production of any product, it immedi-
ately assumes greater controls over the distribution,
the production, and everything else about that partic-
ular product. You don't get money from the govern-
ment without strings attached. And I find that what
the government giveth, on many occasions the gov-
ernment also taketh away. I don't think I would
want to depend on government programs, even
temporarily.

Q: I'm wondering about the political climate in Tai-
wan and the possibility of declining sales to Taiwan
due to the recognition of the PRC.
Halow: I don't think that will happen. I don't think
that is a factor at all. I repeat again that there is no
country with a large ongoing import requirement for
grains which can avoid access to the U.S. market. If
anything, the Taiwanese need the relationship with
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the U.S. more than ever before. I don't think 

they are

going to act. If the Taiwanese acted in a fit of 
pique, it

would almost be their end. I don't think that 
would

even be tolerated.
Cornell: Joe, I agree with you, in principle, 

about

government controls and subsidies and direct
 pay-

ments. I think sugar is a little different than
 other

agricultural commodities in the U.S., primarily be-

cause of the fact that we can only produce between 55

and 60 percent of our own consumption and there-

fore, we have to import. At times the world prices are

lower than what the domestic industry needs to main-

tain itself. If we permitted the free import of sugar at

the current world market price, for instance, of 8

cents, as compared to a grower cost here in the Valley

of perhaps 15 or 16 cents, there could potentially be

such a flow of imports that it would be disastrous to

the industry. So to keep the domestic industry alive

during this time, I recommend payments from the

government.

Q: Since Walter Cornell has told us a great deal of his

views of some of the problems that we face in the

sugar industry, I wonder if it would be proper to hear

what Bud Sinner's comments would be because he

has been directly involved with these problems in our

behalf.

Comment: My name is George Sinner, and I'm presi-

dent of the Red River Valley Sugar Beet Growers. I'm a

farmer from west of here about 20 miles into North

Dakota. I should point out in the beginning that Walt

and I are very good friends, and as a matter of fact, it

was at my suggestion that Walt was invited. As you

can tell, he knows a great deal about sugar, and he

states the sugar trader's view of the sugar issues very

well. As a matter of fact, I agree with him on most

points. There are some significant points on which I

disagree. Obviously, we all agree that there are serious

problems in the domestic industry. The Utah-Idaho

Company, which is one of the oldest ones, announced

about a month ago that they are closing their four

mills, one of which is the largest mill by far in the U.S.

The Utah-Idaho Company is owned essentially by the

Mormon Church, and it's practically a tenet of the
Mormon faith that they will process sugar. Yet they

have announced that they are either selling or closing

their mills. The American Crystal Sugar Company,

which is centered here and owned by the growers,
announced last week that it is closing its Rocky Ford

Mill. So everybody agrees that there are some serious
problems. I also agree with Walt that the administra-

tion of the amendment to the farm bill in 1977 dealing

with sugar, the DeLagarza amendment, has been abso-

lutely and totally chaotic. I agree that most profes-

sionals in government know it has been chaotic, but

the White House, for its own reasons, has been dictat-

ing the policies almost in contradiction to what some

of their own people have been telling us. I agree with

Walt that the tariff and fee approach in support of the

domestic price is not the most desirable. I would

point out, however, that the EEC has been using a

variable tariff approach for some time and rather likes

it. Most countries in the world do use a rather rigid

import quota procedure. That is, in fact, what the do-

mestic industry has supported all through this con-

troversy over legislation the last two years. The White

House, however, is very adamant in its opposition to

import quotas, and the industry has said, well, let's at

least put them in the legislation as backup.
We do disagree on the direct payment approach.

As I mentioned the other day in the House agricul-

tural hearing in response to a question from Congress-

man Foley, this part of the industry here in the Red

River Valley would not object to direct payments. We

could live with them, but I pointed out what I know

he already knew, and better than I, that as a practical

political matter, it simply will not work. Congress has

consistently put limitations on direct payments in

farm programs, and they will do it on sugar payments.

If you do that, you kill any substantial effect for the

Hawaiian industry, the California industry, and Flor-

ida industry. You end up with a non-program. In addi-

tion to that, the corn sugar suppliers, the people that

make the fructose sugar plain old no. 2 yellow corn,

have no way of benefiting from such a payment pro-

gram. It becomes non-operative for them, so you end

up with a non-program. I think it is appealing because

it lets the market move. But from a practical point o
f

view, it simply won't work.
Finally, I think I disagree to some extent with

Walt's comments about a hands-off government pol-

icy. I agree that it would be very nice, but I think it vvas

said best by Dr. Ray Goldberg, the noted eco
nomist, a

couple of years ago when he was talking about sugar;

He said whether or not the U.S. has a sugar policY

its own, U.S. sugar producers will be controlled hY

government policies. If we don't have one, it will be

somebody else's government policy that controls 
the

domestic sugar industry. We think that is true because

the vast majority of the world's sugar is raised uncle!

contract. A buying country has a contract with a 
sell-

ing country, with a floor and a ceiling. The only thi
ng

that really goes on the so-called world market i
s the

leftover sugar. So most of the world sugar producers

are getting a blend price of their contracted price fOr

probably three-fourths of their production and the s°-

called world price for the other fourth. For examPlei

about three months ago there was a large shipment °.

Cuban sugar that went to Russia for 20 cents. We 
es

mate, and it's strictly an estimate because no one .111

God's world can really statistically demonstrate tills'

that most of the world's sugar producers are g
ettiy

somewhere between 15 and 20 cents blend 
price. b°

the so-called world price becomes strictly a dumPin..g,

price. We contend that any concept of a free m
arket 1,1'

sugar is a fiction. We further contend that it is 
the ro. le

of the U.S. government to see that the free enter
prls

el
e,

fe 
system survives. Precisely because of that, we

strongly that the U.S. government must do 
those_

things to let us survive in the kind of m
achinatio.n5,

that are going on in the world sugar market. Aga
.lny,

Walt is absolutely right that the thing has been a 
booza

doggie from beginning to end since the DeLagar.,-

Amendment was passed on the part of the Admir
!'„

tration. I thank him for coming here because 
he adds

great deal of insight into this whole issue.
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Q: You mentioned that the price differential between
Chicago and the Northeast was 75 cents, and now it is
$4. Is that much a freight differential?
Cornell: Quite honestly, I don't know what the
freight differential is from Chicago to New York. I do
know from my own experiences when I was in the
sugar refining business that the freight structure in
the U.S., for sugar at least, is based on what they call a
basing point system. The shortest distance between
the nearest cane refinery and the destination es-
tablishes cost of freight, and that has been the so-
called "prepay" that the seller adds to his selling
Price of the sugar to get it from the factory to the
destination. Chicago is a very large sugar market in
the U.S. and is totally dominated by the beet sugar
industry now. The freight cost to Chicago is es-
tablished from New Orleans, and that creates a prepay
of about $1.63. Suppose a refiner on the East Cost
wants to deliver to Chicago and has a cost in excess of
that freight cost. Since he has to be competitive in the
Chicago market, he can only bill the freight prepay,
which is in the vicinity of some 30-odd cents less. He
has to absorb the 30-cent difference in his own profit
and loss statement. I don't know what the actual cost
is from this area to Chicago, but I would guess it is
something under the cost of either the Gulf refiner or
the East Coast refiner. The point is, as you move the,c1.estination further east, the cost to the East Coast re-
uner becomes less. In cities like Pittsburgh, the pre-
Pay is established based on the cost out of a sugar
,refinery in Baltimore. But the further the Midwestern
,o?et processor goes eastward with his sugar, the
nIgher his cost of getting it there becomes, and at the
same time the lower the prepay. So his ability to in 

the customer goes against him twice. The pre-
is lower because it is established by an eastern

ttefin
b

ery, and the cost is higher because it is es-
„a lished by an eastern refiner. It is entirely possibleetnat that $4 spread or a good portion of it could be

h
a t

up. It does have a compounding effect of work-
against the Midwestern producer.

?: With Utah-Idaho going out of business in the U.S.
,ext Year, is there enough refining capacity to meettornestic demand?
weZrnell: The answer to that lies in the question of

II° in the sugar industry will do what. First, the441gar that will not be produced in the northwest can-
be replaced by foreign sugar. Also, there are no

d lineries in the west that are capable of doing it, and I
h°n't Picture anybody spending $80 or a $100 million
raer Year or whatever it takes to build a refinery. The
for of sugar will most likely be supplied by the Cali-
1,_rnia and Hawaiian Sugar Company, which has the
:gest U.S. refinery located in San Francisco. That
tilciuld be Hawaiian cane sugar, so if C and H becomes
bee2lain market replacer, you would have a shift from
fr, sugar to cane sugar, but it is also domestic not
' reign sugar. I would expect that some of the other 
bee

e 

Let,sugar companies, including American Crystal at
'sburg and Holly and Spreckles and Union mightilc,a,,ble to increase their capacity and move sugar
'Inward. By the same token, I am not familiar with
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the freight rates from this part of the country going
west. Maybe the American Crystal plant here in the
Valley might find it opportune for them to move their
sugar in a westward fashion instead of an eastward
fashion.
Q: In moving sugar out of Moorhead, you say that
price would be Moorhead plus the transportation to
Chicago, even if that sugar were purchased by a buyer
in Fargo across the river?
Cornell: I think I understand the question. The price
of sugar in Chicago is dictated by the quantity of sugar
being offered in Chicago at a given time and by the
amount of buyers in Chicago. I am not familiar with
the exact price of sugar in Moorhead or Fargo today. In
Chicago they are fairly low because of intense com-
petition between the various beet processors who are
all trying to sell in that market. The quoted price, I
believe, is around $19.15 in Chicago. When a beet
processor, or a Gulf refiner, or an East Coast refiner
sells in Chicago, they add a freight charge on the in-
voice. It's called a prepay, and in the case of the Gulf
refiners, it is the cost of getting the freight to Chicago.
There is a similar prepay in Fargo-Moorhead. I don't
know what it is. It is probably established by the bas-
ing point system coming from San Francisco. I would
expect that if someone were selling sugar in this mar-
ket, they would sell it under the same basing point
prepay system — for the price they are quoting sugar,
plus that prepay. In other markets that is what I've
seen done, and I would anticipate that that is what is
being done here.
Q: Who set up this transportation pricing system?
Cornell: The transportation pricing system goes back
to the early 1900's. It was set up between the railroads
and the refiners. I don't mean to defend it; it's there.
The cheapest cost of transportation to Chicago from a
cane refiner is from the Gulf of Mexico. If I were a
refiner in the Gulf of Mexico and it costs me $1.60 to
send sugar to Chicago, I would tell my customer in
Chicago, "I will sell you sugar at X plus $1.60." That
would be my way of doing business. If another buy
from New York or Boston wanted to sell sugar in that
market and he went to the same customer and said,
"Well I'll meet the price, but I have to charge you
$1.90 for freight," then he's not meeting the total
price. So he in turn says, "I will charge you the same
freight that the man from the Gulf of Mexico will

charge you, $1.60 freight." In order for him to go into

that market, he has to be prepared to absorb the addi-

tional cost to take the,sugar from the East Coast to that

market. I think that anybody else who wants to com-

pete in that market probably would do the same thing.

This is the established prepay; this is what I will

charge: If somebody can find a way of getting it there

che-aper, then they have a profit on it.

Houck: I'd like to exercise a prerogative of the chair

and ask Joe Halow a question that occured to me as he

was speaking. You said that the Soviet grain buyers

were intimidated recently in purchasing grain in the

U.S., and I thought that was an interesting comment.

I'd like to ask you to explain why that is true and

under what conditions it occurs. Does it have any-



thing to do with the U.S.-Soviet Bilateral Grains
Agreement? Are the grain exporters basically happy
or unhappy with that?
Halow: I think this also refers to the first question I
was asked a while ago as to whether or not the govern-
ment was interested in trying to meet the demand.

Unfortunately, a lot of what are considered market

disruptions, or even fluctuations in prices, have been

attributed to Soviet buying and to Soviet buying poli-

cies. I have to confess that that is undoubtedly correct

because the Soviets need large quantities and they

like to buy large quantities at a specific time. Yes, it is

related to the U.S.-Soviet grain accord, which was

negotiated in 1975 at a period when there was still

some attempt to create a feeling of shortage of grain in

the U.S. The feeling of shortage was certainly ill

founded. I'd like to point out that the individual who

took credit for the agreement was the man who was

then Secretary of Labor; he wasn't even Secretary of

Agriculture. It was in response to some labor prob-

lems in ports of loading. The Soviet grain agreement

specifies that they have to buy 6 million tons of grain

every year, and they can buy an additional 2 million

tons of grain without prior approval. Before they can

buy more than 8 million tons of U.S. grain in any

given year, they have to come to the U.S. and ask for it.

The Soviets are rather proud, and they don't say so,

but I'm sure they feel they have made a great many

concessions and accommodations to apparent Ameri-

can objections to Soviet buying. I know the Soviets

are very much conerned about their ability to buy, not

only excess quantities, but even the quantities cov-

ered by the agreement. Every time there is a little bit of

political rumbling the Soviets express concern over

whether or not they are going to get even the grain

covered by the agreement. I think the agreement itself

is a bad one. This is my own personal opinion; I can't

really give the Opinion for the industry. I know that

many in the industry feel that it was negotiated under

different conditions than those which exist at the
present time. My own personal feeling is that an

agreement, if they feel they have to have one, should

be renegotiated in the light of current realities with

regard to production and trade. We could handle a

greater volume of sales to the Soviets, and we have the

past couple of years. I'm convinced that unless the

Soviets change their attitudes, they will not come in

and ask to buy larger quantities. They will wait for the

USDA to offer it to them. Fortunately for all of us, the

last two years the USDA volunteered this approval for

an increased volume, and of course they bought it. I
don't know, however, how the Soviets could with

confidence plan an expanded livestock production

program which would have to depend on grain from a

supplier which they, with some reason, must con-

sider undependable and capricious. The Soviets are

doing their buying in a different way now. They are

doing it in much smaller quantities in one given time,

and they are spreading their purchases around among

a much larger number of suppliers. That's for a couple

of different reasons. I think part of it is an effort by the

Soviets to create goodwill. Another reason is that the

larger exporting firms are afraid to take larger orders
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from the Soviets because of continued government

efforts to regulate or control that trade. The effort, for

example, to tighten or close up what they say are

"loopholes" in the export sales reporting system is

directly related to that. If you are going to tie the grain

exporters in negotiations with the Soviets or any

other buyer to such an extent that they really can't

successfully conclude that business, they just won't

do it. Nobody can take that risk. These other restric-

tions become, in effect, an added liability and an

added feature which tends to make U.S. grains non-

competitive. As to whether or not any of the Soviet

fears are grounded about their ability to come to 
this

market, we only have to look back at the history of our

particular trade. The only year that I recall in which

the Soviets were able to buy in the U.S. market with-

out any restrictions and without any interruptions

was 1973. The following year the Soviets made some

purchases, and the government forced cancellations

of some of those contracts and cut off any 
further

Soviet sales. In 1975 we had a similar situation when

the Soviets were restricted to certain small 
quantities

of grain which they were able to buy in the U.S. Then

after the U.S. decided that we really had more than

enough grain, the Soviets were told they could come

back and buy. By then, however, the Soviets had al-

ready made adjustments in their own c
onsumption

requirements, which involved a long-term 
reduction

in their own purchases from the U.S. So the Soviets

really have quite a great deal of reason to feel uncer-

tain about the U.S. as a supplier. Furthermore, 
every

time there is some kind of a political rumbling, some-

body says maybe we shouldn't let them buy here'

They point out that the Soviets have to buy our graln,,

and I agree that they do. If they didn't, they wouldn
 t

take all the abuse they have taken from the United

States. You don't treat a customer like that if Y°L1

want him to continue. The Soviets must, 
however,.ob-

viously and very logically be making every 
possible

effort to become self-sufficient in grain. If I 
were a_

Soviet, I would look to every source of supply 
before I

would come to the U.S., which I think is what they d. °.

I am not, however, thinking only of the 
quantitiest

which the Soviets must buy under their 
agreenie.

with the U.S. but of the additional quantities w11161;

they could buy and which we very much need to 
sell

to them.

Q: I'm a farmer, and I grow a good variety of wheat',

Would you care to comment on the 
qualities 0:

wheat? How is our grain inspection system 
working.

Halow: I think it is a rather difficult question. 1111.e

grain inspection system is there. I'm not really 
sureill

is functioning particularly well or any differentlYt

from what it was before. The quality complaints abcT,

shipments from the United States were, first of all"

very grossly exaggerated. There were some 
problen1.5

with shipments from a certain part of the U.S., bu
t t.hist

was not indicative of the entire system. It was Just

political to attack the grain companies, the 
quality.°

the grain they were shipping, and, in fact, our entlrie,

system. I've never been able to understand the Arne!

can penchant for running down our quality, our sill!)



ments rate and our service. If you are really promoting
sales, you try to make your product sound as attrac-
tive as possible: I was in Great Plains Wheat for ten
and a half years and I know, because I've talked to
many buyers, that the U.S. grain exports had an excel
lent reputation. Once in a while we would have com-
Plaints, frequently related to price movements in the
market. I still think U.S. grain shipments have an ex-
cellent quality reputation, despite what politicians
May say. The new federal grains inspection system
has actually tended to slow down the rate of exports
from the U.S. and has very greatly increased the cost
of shipping and handling grain. I don't know that I
would be able to say that the federal grains inspectors
are really any better than the people who were doing
it before. In fact, in many instances, they certainly
have less background, and I don't know that they are
any more honest, either.
Q: -How readily can the Australian grain economy
respond to increased demands and move the grain
onto the market efficiently and rapidly?
Halow: I think they have proven they can't. The Aus-
tralian grain economy responds slowly, as Canada's
does. In deference to my friend here from Canada, the
Canadian farmer is not as exposed to world demand
as is the U.S. farmer and the U.S. industry. We know
the Canadian farmer is, say, a year and a half removed
Irom actual market conditions. He really is not in-
volved in the market and, contrary to what my friend
has said here, most farmers in Canada or ones I've run
into don't consider the Wheat Board really a represen-
tative of the farmers or farmers' organizations. They
c)nsider the Wheat Board a part of the government.

sorry, but you talked to a different group of
!• rn-lers. They are removed from actual market condi-
"ns. The Canadian farmer receives his final pay-
rilent about a year and a half after the close of that
market, and so as a result he gets his impression of

Z is from what has been, say, 18 months ago. The
4ustralian farmer is about as much removed from the
arket as the Canadian farmer, in addition to which,

• e Australian farmer has a special problem, as does
'Ile Argentine farmer. That is that the southern hemi-
hsPhere weather is less dependable than is northern
yelnisphere weather. You have much greater fluctua-
1°ns in production in the southern hemisphere than

do in the northern hemisphere and they come at a
e luerent time. As a result, they are picking up a tail

of the market. In 1972 and 73, when world de-
s'and was considered to have been in excess of world
totiPPlies, the only country in the world that was ablerise to that occasion was the U.S. Every other ex-
• rting country in the world practiced either total or
rective embargoes on their grain exports. If per-
thurnlance is a guide, then I would say that the U.S. is
e only one that can do it, given the current system.

11"e are blessed, of course, first with a land area that
ti  °11° of the others have and more dependable weather
s,asn they have. But I think we are also blessed with a

tem which permits us to take full advantage of it.Q: A— few weeks ago Australia said they were capable
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of staying in the world market by selling their wheat
well below the world price. Are they taking advantage
of their farmers?
Halow: The gentleman who made the statement was
the head of the Australian Wheat Board, and to stay in
office he has got to make noises to that effect. I don't
know the extent to which they can stay in it. They do
undercut U.S. prices all the time. I would say that the
Wheat Boards in every country of the world, includ-
ing Canada, to some extent, live under the umbrella of
the U.S. market. The Canadians set their price in ac-
cordance with what is set in the U.S. grain exchanges.
That Australian has told me that it is really no secret
how they set the prices. They know what happens in
the exchange, and they price their wheat a few dollars
under that.

A Look at
Some Commodities:
Soybeans *
Jeffrey Gain
American Soybean Association

I'd like to tell you about the American Soybean
Association (ASA) and how we are put together be-
cause I think it is helpful in talking about the issue of
soybeans. We have a somewhat complex structure.
I'll try to simplify it by saying it is really two parts.
One is 24 state associations that are our membership
arm. The Mid-Atlantic Association contains 4 states,
so we have 27 states. We rely on these states to de-
velop our leadership, to sign up our members, and to
get funding for programs established in states. The
other part is the check-off programs, which are in 18
states. So we have 24 membership associations and
18 check-off programs. This week Missouri members
are returning their ballots for a referendum on a
check-off grower investment program there. Early in-
dications are quite favorable, but we won't really
know until about this time next week. There are about
five other states that are in the wings.

These programs of funding for market develop-
ment and research (and in the case of Minnesota, gov-
ernment relations programs) began in 1968 at the
New Orleans convention. So really in the last ten
years we've had a tremendous growth in the associa-
tion program. And we feel it has had some significant
worldwide impact on soybeans. We look very care-
fully at issues such as federal crop insurance or cost of
production boards that are proposed by members of
Congress. We are apt to look at these from the stand-
point of how they impact soybeans because we are

l'he speaker did not review the edited speech.
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of problem areas, and quite frankly we look for the

opportunity which we feel has the greatest potential

and in which they have the greatest interest in moving

our products.
Another area of our concern, kind of a johnnY-

come-lately in our association, at least on an or-

ganized, extensive basis, is research. We are trying to

keep a balance between production research and uti-

lization research. I think many times we overempha-

size the production side of it, and we should be look-

ing more at some of the particular problems that stand

in the way of increased consumption of soybean

products. On the production side, there are problems

in the 3-5 bushels per acre that we lose in harvest, for

example. Some diseases are actually standing in the

way of improving our net income per acre. And that's

what I think we really need to be looking at. Someone

asked last night when we were going to have 100-

bushel-to-the-acre soybeans. My personal opinion is

that it is probably going to be some time. As far as

profitability, I'm not convinced that that's the total

answer. Certainly we need to work to improve our

efficiency in that regard. But we are having a lot 
of

problems with the current operations. If we can solve

those, we can do a lot to improve net income without

doubling the amount of soybeans we get off an a
cre.

So that is the kind of philosophy that we follow. We
are also looking at a whole host of nutritional prob-

lems, such as the impact of saturated vs. unsaturated

oil on cholesterol. Many things affect the dietary con-
siderations of using soy products. This program is

growing; it's funded primarily by our check-off pr

grams. We do also have some companies in agribusi-

ness that are assisting in funding these projects.
The third area is government relations, and this

gets into the issues that I want to talk about more

specifically. I think "government relations" is a ter
in

that needs to be defined because there are people 
who

misunderstand what organizations such as ours 
do.

Government relations, in our definition, is working

with all agencies of government, not just the Con,:

gress, not just the lobbying activity that you may thinic

of. It involves the legislative process, but it also in-

volves working with USDA, the State Department
, the,

Treasury, the Office of Management and Budget, a
nd

so on down the line. That is relating to government'

Soybeans come into play in a variety of ways, all tile,

way from EPA to the World Bank. A whole 
host or

regulatory activities impact the profitability of soY"

bean producers and the soybean industry. The legisia"

tive process is important. There are issues like 
the

loan level, for example, and also the soybean rese
rves.

We heard some rumblings here; a couple of month,

ago a fellow in the ASCS made a statement 
abouiL

possibly establishing a soybean reserve. We followect,

up on this, and to make a long story short, he said 
that:

he was misquoted. Another statement followed 
that

one by about three weeks, another trial balloon in Or

impression. It said that maybe we ought to allow 
SO

beans to be grown on diverted or set-aside 
acrs,

which is possible under the existing law. It 
would boet

folly, in my opinion, to take that approach, so we g

a soybean commodity organization, not a general
farm organization. Sometimes it is a fine line because

just about every issue you could name affects your

commodity in some fashion. But we certainly don't

have the grand desire to be all things to all people. We

try to identify things that say soybeans in big bold

headlines across them as issues that we should be

looking at.
With these two structures (that overlap, obvi-

ously, with leadership and programs), we have three

basic areas that we work in. I guess all of them are

designed to improve profitability. The first is market

development, probably our biggest activity and the

best known. We have 8, soon to be 9 offices around the

world. We have active programs in 76 foreign coun-

tries. These are not programs to buy billboard adver-

tising that say, "Eat soybeans, they are good for you",

and to develop commercials for television with little

dancing soybeans that say how great soybeans are.

That's appropriate for some commodities; obviously

it works quite well. But market development is a

highly technical sort of thing. It's an informational,

educational process. We will talk to the people in the

PRC, for example, and show them how to improve the

rations that they feed their swine or how to upgrade

their poultry industry, or how to do a better job of

refining soybean oil. In the case of Taiwan, about ten

years ago when that country was just emerging as a

real power to be, we couldn't believe that they were

not aware of the benefits of nitrogen capping on edi-

ble cooking oils to preserve shelf life and aware of

some other things in the packaging of commodities.

We take for granted a lot of technology that we have,

whether in the processing, distributing, or marketing

system, and many people can utilize more of our
products and expand our markets if they know the
merits of the commodities that we have. Problem

solving is a big part of our program. We use a lot of
technical people, some on our staff and some on the
staffs of the U of M, the U of Illinois, the USDA, people
who are experts in a particular area where a country
needs help. For example, one problem that we uncov-
ered in Egypt a few years ago was that they were on a
hand-to-mouth basis as far as buying our soybean oil.
They didn't have the storage capabilities at Alexan-
dria that they needed. So we proposed a procedure,
which is now in the works, whereby when PL480
credits are repaid, those funds could go to make capi-
tal available for improving marketing infrastructure
in countries. Then, for example, a new oil farm could
be built in Egypt. These kinds of activities may sound
a little remote and far removed from selling a bushel
of soybeans or soybean oil, but they make it possible
for the product to enter the market and to be utilized.
Without the distribution system and without the
buyer's knowledge of how to use the product, it is
difficult if not impossible for us to do a very good job
of marketing the soybeans. I should add also that we
really don't care whether they buy soybean oil, soy-
bean meal, whole soybeans, or any other type of soy-
bean product as long as they buy soybeans in some
form. So we concentrate across the board on all kinds
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deeply involved in that. This did not involve the leg-
islative process; it was the implementation process
for an existing law. At the moment we are looking at a
bill that has been introduced in Congress. It has a ring
to it of tying into the flexible parity concept that Sena-
tor Dole is proposing, which would establish a cost of
Production board in agriculture. We're looking very
seriously at that. We have not taken a position on it
Yet, but I am sure that we will because it does impact
soybeans in some obvious and some not so obvious
Ways. So that is the third part of our program.

I think it is important when I talk about issues
affecting soybeans to reflect just a minute on this
crop. It is the number one cash crop in the U.S. I think
You are all aware of that. It is the number one export
,eroP, too. Last year we exported an excess of $6.4
°illion worth of soybeans and soybean products. It'sthe largest single export commodity of the U.S. Last
Year it replaced wheat as the number two crop in
acreage in the U.S. Some people feel, and I tend to
agree with them, that it will soon be our number one
crop by acreage. If you look at the last 20 years, you
can get an idea of the dynamics that are involved in
soybeans. In the late 1950's we were producing about
20 million acres of soybeans in the U.S. In the late

i
1.960s we were producing 40 million acres, a 20 mil-
lon acre increase in about 10 years. And this last year
il'‘ITe grew close to 63 million acres of soybeans. We've
,ad a 43-million-acre increase in the last 20 years.

nice part about it is that demand has been up
Itlere to take care of it at profitable levels. Maybe not
as Profitable as some people would like, but certainly
at Profitable levels for the most part. That is quite an
!ccornplishment, I think — a growth in production
'lid a growth in demand in the world market.

of 
I want to emphasize the world market. I think all
You also know that about 6 out of 10 rows of soy-

that eans that we produce in this country leave this coun-
IT; we export them. If we didn't have that export
11155arket, we would have to do something with about
b 60 percent of all the soybeans we produce. Soy-
ans are important, not just to soybean farmers and
soybean industry, but to the whole economy. It ise7ortant to the bureaucrats in Washington, to politi-

c) ails, and to the consumer that we keep this business
e‘.11 a profitable basis and expanding. We work on the
ill4Pansion of markets, on issues involved not only
tr ,exPanding market activities through multilateral
,aue negotiations and funding for market develop-i'ittient, but also in removal of trade barriers, getting

1„11.ding to complete locks and dam 26 now that the
c'°Ject has been approved, strikes, the refusal to load
tcl̀fgoes on non-U.S. ships. The embargo of 1973 and
t; Monitoring and reporting systems had detrimen-
trar,effects on our ability to enter foreign or world
thr,". We have to constantly keep alert to removing
otl7se barriers. Government regulations can be an-
Ceer barrier. I heard a figure the other day. I know
reair.e is sonie question as to whether it is authentic or
eroistic, but I heard that the regulation that the fed-
ari: government and the state agencies put on us in all
'as, costs $130 billion a year. Some people say that
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is too high; it's only $110 billion. Well, that is still
pretty high. That's about $600 per person in the U.S.
per year. Maybe some regulation is appropriate, but
when they talk about regulations and publish book-
lets that tell you how to set up and climb a step ladder,
you've got to wonder if we have gone too far. I think
re-evaluation of where we are and where we are
headed in the area of regulations is something that
needs to be done because it is expensive to us as tax-
payers and expensive to us as an economy when we
are competing in international commerce.

The very basic philosophy that underscores all
these activities in ASA says, the less government we
have the better. I guess our resolutions booklet boils
down to a very central philosophy that says that as
bad as the free market has been on occasion, it is still
better than anything that mankind has ever devised in
the form of artificial programs to replace it. And we
would like to think we could keep government inter-
ference in soybeans at an absolute minimum.

Well, a quick look at some of the issues. The mul-
tilateral trade negotiations are winding down. The
president has the -authority to go ahead and sign the
agreement when they are completed, but it is subject
to ratification by the Congress. The Administration is
drafting the legislation to submit to the House Ways
and Means Committee, which will have 60 days to get
it through the Congress. It will be in the Ways and
Means Committee a maximum of 45 days, but then it
must automatically go to the floor of the House. It has
15 days there. It must be voted up or down, at least on
the first two titles, which most likely will be the gen-
eral agreement on tariffs and trade and the wheat
agreement, assuming that we have a wheat agree-
ment. There will be at least two, possibly three other
titles. The first two titles, it appears, will have to
either be accepted as they are or rejected. There can be
no amendments. With the other two or three, there
will be a possibility of some negotiating to change
those. The agreement then goes to the Senate. The
Senate has 30 working days to act on the bill, and
again the same rules will apply.

I think from the standpoint of soybeans, we have
an excellent trade package. We did maintain zero
bindings for soybeans in the Common Market, which
is a very valuable trade concession to us. At the time it
was gained in the early 1960's it didn't look all that
important, but now §oybeans for the Common Market
is a very valuable trade item to us. The same thing can
be said of Japan because as a result of these negotia-
tions, they also gave us zero bindings on soybeans.
There are no duties on soybeans in Japan at the
moment, but who is to say what it is going to look like
5, 10, or 20 years from now. I think this is a real step
forward in these agreements. There are a couple of
things we are not just totally pleased with, but in
balance I think we all need to work to support it.

I think we do need to reserve our final judgment un-

til the negotiations are complete. Certainly we are

watching that, and I'm sure many of you are also.
Funding for market development appears to have

come through from the Office of Management and

uj



Budget in fairly good shape this year. The
 area of

funding for research had some rather subs
tantial cuts

for soybean research. As we look at the tot
al number

of scientists working in soybean research 
today and at

the amount of money being spent on ag
ricultural re-

search at all levels, taking into account t
he inflation

we've had, in terms of real productive pro
jects in soy-

bean research, we are losing ground at 
an alarming

rate. Many scientists who used to be inv
olved in re-

search activities for agribusiness concern
s are now

having to devote part of their budget just 
to keeping

pace with the requirements being put on th
em by gov-

ernment agencies; EPA, OSHA and others. So
 they are

putting the money there but it is going in a
 different

way, and is not productive as far as basic r
esearch

capabilities are concerned. These are areas th
at I

think the average consumer needs to be aware
 of be-

cause we're living by and large on the fruits o
f our

research of twenty years ago. Research is not a shor
t-

term proposition; a lot of what we do has no immed
i-

ate use or may never even be used. But we've got t
o

stay ahead of the problems. One interesting observa-

tion from the People's Republic of China visit here

and our visits there (and the same thing is true in

Brazil and other areas which we have helped with

production), is we say, "What do you want from us'?

What can we do to help you to improve your agricul-

ture?" And they say, "How do you do it? What kind of

structure do you use?" They don't say, "We want your

hybrids; we want your chemicals." They say they

would like to have our extension service. Many peo-

ple in these countries really see, much better than we

do unfortunately, the real value of having some peo-

ple and universities there, some back-up and support

across the industry to help agriculture solve its prob-

lems and continue to build for the future. They have

no system like that. They don't have anywhere to turn

when they have a problem. We are very fortunate here

to have it.
You have a portion of your program on transpor-

tation. I would just like to say a few words in this area,

particularly in regard to railroads. I think we need to

get serious about working with the industry and with

our other friends in agribusiness and with the govern-

ment to find some way to allow the railroads to solve

some of their problems. I'm not sure if total de-

regulation is the answer. But we are going to have

some tremendous demands put on our railroad

system in a very few years, and unless they are given

the flexibility and our support to make some needed

changes, it is going to be very difficult to handle the

volume of grain and the kind of system needed to put

our commerce in the foreign markets and even in the

domestic markets. It is a serious problem, one that is

high on the Carter agenda for Congress this year.

There will be some proposals made. There are many

people looking at just how we accept this challenge
and how we solve the problem. I would hope that out
of this session and others like it going on around the

country we can find some common solutions and

work for them.

227

Palm oil is an issue that has plagued us for 
several

years. It seems that the World Bank persists in using

your tax dollars and mine to fund the four 
World

Banks to finance our competition. I'm not oppos
ed to

the palm industry; they are good people. They 
want to

improve their standard of living. Their countries 
need

to improve their GNP and their place in the w
orld

market. What I do object to is using our money t°

guarantee low interest loans to promote an 
industry

that is probably one of the most profitable 
industries

in the world today. Palm oil is selling at a premium

over soy oil now and has for the last year and a 
half. I

don't know why. I suspect there may be more po
litics

than economics involved in that while the GATT
 ne-

gotiations are under way. The fact is that palm 
oil is a

break-even proposition at about 9-9-1/2 
cents a

pound, depending on how you want to figure it, and it

is selling somewhere in excess of 28 cents a 
pound in

the world market today. Why should we 
finance our

competition when money is readily available to 
these

people through commercial institutions? And NO
V

should we promote it and give added emphasis
 to an

industry that doesn't need it? It is in direct comPeti;

tion with soybean producers, corn producers
, an"

others in this country that are trying to compete in
 th,e,

world market in edible oils. And besides that, 
it isn

really all that great an oil. It has some a
dvantages to it,

but it has some disadvantages too. We just can't tin-

derstand the logic. I understand there might 
be sonr,

security considerations about-southeast A
sia, but 11

we are listening to the CIA, I am not sure that we are

getting the best information that we ought to 
get. S°

we ought to assess what we are doing with 
our taXe

dollars. We can compete with any agriculture in t
h

world, but let's compete on a fair and equal 
basis.

There has been a lot of talk about the reorganiza;

tion of the USDA. I heard a Congressman 
say laLso

week at a meeting that probably nothing was 
going 1-6

happen. He didn't think the Congress would apPr°
vr

a new department of food and agriculture if Car
 t%

recommended it. There wasn't much 
sentiment 

t
for{e

in Congress. We may see a little shifting, a lit,

reorganizing here and there, but the sentiment in
 C°'-e

gress is to keep the USDA intact. Of course, we ar

watching that one very closely.
Just one other quick item. In the trade act 

that was

passed this past fall, the Agricultural Trade 
ExPa,11:

sion Act of 1978, there was a requirement 
that tn:

Secretary of Agriculture come back to the 
Cong o

within six months with a recommenda
tion

whether or not MFN or CCC credit shou
ld be e'e

tended to non-market economies. We had done s°111d,

economic analysis of that question from 
the stan

point of total trade, total agricultural trade, 
and tota,1

soybean trade. I feel that we should support CC')NT but
export-financing very strongly — perhaps 

certainly the CCC non-market economies — be hat
our economic research points out very clearlY u

're

U.S. agricultural trade expands by providing t
he C'

credit, and in particular, the sale of soybeans 
and soYn-

bean products expands at an even greater rat
e tia

total agricultural exports to those countries. 
So par-
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ticularly in the case of soybeans, we need to make
that possible and to get the legislation to make this
Possible.

A Look at
Some Commodities:
Peed Grains *

A g Up, primarily due to the U.S. expansion of corn
-ctge• Consumption has also been increasing at a

,,arPrettYfast pace. But again, we are going to have record,,,,
encrovers of the coarse grains or feed grains at the
eaii. 1̀4 1979-80. The USDA is talking about 105 (I'm
kill'Ing it 108) — well over a hundred million metric

Maury Brannan
Cargill, Inc.

My intent this morning is to look at the general
iLundamentals in the grains today and at what may
ilaPpen in 4 or 5 months. When we talk about the year
1978, we should remember, if we remember nothing
tse, that there was record wheat and grain produc-
,1!°n in the world. Most countries had record produc-
"n• The U.S. had a record corn crop in some areas
and a record soybean crop. Russia had a record crop.
So did the E.C. and China. You could just keep nam-
i4g one country after another.

In the last 3 years, we've had a build-up in the
w°rld carryover stocks. The ending stock was 136

metric tons in 1975-76; now we are projecting
a record level of 238 million metric tons. That's why
We are talking about some of these international
Wheat agreements. How do you manage these re-
sderYes? Do you leave them in the free marketplace or
° You try to isolate them? I'm not an expert on how to

Ina anage reserves. We have our own problem with a
jear grain reserve. What will happen in 3 years

some of these reserve quantities come due'?
au at will the Administration do? They have not re-

answered that yet. The farmer is going to ask that
rii't another year or so when it gets closer to coming
enature• We've got the world's record production;
e,,-nsuMption is also at a record, but it is still not
,.'ie°1.1gh to offset the increase in carryover and to pre-y a large build-up of stocks.

We had some episodic weather patterns in the
yr d,1970's and some talks about a world food scare.
tio-u naven't heard much of that in the last 3 or 4 years;
w We are talking about how to get rid of the sur-

till's" again. Mother Nature has had more impact
8ra'in farm policy has in the last 2 or 3 years. The coarse
e ns Production in the world has been steadilyn

e 
speaker did not review the edited speech.

tons. It was in the low 50's just a few years ago.
And you can't overlook wheat. In countries like

the Soviet Union, wheat is the number 2 feed grain
most years. There is a big surplus of wheat today, over
a hundred million tons. Most of that is non-U.S.
wheat. In the U.S., we've drawn down our carryover
due to our set-aside program, but the Australians,
Canadians and others have built theirs up because
they didn't cut back on production. Australia was
blessed with excellent weather, and is having a record
wheat crop, nearly 18 million tons. Its previous
record was about 12-1/2. This will have a market im-
pact on wheat prices, especially in the last half of
1979.

Looking at the U.S. feed grain picture, we had a
large carry-in stock in the beginning of this crop year.
We had record production of 216 million metric tons.
Our consumption is coming up gradually to match
this, but we are not expanding our livestock area as
fast as some people had hoped. We're going to have
good exports yet, but still end up with quite a large
carryover. One thing that is going to help prices is the
reserve; around 24 million metric tons of corn out of
approximately 70 will be isolated from the market-
place at a price of at least $2.50 to the farmer. So this
will give some price strength to the 1979 corn crop. If
it comes in at around 6.2 billion bushels, it is very
difficult to see corn prices move very much; they will
probably come down some.

We have a fairly large amount in reserve and we
could actually add to it. When the 1978 crop loan
matures, will the farmer redeem it or default to the
government? It's a really serious question which I
can't answer today, but this coming June or July it is
going to be a serious problem, with a big crop coming
on. Next August or September when all these loans
come mature, the farmer will look at the corn price to
see if it is at the loan value. If it is, he's probably going
to default on the loan. By defaulting he's got to pay
back the interest on the loan. It's a $2 loan at 7 percent.
The money for nine months is 11 cents. So he can
default at a price of $2.05 and actually come out better
than by paying it back. This is something we are going
to have to really look at in the future.

In corn, we're not expecting exports to be as high
as the USDA is. We feel that the Soviet Union will use
less feed grains and corn from the United States. It is
strictly an educated guess, and I don't believe they
will import the quantity the USDA is projecting at the
moment. If their crops start to deteriorate in May or
June they might, but not before that. Then they will
probably step into the marketplace and buy a large
quantity of U.S. corn.

I think it is very good to examine what is happen-
ing in feeding trends over time. When I talk about
feed, this is feed and residual. We really don't have

a true feeding figure for feed grain. Residual allows
for the shrink, the wastage, of the feed grain crops. I
want to emphasize that the USDA estimate of the corn
crop is not a 56 pound bushel per se. That is just a
volume measure. Some years the corn will average
only 54 pounds; other years it may average 55.5
pounds across the U.S. It is never a constant 56
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pounds. We do not feed bushels; we feed pounds. The
feed figures are an average of the feed and residual for
the four feed grains. The big decline in 1974-75 was
due to the short corn crop we had, also to the changed
U.S. feeding patterns. We are not going to come bacic
very fast because the livestock farmer has not ex-
panded as quickly as some people thought he would
after 1974-75. Profitability is there, but feed grain
prices have been good, and the farmer has not really
wanted to work intensively 7 days a week with
livestock.

Another chart that illustrates why feed grain
usage by animals is not coming back as quickly is the
one showing high protein usage in the ration. This
chart is the amount of feed grain fed per ton of high
protein feed. The trend has been uneven over time. In
the short corn crop year we actually had to feed a lot
more protein, we didn't have the feed grain. We came

back some, but still we are feeding a lot more protein

in the rations than we did a few years ago. There are

many reasons for this. There are more specialized hog

units and broiler units; the composition of the animal

population has changed; cattle are fed on less feed
grain. So more broilers and pork are in the total mix
and it takes more protein. This trend probably will
continue. We're not going to feed 60 bushels of corn
anymore to cattle like we did back in some of the
earlier years. With the new grading standards, the
economics just aren't there.

Turning to the outlook for 1979, the cash return
from soybeans definitely appears to be a little better
than for other cash crops. We will probably see a little
more soybean acreage than we had last year. The
farmer will be looking at the merits of going into the
farm program. Very diversified marketing strategies
are available. Does he want to hedge part of his crop
today? He can actually sell part of his corn crop, either
use the futures or go to the country elevator and lock
in a small profit. He could do better on soybeans today
than on corn, but he can still lock in profits on both
commodities. Or he might want to play it by the seat
of the pants and just wait and see what happens in the
world. I would definitely say that he shouldn't play it
by the seat of his pants with the big carryover we are
talking about. He is better off to lock in some of his
profit today if he has a chance.

There is a strong world demand for feed grains
and it will continue. It is just not the cheapness of the
dollar; it is also the government plans in various cen-
trally planned countries like the Soviet Union and
Eastern Europe. The increasing demand is not coming
from Japan or the EEC. It is mainly coming from the
Communist nations. The PRC may be a big importer of
feed grains in the future. I personally don't feel that it
will be a large importer of feed grains in the next four
or five years. That's not because they don't want
to increase livestock production; they don't have the
distribution system, the refrigeration, the marketing
system to handle it. Poultry operations and pork
facilities are just experimental. They will not be ap-
plied across the country for many years. And the in-
crease in per capita consumption of poultry by one
pound in the PRC only requires, by our feeding stan-
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dards, about 650 thousand metric tons of corn, or

around 30 million bushels, which is not a very large

factor. So I wouldn't get too excited about the PRC

being a big importer of feed grains- in the next four or

five years. When they get their plan working, maybe

they will be a bigger importer, but not in the short run.

A few things came out pretty clearly in the Janu-

ary planting intentions. The farmer is going to plant

more acreage of crop and have less acreage set aside;

total crop acres are up over 5-1/2 million in 1979 ver-

sus 1978. The other key thing is program participa-

tion estimates in 1979 versus 1978. Last year around

74 percent of the harvested area was in the program.

It is going to be a lot less this year, probably 60-65

percent. Corn probably will not change much. A li -
tle less barley and sorghum will go in. The sun-

flower acreage is 2.8 to 4.1 million. I doubt that all

that acreage will be planted because there is not

enough hybrid seed available. If it is planted, it takes

away from the barley and the oats. Sunflowers are a

lot better cash crop this year than barley or oats are.

Barley today is kind of a dying crop in the UpPer,

Midwest. You can't export it; there is not much feea

demand for it; so there is only the malting industrY 

We don't need as much barley because the world buy-

ers do not want barley year in and year out. So we arte

going to see some changes. I would expect a mu"

higher than 3.5 percent increase in soybean acreage

intentions in April, as high as 6 or 7 percent. BUt

typically the USDA January planting intentions fig-

ure for most commodities including soybeans was 1

or 2 percent of the actual number. So we will just havie

to wait and see. The Brazilian crop is being reduce'

due to the drought; this will be an incentive for 
the

farmer to plant a few more soybeans today. Things can

change between now and the middle of May.

We've talked about supply and demand, but 10';

do you get rid of your products? Something thaf

is overlooked by most economists is the question 01

whether you can export that product once you Pr°-

duce' it. The Canadians can produce more wheat than?

they have in the past, but can they really move it ou.til

They have got a government controlled system of rai!,

roads. They are having problems of traffic or labor

the time. The government controlled system hasrl,

worked very well in moving their products out. Eve.ii

if they dump it in the marketplace, how do they get1

out to dump it? Just look at the U.S. side over

Our free enterprise system has been able to respond te

the expanding markets abroad. We were able to in°vthe
our products out. We have the export capacity 

at of

terminals to move probably 4.5 million bushels

grain if we had to. Probably our biggest problem 
to d%

is not enough interior transportation to get the grain e

the export facility. The Canadians do not have ti`,1

export capacity, and it will take a few years to build aP

that up.
So in conclusion, we are looking at a large w(Lriide

feed grain carryover and probably a very difficult

predicting prices. Barring weather changes in 1 907rue'

do not expect to see corn prices deviate much Infid

than 10 or 15 cents from today's level. It takes a vv°'

disaster to move the feed grain prices up.
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A Look at
Some Commodities:
Livestock *
Kenneth Egerts on
Professor of Agricultural
and Applied Economics
University of Minnesota

I want to indicate from the start that livestock and
exported meat products are not in the same ball game
as feed grains, wheat, and soybeans. But they are very
ilnportant and a lot of people think that there is poten-
tial for expanding the export of certain types of live-
stock and meat products. I think it is fair to say that
from the standpoint of discussion and the flack that
takes place when we talk about the importation of
neat and meat products, it does fall about in the same
ball game as we have when we talk about wheat and
feed grains and oilseeds. I think it is important to take
a look at what is happening with respect to the expor-
tation and the importation of livestock and livestock
Products. I am not going to talk about dairy. I wasn't
asked to, and furthermore I don't know much about
dairy. If I use the word livestock products, cross out
,lairY. I'm talking about meat, hides, tallows, and
(Rings like that.
, I would like to split my time into three areas. One,
want to give you some data on what's happening

currently in the exportation and importation of meat
alld meat products. Two, I want to talk a little bit
ta,pout some of the reasons for the current situation
nat we are in with respect to trade in meat and meat
products. And three, I want to get into a little discus-

on the current beef import bill that is in Congress.
When we discuss trade in meats, most of the time

Pe°Ple are thinking of the importation of livestock
Pdroducts rather than of the exportation. If you break it

we've got basically 3 types of products: red
itteats, byproducts, and the live animal. The majorfInPorted meat and meat products are beef coming in
ot2111 Australia and New Zealand. These are products

the non-fed beef industry. When you look at theex
Portation of meats, it is a different product, theProduct of the fed beef industry. You may ask, "Why

vicLwe import all these when we are also exporting?"
pro,are doing it because basically they are 2 different

cts. I think it is very important that we keep this
-ex as we talk about importing products versus
vv(12,3°,rting products. Earlier, about $1,315,000,000
pofn of livestock and livestock products were im-
d„I;ed into this country. In 1977 almost $2 billion.
'ars worth of products were coming into this coun-*The s

Peaker did not review the edited speech.

try. Again, most of it is from the non-fed beef industry
of other countries. Australian beef is basically non-
fed beef, not competing to a large degree with the fed
beef that we put out in this country, but rather with
the non-fed. That is the hamburger type of beef. We do
import some of these other products, but in terms of
dollars, that trade is very low.

I think an important thing to keep in mind when
you look at the trade in meats is to look at it in dollars.
If you look at it in terms of pounds, you get all kinds of
problems because we're exporting such things as
hearts, tallows, and things like this. So about $2 bil-
lion worth of meat and meat products comes into this
country every year. It increased about 39 percent in
1978, and I think most projections currently call for
more increases in 1979. Now if we look at this in
terms of dollars, we can see something that I think
is quite important; we also export about the same
amount. In fact it was a little bit more in 1977. The
actual figures for 1978 are going to be almost the same.
We have a trade-off between the value of the exports
and of the imports. If you look at pounds, you often
miss that.

It is not true that the importation of meat products
is much greater than the exportation. But what is true
is that it is a different product. It is beef coming into
this country from Australia and New Zealand, com-
peting — I would agree — with the products from the
beef industry. Our exportations are of a different
product, a product from the fed cattle industry: a fed
beef product going out, a non-fed beef product com-
ing in. But more importantly, much of the value of our
exports comes from the hides and the tallow, the trim-
mings off the choice fed beef that we market. We trim
the tallow off, and it moves into the export market. So
I think it is important, particularly when we get in-
volved in discussions on importation and trade, that
we look at both sides of the coin. And these 1977
figures show a positive trade balance with respect to
imports and exports of meat and meat products. I
think many people miss this fact, particularly when
they get into discussions of importation regulations.

Now let me quickly go through a few of the factors
that might explain the export position we have. We're
concerned with the incomes and demands of coun-
tries. Japan is a country that is growing tremendously
in terms of standard of living; the European Common
Market is the same. As incomes increased over time,
consumers did certain things. They ate more meat.
They increased their consumption of other food prod-
ucts. So we naturally look at these countries and say
well, if it happened here it could also happen there if
we allow certain things to develop. If we have a com-
petitive advantage in the meat industry, it is in the fed
beelindustry. In the non-fed, if you look at the eco-
nomics of production of just hamburger-type beef,
chances are Australia and New Zealand are going to
beat us. But in terms of the fed beef or the pork indus-
try, we probably have a competitive advantage. So we

tend to look at these countries and hope that their

development will continue and that the consumers'

reactions will be much the same as what they were in

this country.
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But as we do that, we also have to be concerned
with competition from other countries. Not only in
terms of their productivity, but also, unfortunately, in
terms of what's happening to the value of their money
relative to ours. We know that the value of the dollar
relative to the Japanese yen has been decreasing, or to
put it differently, the value of the yen has been in-
creasing relative to our dollar, which makes our prod-
ucts somewhat cheaper than they were in the past. So
it does, in fact, affect their importation of our meat in a
direction favorable to us. But we also have to be con-
cerned with what is happening to the Australian dol-
lar relative to the yen. If the yen is increasing faster
with respect to the Australian dollar than to the U.S.
dollar, Australia might furnish Japan with the meat
products we would just as soon furnish it. Those are
the types of things that come up. We are concerned to
some degree that the U.S. dollar is dropping, but we
know with respect to the exportation of products it
has tended to help us.

Another thing that is very important for all com-
modities is these trade restrictions. We have trade
restrictions with respect to beef imports. But other
countries have them also. Japan has trade restrictions
with respect to the importation of pork and beef, and
it has variable levies. When you look at the difference
in prices in the U.S. compared to Japan, you think we
ought to have a natural market over there. Well, we
would, but because of variable levies, some of our
advantage tends to dissipate. All of these things come
into play, whether we are talking about grains or oils
or livestock.

Here is an example translated in terms of the Japa-
nese yen. The price of pork loin in this country in
1970 was about 82.6 cents per pound. If you translate
that price, given the exchange rate in 1970, into yen,
that would be equivalent to 296 yen. That's the price
of our meat in this country expressed in Japanese
money. In Tokyo the market price for that same loin,
which would cost 296 yen in this country, was 522
yen, or a difference of 226 yen between Tokyo and the

U.S. Now, what has been happening over the years? In

the U.S., pork prices have increased. They also in-
creased in Japan. And the U.S. dollar has dropped, or

to put it differently, the value of the yen has been

going up compared to the U.S. dollar. In 1977 figures,

the retail price of the loin has gone up 64 cents, but

translated into yen, it has only gone up 23 cents. Now

you might say again, why aren't we seeing much more

pork being purchased by the Japanese in the U.S. mar-

ket? There may be a lot of reasons. Maybe they don't

really have the demand there on the incomes, which I

don't think is necessarily true. A lot of it is due to
trade restrictions; there are pressures in Japan just

like there are pressures in the U.S. to protect certain
industries. Our beef people want to protect our indus-

try; their pork people want to protect their pork in-

dustry. To some degree, therefore, we are locked out

because of trade restrictions. In the case of Japan, we

have to be concerned with competition from other

countries, including Australia. Not only do they have

a fair amount of non-fed type of beef, but they also
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have some fed beef. They are trying to increase that

industry, and they are competing with us. The Japa-
nese market is for fed beef. Okay, now why would the

market change? It could change because Australia is

more competitive than our fed beef producers in this

country, which I don't think is true. Or the relative

exchange rate of the Australian dollar and the U.S.

dollar could be different. In 1971 the U.S. had about 1

percent of the Japanese beef market; Australia had 89
percent. What we exported was primarily fed beef. A

lot of Australia's was non-fed. At that time, it took 347
yen to equal one dollar. The Australian dollar was 395
yen. In 1974 we had 14 percent of the Japanese beef

market; Australia had 79 percent. This change was

the result of what_was happening to the U.S. dollar

relative to the Australian dollar or of what was hap-
pening to the value of the yen compared to the two.

The value of the yen went up; the value of the dollar

dropped. The U.S. dollar dropped in terms of the Aus-

tralian dollar. So Australia lost relative to us because

their dollar was more expensive to the Japanese buyer

than our U.S. dollar was. In 1977, it was evening off a

bit again. Why? Because the Australian dollar was

going through much the same adjustment as the U.S.

dollar was. So we lost a little bit compared to 1974,

and we gained quite a bit compared to 1971. We don't

know what it will be in 1978 and 1979. Chances are it

will change primarily because of the relative change

in the exchange rate.
Let me just take a couple more minutes and finish

this off. On the importation side the big issue, of

course, is the import bill, the law that we are working

under at the present time with respect to beef imports.

There is a base level of importation (725.4 million

pounds of beef and sheep and goat), which can come

into this country — times a growth factor. I think the

philosophy of the old import bill was that as our beef

industry grew we would allow other exporting coun-

tries to participate in the growth in our country. Over

time there is a trending increase in consumption of

beef and demand for beef in this country; therefore We

will let more imports in. The growth factor is calcu-

lated on the latest three-year average. So this 
year

when they calculated the growth factor it was the 
total

of 1977 and 1978 production plus the estimate for

1979 production of beef in this country, divided bY

the base level, which is production in 1959-1963.

Because our beef industry has grown tremendouslY

since 1959-63, that factor would be greater than one.

For 1979, it was 1.559. So there could be about 56

percent increase in imports as a result of this increase

in the growth factor. The rule was basically higher

production, higher imports. I think that that wasn't

too bad a bill with respect to the long run. As con-

sumption and demand increase, we increased inl"

ports. It got us into some Ltrouble in the short run

because of the cycles in the beef industry. It seemed to

a lot of people that it was out of synchronization with

what it should be. For example, in 1974-75-76, we

were slaughtering a large number of non-fed 
cattle.

When that number went up, imports went up. So t
he

discussion in Congress today seems to be to change



the beef import bill. Actually it got changed in Con-
gress last year, but the President vetoed it. And the
current bill says that it is going to be a countercyclical
bill. As production in this country increases, there
Will be fewer imports, which I think makes some
sense in the long run. But if you thrust it out into the
future, it gets us into trouble, I think. Because if our
beef industry continues to grow in this country, we
cut down, down, down on imports. Now as we go into
the liquidation phase of the cycle, we're going to be
tightening down On imports, whereas the old law
would have allowed more. But that bill still isn't
Passed. It is quite an issue in the beef industry. I don't
know Which way it is going to come out. For 1979 the
President vetoed the bill. He will be allowing 1.57
billion pounds of beef to come in. Under the old law
We would have allowed 1.13 billion pounds of beef,
SO we are well over that at the present time. To sum-
Marize, as with any product, when you talk about
trade, you've got to be looking at both sides of it. It's
not a simple discussion by any means. An awful lot
of factors get involved in explaining what is happen-
ing to either the importation or exportation of the
Products.

Discussion
(4: The ASCS is on quite a campaign to explain to the
farmer what the program's benefits are. Will this en-
courage more sign-up or participation in the 1979
Program?
nrannan: I think what they are trying to do is catch
413 what they lost last year. They changed the 1978
P,rogram right up to the end, changing the sign-up
'ate, the acreage, the certification. This year they an-
licstinced a sign-up period for the program from Febru-
arY 15 to the end of April. And acreage certification
Will be much earlier in 1979 than it was in 1978. For
eXaMple, in Iowa, after you signed up in the corn
Parogram last May, you had until the first of August to
ecide if you wanted to stay in. You could see how

37°1.1r corn crop came out, how world conditions were,
etC. Then they came out to certify the acreage. Now

have to do it a lot sooner. I think they are talking
tarut June 1 or June 15 in some states. They moved
those certification dates back to mid-June in much of

U.S., and many farmers will probably stay out of
tie. program. I just don't think there will be much

ilclore participation in the feed grain program this year
(IrnPared to last because the Eastern corn belt farmer

ts g°ing to-grow corn and beans again. He's not going
c) g° with the program. He can sell his corn for better
:Joan the base loan. He's got about a 15 cent freight
Thvantage over the Western corn belt every year. On
'u0 bushels of corn, he's got a $15 marketing advan-
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tage year in and year out. Farmers in the Western corn
belt, including Minnesota, are really going to have to
decide what to do. Should they plant more corn'?
Livestock industries came down, but not the domes-
tic demand for feed grains locally. They can't export.
They are going to have to go into soybeans or some
other product.
Q: Would you give some comments regarding the
agriculture census. I know many farmers who are neg-
ative about it.
Brannan: They might be negative for a couple of rea-
sons. One is just the time it takes to fill it out. Two,
they are probably concerned about what happens to
the data after it gets into someone else's hands. It
seems to me that there is need for data of this type to
help policymakers chart the future. Farmers probably
see other people using it more than they do. I think
that that will always be the case. The large grain con-
cerns or the large meat packers have people in their
research divisions who analyze this data and make a
lot of use of it. I suspect that most of these large con-
cerns would get this type of information through
some type of surveys, even if the government didn't
release it. I prefer to think that we should expand this
flow of information so that it is more accurate, more
useful to producers.
Gain: I concur wholeheartedly on that analysis. And
I'd make one additional comment. If we were to do
away with the USDA reports, I think in a short period
of time we would be trying to figure out a way to
replace it, to have information that could be used by
farmers. When accurate reports are not given, the
problem is just complicated. Over the years the re-
ports have been fairly accurate. I don't think there is
any real evidence of manipulation of reports. Any
errors are really not that significant over a period of
time.
Egertson: I have some bias against part of the agricul-
tural census. I think it is good for the machinery man-
ufacturer and the feed manufacturer, but a direct grain
company like ourselves is looking at crop data 4 or 5
years old. It doesn't mean anything. We've always got
this information from other sources, USDA, ASCS
offices. I think we need an abbreviated survey form,
more about how many tractors, pick-ups, equipment,
toilets in the house — not so much about the number
of livestock or the crop acreage. The ASCS has a lot
better survey than the agricultural census ever can do
for every farm. You can walk into your own county

office and pick it up by townships. We do this. The ag
census doesn't mean much to Cargill from the stand-
point of all the crop data. It is too antiquated.
Q: Isn't modern technology extremely accurate —
photography, computerized identification of crops by
NASA and various organizations? They imply that
the U.S. takes pictures and runs them through for
identification.
Egertson: They are experimenting with it but it isn't
being used at the present time to make, estimates. I've
heard people talk about the possibility of this in the
future, even to the extent of using it to estimate cattle
on feed and so forth. The technology is pretty close to
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U) allowing estimates to be made in that manner, but

LLJ currently they are not.
Brannan: We've looked at some of this information,

1 
the satellite pictures, and it is a long way from being

developed. They can't tell the difference between a

barley field and a wheat or oats field. They can tell the

difference between corn and soybeans, but it hasn't

0 
tween small grains. It works'very well for the Bureau
been perfected well enough to tell the difference be-

of Land Management for estimating carrying capaci-

ties ties on large range tracks, but you can't do it, say, over

the PRC to estimate the number of rice fields. It

Cr doesn't work on a 2 or 3 hectare field, which is around

5 or 6 acres.

LLI Q: Professor Egertson, in view of the profit potential

H 

in the cow-calf operation, why hasn't it expanded as

fast as you thought that it would? Is it the failure of the

financial people or is there some other reason?

CO Egertson: Let me just preface that a little bit. With

L.1-1 
respect to the cattle cycle in this country, we were at

the peak in cattle numbers on January 1, 1975, at just

over 132 million head of cattle. Since then, because of

1 the very poor return to the calf-cow operations and

cattle feeding in 1974-76, we have been in what we

0 
call the liquidation phase of the cycle. The January 1.

inventory of cattle in this country, which was re-

0 
leased the 22nd of January, indicated we had 110.9

million cattle. The profitability of a cow-calf opera-

Et head in 1974-75 to something like $80 or so at the
tion has gone from basically about a $100 loss per

CC to go into the expansion phase of the cattle cycle? If
present time. The question is, how soon will we begin

you look at the cattle cycles, we peak every ten years

LLI in the fifth year, '25, '35, '45, '65, '75, and, we predict,

H the cattle cycle; the question is when? I think we will
'85. So we are going to go into the expansion phase of

U) 
probably not go into it as quickly in this cycle as we
did in the past. The main reason is that the cow-calf

1-1J 
operators went through such a severe economic set-
back in the last one. The cash flow problems they got

1 these 550-pound heifers and we can sell them for $73
into is forcing many of them to say, "Well, we've got

0 
herds and anticipate having them productive in two
a hundredweight. Or we could put them back into the

years." Many operators are forced to get the cash flow

0 
now as opposed to building up. The build-up will
come but I think it will come slower this time because

CE 
of this type of a thing. I think there will be a little bit of
a reduction in 1979 before we start expanding.

Cr Q: Ken, I've studied those cycles, too, since about
1920, and farmers seldom respond to future trends.

LLI ,But this particular time, what about land inflation? Is

I--- - 
that going to change anything? It is a new factor com-
ing into this cycle, and I just would like somebody to
put that into their prediction.

(00 Egertson: Not only land inflation but inflation in

11-1 
general will probably slow it down. Again we always
get into the trap of looking at the current value of the

1 
dollar rather than the deflated value. These $90 calves
and $80 yearlings aren't that high considering the
value of the dollar now compared to what it was 10

0 years ago. But land prices obviously come in. You can

0

Cr"
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work out a budget on cow-calf operations now, using

current land prices, and still come out with fairly

good returns in the cow-calf operations. I realize I

have to be careful saying that because beef cow people

remember 5 years ago when they were losing $100.

They still have a couple or 3 years yet to go at $100

return per cow before they will even be breaking even.

I agree that we may not go into the expansion phase of

this cycle as quickly, and therefore we may not peak

right on 1985. Once we start the expansion phase,

then we probably haven't seen anything yet in terms

of high beef prices because we are going to see a 
lot

less fed beef, not only non-fed beef, coming on.
Brannan: Also, I think, in the West you really have

no alternative; you have to raise cattle. The land is

there. If you .have owned it for a while, you are going

to continue to produce cattle because you can at 
least

pay the taxes. And you are hoping for land a
pprecia-

tion. So the cow-calf man in the West will not 
be

getting out. I think the real question is, will the man in

the Southeast, where most of his income comes from

an off-the-farm job, come back into the b
usiness?

About 50 percent of the cattle in the U.S. are from

herds of less than 20 cows.

Q: What percent of the imports from Canada are

feeder cattle at the present time?
Egertson: Just from Canada? Most of the cattle fro

m

Canada are feeder cattle, Incidentally, the Mexicans,

last week, stopped all exportation of feeder cattle 
into

this country. They are in the same position with 
re-

spect to the cattle cycle as we are and many countrie
s

are. The world is in the low phase of the cattle cycle. I

think it is about half and half, Canada and Mexico, on

the imports of feeder cattle. From Mexico, 
almost a

hundred percent of the cattle coming in are 
feeder,

cattle. We do once in a while get a few fed cattle out °I

Canada depending on our relative price level. cur"

rently fed cattle are going up there rather than coming

down.
Q: What percent would live cattle be of the tot

al beef

imports?
Egertson: In dollars, live animal imports are $250

million, a little over 10 percent.

Q: Can we get some discussion going here on CCGt

grain stocks? Does the government really know Whati

they are doing down there in Kansas City? When _

call down there and talk to them, they are 
three

months behind in their bookwork. They 
weren't Poi;

pared for this grain to come into storage; they ad114

that now. Do they know where they are going in

future and what is going to happen in 3 years wh
en all

this has to be dealt with? Does anybody have anY

comment on that?

Brannan: I've got friends in the ASCS office. Ye,se'

they are very behind in their paper work at the 
staL

levels and probably will continue to be. That is 'Ito

ing new. We had this in 1972 when they had tuat

wheat subsidy program. They had to dump the

out. I do think they will be able to manage the g
ral

quality a little better this time than they did 
in the

past. They are going to go out and try to helP 
' 

t.1111ge

farmer keep his grain in good condition by hold
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seminars and giving information. This is a farmer-
held reserve the first 3 years, and you have a chance to
refreshen your corn stalks once a year. But most
farmers don't have the capability to keep it in the
same condition for 3 years. That's another thing that
may affect prices this coming fall. Let's say that we
have a lot of corn that goes out of condition between
now and September and is dumped on the market.
That is going to depress prices, too. That's something
We should be concerned about. The corn went in in
good condition. Will it come out that way? Some sur-
veys show that it probably dropped a grade or two
since it was put in. Probably the real key problem is
that there is no game plan yet that I'm aware of for
What they will do with this grain at the end of 3 years.
Will they extend those reserves? I don't know. That is
one alternative. But someday they are going to have to
bite the bullet and take ownership of it or do some-
thing with it if the price isn't $2.50. Maybe make it a
tier type release system. I personally think many
farmers wouldn't have gone into the program if they
knew what they know today. They hold it three years,
and what is being done to protect them? It is an open
end contract. And I personally don't like an open end
contract. I want to know what I am going to get before I
go into it.
Q: A number of states have passed some kind of legis-
lation calling for a federally balanced budget. How do
You think that would affect the general economy and
the future of the beef industry?
Egertson: I'd like to answer the second part of it, how
a balanced budget will affect the beef industry. In the
Inodels that we use to predict these prices, we put
incomes in as one of the variables affecting demand.
And it usually goes in at about 1. In other words, a 1
Percent increase in income produces a 1 percent in-
crease in demand, which essentially means we could
?tit 1 percent more beef onto the market without af-
°cling price. So the policies that affect incomes and
employment are going to have a fairly marked effect
4?11 beef outlook. Even more than on pork and some of
'nese other products.
Gain: I think the government should be looked at as
Lan extension of ourselves, and if we operated our
tuusiness the way the federal government does, even-

We would be in the bankruptcy court. I think
at it is time for all of us to reckon with that question.

19: In relation to what Mr. Gain commented there, if I
_ernember the first week of the seminar, the point was
rinaade that agricultural debts are growing as fast or

th
ster than our national debt. Would you comment onat?

Gai
n: We are not printing money to get out of the

gygricultural bind on the short term basis. Eventually
s,?1Ireckon with that debt and the federal government

iar hasn't had to do that.
(4: Wh, at does a CCC government storage program
13;n37 mean to Cargill? Good or bad, or both, and why?

9an: It's a very difficult question to answer. I
..i .v 
nk 
e had to reach my own personal opinion. I do

Can 
the farmer-held reserve is a good concept if it

really be administered correctly. But you've got

such high levels of releases. There should be various
tiers where a person can get out. The farmer is really
in a tough situation. Three years from when he put it
in, if the price isn't $2.50, who is going to pay him that
$2.50? The government can waive all the interest and
keep the storage. That's a pretty poor investment over
three years. He could have sold his corn for $2.15
three years earlier and actually been in better shape.
Basically, I don't think it is a real economic incentive
to a lot of farmers. It's supposed to have stabilized
prices and brought them up, but will it in the short
run? Now if they would say, we will do something to
let you out eventually, maybe at $2.35 or somewhere
in that range, maybe this would be the best outlet for
them. Otherwise Uncle Sam could end up owning it
and you are back to the same problem: how do they
dump it in the world market? I don't think Cargill is
too concerned about who owns it as much as just how
it is administered. And whether it comes equitably
back into the marketplace, not dumped by CCC be-
cause it is out of condition. They have the authority to
do that. They can just dump the soft grades and de-
press prices all around.
Q: I have a question for Mr. Brannan. We've seen in
the last two years a tremendous expansion in sun-
flower production. Do Cargill and the other compa-
nies have the capabilities to continue to handle sun-
flower exports?
Brannan: Cargill is in the stages of announcing two
site locations to build crushing plants to process sun-
flowers. We are optimistic that it will be a good return
for the farmer and for ourselves. There is a demand
both domestically and abroad for the product. It's not
just going to be a 15 million acre crop in the next 4 or 5
years. There are seed limitations, so it's going to be
gradual. It's going to have a small part of the market. I
don't expect it will ever be as large as soybeans be-
cause it is too hard to grow in much of the U.S.
Gain: I think the figure for increase in sunflowers
to be planted this year compared to last was 48 per-
cent and for soybeans the increase was 3.5%. A 48
percent increase in sunflowers is equivalent to about
1.2 million acres and the 3.5 percent in soybeans is
equivalent to 2.3 million acres. The small percentage
increase in soybeans is greater than the large percent-
age increase in sunflowers. People look at 48 percent
and ask what are we going to do with all those sun-
flowers, but the base is so low yet that we have a long
way to go.

Brannan: I also want to mention that we are losing
flax seed acreage, so sunflower is probably the best
cash crop rotation for much of this area.
Gain: We look on sunflowers as part of the competi-
tion for the oil part of the soybean crop. When you sell
soybeans, you've got to sell oil and meal. Fortunately,
we have been able to do a fairly good job of both up
to now, but in the future we will have much competi-
tion from palm and sunflower and others like the
Canadian rapeseed. We've got to solve some of the

problems of processing and utilization for soy oil

to stay competitive with some of these other oilseed

crops. It's a very big challenge to us in the soybean
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industry. We've been riding along without being too

concerned about it at this point, but we are going to

start noticing it.

Q: Mr. Gain, you said the soybean acreage went from

20 billion acres up to 63 in what, 25 years?
Gain: About 23 years.

Q: Do you know what has happened to the average

yield per acre during that time?
Gain: It has stayed fairly constant. We've had very

small increases; 2 to 3 bushels are average, I think.

We've had about the same improvements in price

during that time period. We've tripled the crop but

we've also more than tripled the price. And on an

adjusted basis, it has kept ahead of inflation by about

25 percent. I don't have those exact figures with me,

but there has been a positive gain in soybean prices,

fortunately.
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The recent attempt to create a common monetary
unit for the European Community has faltered be-
cause of the "green currencies," the special exchange
rates that EC members use to convert the international
prices of agricultural commodities to the domestic
economy. Since about one-third of our agricultural
exports are to the European Community, the green
currencies and the related pricing policies of the .
Community have a significant effect on U.S. trade.

I will begin with a brief overview of exchange
rates An exchange rate is the price at which one cur
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rency can be traded for another. The rates can be

fixed, so that the currencies maintain a specific rela-

tionship to one another, or they can fluctuate, al-

lowing currency prices to change in response to the

demand and supply of the currencies. From the end of

World War II until 1973, the currency exchange rates

of the industrialized countries were fixed by the Bret-

ton-,Woods convention. Since 1973, currencies have

been allowed to float. Governments often intervene in

the operation of the currency market and influence

the value of their currency in order to accomplish

national objectives. If a country intervenes to over-

value its currency in international money markets, in

effect its exports become more expensive and its im-

ports cheaper than they otherwise would be. By un-

dervaluing its own currency in relation to the market

level, a country can make it easier for other countries

to buy its products and more difficult for them to get

their products into the undervalued currency coun-

try. Thus intervention by a country in the currencY

market amounts to subsidizing imports and taxing

imports in the case of overvaluation and subsidizing

exports and taxing imports in the case of undervalua-

tion. As an example, japan has historically under-

valued its currency to increase its exports. During the

period of the Bretton Woods convention, U.S. cur-

rency was overvalued, resulting in an implicit sub-

sidy and export tax.
In 1972, the European Community created a Com-

mon Agricultural Policy (CAP) whose goals were 1)

to establish common agricultural prices within the

Community and 2) to protect the Community's agri-

cultural sector from outside competition by means of

the variable levy. Common pricing --- to allow free

competition within the community — was to be aG'

complished by means of fixed exchange rates among

EC members. The common price was set in terms of a

specially created standard of value called the "unit 
of

account," and then converted to the national curren-

cies by means of their respective exchange rates.
In 1969, this system suffered a shock. France 

and

then Germany changed the value of their currencies.

Rather than suffer the shock of a drastic change in

food prices, they were allowed to continue their 
ole.

rates of exchange — "the green currency" for agri-

culture. The two countries had changed their rates in

opposite directions. Thus while the common 
agricul-

tural prices were converted to national equivalents

with an overvalued currency by one country, impos-

ing an implicit export tax, they were converted by t
he

other country using an undervalued currency, impos-

ing an implicit export subsidy. To keep trade flows

stable within the Community, a system of 
border

taxes and border subsidies, called Monetary Compen-

satory Amounts, was set up. These arrangements

were intended to be temporary, but have remained in

place. So instead of common pricing, there is now

enormous distortion of prices within the EC.
In spite of the CAP, U.S. trade with the EC -116,s

grown, due to the rise in per capita income in the El)

and to the exemption of soybeans from the 
variable

levy. Recently the U.S. has focused its concern on 
the

fact that the EC bears little of the burden of adjustment
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o changing world market conditions because its agri-
culture is so isolated from world market forces. Open
market economies, such as the U.S., then, bear most of
the burden of adjustment.

The failure of a common pricing system within
he EC has resulted in a lower value of economic
growth than in the EC and required continued protec-
tion for its agricultural sector. Both of these outcomes
affect U.S. trade. Creation of a common currency in
the future depends upon how well the EC is able to
develop and implement effective adjustment policies
.faor its agriculture.

The attempt to create a common monetary unit
for the European Community has faltered because of
Problems with the green currencies.

What I would like to do today is to examine wh 
the new monetary unit ran aground on the green cur-
rencies and why the eventual creation of the new cur-
rency could be a significant development for U.S.
agriculture. In the course of discussing these issues, I
Will cover most of the issues that would have arisen
tinder my broader assigned topic.

I will divide my comments into three parts. First,
I will present a brief overview of exchange rates and
What they mean in the context of development and
macroeconomic policy. Here I will attempt to relate
exchange rates to rather familiar economic concepts.
Then I will attempt to describe what the green curren-
cies are and how they fit into the system. Finally, I
Will attempt to draw the implications of this impor-
tant institutional development for U.S. agriculture
and for our trade in agricultural products.

The issues raised are obviously important. Agri-
cultural trade is expected to earn about a $13 billion
surplus this year. About one-third of our agricultural
exports are to the European Community.

EXCHANGE RATES
Monetary exchange rates are nothing more than

the rates at which one currency can be traded for other
currencies. In this sense an exchange rate is a price.
For example, the U.S. dollar is worth about 190 Japa-
nese yen. That means that a Japanese firm that wants
t° buy a U.S. product has to pay 190 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 cur-
rencY changes just as the price of wheat or corn
llanges. Moreover, as it changes, it affects the price
e domestic consumer has to pay for the imported

Product.
Different currencies, of course, have different

Prices. For example, a dollar is now worth about 20
,C,ruzeiros, the Brazilian monetary unit. And to view
8'lle price relationship from the other direction, the
rrr,itish pound is now worth about U.S. $2.00 to $2.10.
'nat means that a U.S. firm that wants to buy a British
Product will have to pay $2.10 for each pound that it
will use to pay the British firm.

rat 
When we have a system of floating exchange

es, as we now have in principle among the curren-
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cies of the industrialized countries, 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.

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 at a precise level, but it
does influence this value by intervening in the cur-
rency 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 dollars. With the
recent decision of the President, we have started to do
some of this intervention also to keep the dollar from
falling further.

With a little reflection, one can see that the value
a currency has in the market can influence how com-
petitive a country's products are in international mar-
kets. For example, if the dollar is cheap, then other
countries can buy our products at a relatively low
price relative to their own currency.-If the dollar is
expensive, on the other hand, then our products are
expense relative to 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 high value,
that means that we can acquire our imports with
fewer dollars, other things being equal. Clearly, the
rate of exchange among currencies influences the
prices of traded goods both in the domestic economy
and abroad.

The significance of these relationships, of course,
is that governments do intervene in the exchange
markets. Moreover, by intervening they can influence
the value of their own exports in international
markets and the price of imported goods in domestic
markets.

For example, the government can intervene to
make its currency worth more in international mar-
kets than it would be if natural market forces were
allowed to work themselves out. This is referred to as
overvaluing the currency. The currency is "over-
valued" in the same sense that the prices of agricul-
tural products are "overvalued" when the govern-
ment sets prices above market-clearing levels.

By the same token, the government can intervene
to make its currency worth less than it would be in a
free market. This is referred to as undervaluing the
currency. The currency is "undervalued" in exactly
the same sense that the price of agricultural products
would be undervalued if the government sets these
prices at less than their market-clearing levels.



Interventions such as these, especially if they pre-
vail for a long period of time, are important because
they can distort trade patterns. The effects of these
distortions can perhaps be understood best if we rec-
ognize that the interventions in the currency markets
have the same effects as comparable interventions in
the commodity or product markets. Hence, trade the-
ory teaches us that an overvalued currency or ex-
change rate is the same as a tax on exports. The for-
eign importer has to pay more for the export goods
in terms of his home currency than he would pay 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 policymakers,
of course, because only the economically sophisti-
cated are aware that they exist. For a country such as
the United States, they are doubly convenient, for our
Constitution prohibits policymakers from levying an
explicit or overt export tax.

Note that although an overvalued exchange rate is
a tax on exports, it is a subsidy to imports. Because the
currency is overvalued 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 overvalued 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 agricul-

ture when it was already faced with rather serious
adjustment problems.' Paradoxically, the conven-

tional view is that agriculture was heavily subsidized
throughout this period by means of the price support
program.

The parallel case, of course, is an undervalued
currency. In contrast, however, an undervalued cur-
rency is an export subsidy. Rather than discriminat-
ing 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 substantially un-
dervalued relative to the U.S. dollar for a long time.

That means that Japan's exports to the United States
have received a rather sizable subsidy, perhaps as
much as 25-30 percent.

Conventional wisdom has it that the Japanese are
much more efficient producers 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 that the Japanese were using mirrors, when in,
fact they were using a garden-variety trade interven-

tion. The marvel is not that they have outcompeted us

in some produdts, but that we let them get by with

such a gross trade intervention for such a long 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 protec-
ted their domestic industry with implicit tariffs, at the
same time that we, by virtue of our overvalued cur-
rency, were actually subsidizing imports in competi-
tion with our domestic industry. It is no wonder that
we have appeared to fare so poorly vis-a-vis the Japa-
nese and to a lesser extent the Germans. Germany, of
course, is the other country that has substantially un-
dervalued its currency relative to the dollar.

Despite the obvious importance of these two ex-
amples, Americans, and even American businessmen
and bankers, have neglected the significance of ex-
change rates. The reasons for this neglect are fairly
obvious once we think about it. From the end of
World War II until March 1973, the highly industrial-
ized countries were governed by rules established at

Bretton-Woods. The central features of this system

included reliance on fixed exchange rates and a lim-
ited number of reserve currencies, the most important

of which became the U.S. dollar. Moreover, the coun-
tries adhering to the Bretton-Woods convention

agreed to fix their exchange rates and to change them

only under dire circumstances. Given the central role

the U.S. dollar played as a reserve currency, the ten-

dency was to maintain its value in particular at a fixed
level. Because the value of the dollar was fixed rela-

tive to other currencies, we in this country tended to

neglect the exchange rate either as a policy variable or

as an economic force.
Other countries, on the other hand, have been

quite sensitive to the exchange rate. Governments rise

and fall by virtue of what happens to the value of their

currencies. Anybody who has lived abroad for allY

time will recognize this. In the context of our subject

today, countries in the European Community now use
exchange rates as an important instrument for domes-

tic and foreign policy.

THE GREEN CURRENCIES
The green currencies are the result of a rather

generalized emergence of multiple exchange rates

among the countries of the European Community.

In a system of multiple exchange rates, a countrY

fixes multiple values for its exchange rate, with spe-

cific rates assigned to particular uses of the currencY:

The reference to green currency in the present context

is that a different rate is used for converting the 
in

ternational prices of agricultural commodities to 
the

domestic economy than is used for converting the

prices of other traded commodities.

THE COMMON AGRICULTURAL POLICY,'
To understand how the green currencies deve''

oped and what they mean, it is useful to review the

Common Agricultural Policy of the Commurlit.Y

(commonly referred to as the CAP). At its inception in

1962 the CAP had a number of important goals. The

first was to establish common agricultural pricejs

within the Community. The second was to Provkie

protection for the Community's agricultural 
sector bY

means of the much-disputed variable levy.

'For a more detailed exposition of this interpretation, see G. 'For recent background material on the CAP, see The0510°Irie,
Edward Schuh, "The Exchange Rate and U.S. Agriculture," Amen- Heidhues, et. al., Common Prices and Europe's Farm Policy (I'
can Journal of Agricultural Economics, Vol. 56, No. 1, February 237 don: Trade Policy Research Service, 1978).
1974, pp 1-13.
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Common pricing, of course, requires that the
Price of any farm product be the same throughout the
Community, without interference from either .na-
tional duties or farm subsidies. To this end, member
countries of the Community could allow small varia-
tions in support price levels to facilitate movement of
Products from surplus to deficit areas, but general
Price equality and free competition were to exist
Within a common agricultural market.

It is worth pausing to remind ourselves what
might have been gained from such a system. The
Community is a collection of relatively small coun-
tries. Moreover, there was, and still is, considerable
economic and ecological diversity among them. With
common prices and relatively free trade among coun-
tries, there could have been rather substantial gains
trom trade within the Community, because of the po-
tential for regional specialization of production
Within the larger geographic area. In principle, of
Course, this could have been an important source of
economic growth. It also could have entailed rather
sizable adjustment costs as local regions and com-
munities were forced to adjust to changing economic
Conditions.

In contrast to this shift to freer trade within the
en°Inmunity, a wall of protection was built around the
'icsrnmunity. The central element of this policy was a
variable levy, a tariff that fluctuated with world prices
t4° effectively isolate the Community from the interna-
,donal markets for some products. Even when prices
ill World markets went above the rather high level of
Protected prices, the domestic price level was still
Protected. The issue under these conditions was that
jexPanding exports would cause internal prices to rise
response to strong international markets. The solu-

ion to this problem, of course, was to put on a varia-
die export tax. And that's what the Europeans did
uring the commodity boom of 1973-75.
The final element of this system was a regime of

t2xed exchange rates among the members of the Com-
e'unity. Fluctuations in the exchange rates among
ijurrencies were limited to 1 percent. This narrow
t,Init to how large the fluctuations could be gave rise
u what was described as the "snake."

Given the multiple currencies involved in this
evstFin (one for each country), the common prices
t:aolished by the Council of Ministers had to be
liTnslated into the individual currencies. The mecha-
wl:M for doing this was the unit of account, which
vais a specially created standard of value. The par
of sue of one unit of account was — and for purposes
of etting farm prices remains — equal to the par value
co °Ile predevaluation U.S. dollar. In practice, the

Illon agricultural price was set in terms of the unit
ciege,Count and then converted to the national curren-

s 1337 means of the respective exchange rates.

1‘1ERGENCE OF THE GREENCI iD
Avi lkENCIES AND OTHER MEASURES

C41 1968, some 6 years after the beginning of the
tie: ' illropean Community prices for all commodi-
' covered by the CAP had become quite uniform

throughout the Community. That is, the markets wrre
working and resource adjustments were taking place.

In 1969, however, the system suffered a shock— a
shock from which it has not yet recovered. France
devalued its franc by 11 percent. Had usual proce-
dures been followed, this would have led to approxi-
mately an 11 percent increase in domestic food and
agricultural prices. To avoid this increase, however,
the French requested and were granted a temporary
dispensation from a devaluation of the franc in agri-
culture. In other words, France was allowed to con-
tinue converting agricultural prices from units of
account to French francs at the predevaluation ex-
change rate between the unit of account and the
French franc. As should be clear, this was the begin-
ning of a multiple exchange rate system. It also gave
rise to what is now referred to as a green currency,
green because of its identification with agriculture.

Later in that same year, Germany changed the
value of its exchange rate in the opposite direction. It
revalued the mark by about 9 percent. Rather than to
raise farm prices, of course, this revaluation would
have lowered them. To prevent the sudden drop in
farm incomes that this would have entailed, Germany
also asked for and received special dispensation from
the prevailing system. It too was permitted to retain
the old exchange rate between the unit of account
and the Deutschemark, thereby holding agricultural
prices at prerevaluation rates.

The contrast between these two countries was
great and, in principle, illustrates most of what has
since occurred among the various member countries.
France shifted the relative price ratio between the
farm and nonfarm sectors against agriculture. By not
taking the devaluation for agricultural products, it
essentially imposed an export tax or an import sub-
sidy on its agricultural sector. Germany, on the other
hand, by not taking the revaluation for its agricultural
sector, imposed an export subsidy or an import tariff
on its agricultural sector. (Whether it was a subsidy or
a tariff in each case depends on the direction of the
trade flow.) In effect, a 20 percent differential had
emerged between German and French support prices.

This departure from common pricing created an
immediate threat to the stability of trade within the

European Community. There could have been sub-

stantial shifts in trade flows.
To forestall this possibility, a new policy instru-

ment was created: This new instrument was the

Monetary Compensatory Amounts (MCA's), which

are nothing more than border taxes and subsidies de-

signed to offset the discrepancies in prices due to

changes in exchange rates. For example, French ex-

ports to Germany had to pay an amount equal to the

sum of the deviations of French and German green

exchange rates from their actual market rates of ex-

change. German exports to France, on the other hand,

received the same amount as a subsidy. To avoid dis-

tortions of trade with third countries, MCA's were put

into effect on transactions with ncommunity coun-

tries as well, raising prices of imports into Germany

by 9 percent and lowering those on imports into

France by 11 percent.
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These arrangements were not intended to become

a permanent part of the CAP pricing system. As time

went on, however, it became increasingly difficult to

do without them. By 1973 the par value system for

national currencies for all practical purposes had

been discarded. The relative value of European Com-

munity national currencies was determined by mar-

ket forces through the daily float, with some curren-

cies floating jointly (the "snake") and others floating

independently.
This complicated system now constitutes what is

referred to as the agrimonetary system. All of the nine

member states except Denmark now have a green cur-

rency. Denmark is the only country that allows its

agricultural prices to move in step with changes in its

official currency rates.

What this means is that common pricing, with all

its theoretical benefits in terms of the rational alloca-

tion of resources within the Community, had been

tried but proved impossible to sustain. Hence, al-

though the variable levy continues to provide a corn-

mon protection against the outside world, agricul-

tural prices within the Community now vary among

the individual countries. Highest prices are main

tained in Germany, at 7.5 percent above the theoreti-

cal common price level. The lowest are those in the

United Kingdom, at about 40 percent below the com-

mon level on most commodities. These deviations

correspond roughly to the differences between the

green rate of exchange. As you can see, this results

in an enormous distortion in prices within the

Community.

IMPLICATIONS FOR TRADE
The implications of these developments for the

trade of U.S. agricultural products have many dimen-

sions. Assessing their eventual impact requires a

judgment of the consequences of various factors.
The United States has expressed concern about

the CAP almost since its inception. In the beginning,
the issue was over the barriers to our trade as reflected
in the variable levy. Despite these concerns, our trade
with the Community has grown over the years and
still constitutes roughly a third of our foreign markets.
This growth has been due to the rise in per capita

incomes in the Community and to the impetus that

gives to our exports of feed grains and soybeans. The

other source of growth is the zero binding of tariffs on
soybeans, which has enabled our exports of this com-
modity to grow rapidly.

More recently, our concern with respect to the
CAP has focused on the failure of the Community to

bear any of the adjustment burden to changing condi-

tions in world markets. Because their agricultural sec-
tor is so isolated from international market forces,

countries with relatively open economies such 
as

ours are forced to bear most of the burden of 
adjust-

ment. We don't believe that this is fair.
One view of the emergence of the green curre

n-

cies is that it sounded the death knell for the 
CAP.

After all, common agricultural prices and the 
exertion

of competitive forces were central elements o
f the

CAP. To the extent that this policy no longer applies,

this could imply that there is little to hold the 
Com-

munity together.
But that is a rather naive perspective. In the ab-

sence of green currencies, the common policy most

likely would have been blown apart. That this 
com-

promise on one element of the policy has been 
possi-

ble has permitted the Community to present a united

front to the exterior. That common front has been
 es"

sential to maintaining a common level of 
protection

against foreign trade.
I prefer to emphasize a somewhat different 

aspect

of the problem, however. Had a common pricing
 Pol"

icy been sustained within the Community, and 
with'

relatively free trade within the Community, I 
believe

it would have had two salutary effects on our
 trade.

First, the added resource efficiency and the 
gains

from trade would have made for a higher rate 
of ec(9A"

nomic growth in the Community. This growth woulu

have expanded the demand for our 
agricultural exi

ports, and we would have benefited from the ove
r 

gains in efficiency.
The second point is somewhat more subtle.

 Had

the common price policy been sustained, nwre„

lYt

th°
progress would have been made in dealing 

with c,

rather serious and chronic adjustment problem 
face,,

by European agriculture. Progress on 
adjustmewith the efficiency it would bring, would 

probabrlit

have made it easier to reduce the protection 
agains

the rest of the world that the CAP implies. This 
reduc-

tion of protection would benefit our exports.

CONCLUDING COMMENTS
There has been much talk in recent months able

the possibility of creating a common currency for t

European Community. The stumbling block to 
brillcg:

ing that about will most likely be the 
agricultural se

tor and the green currencies now used to 
isolate, lei

from market forces. Ultimately, the ability to rilL1̀

such a change will depend upon acceptance and

plementation of an effective set of positive 
adjusta

ment policies for the Community. Without these'„,

common currency, which many believe 
essential 'Li

eventual political union, would appear to be 3 g°a

attainable only some time in the distant future.
ac-

Similarly, willingness of the Community t°

cept more of our exports depends in the same waY

their willingness to implement more effective adju
s`

ment policies. Rather than to hit the European Collie-

munity head-on about its protectionist policies, 

might gain a great deal more with an indirect aP-

proach that focuses on the adjustment problem. .0

Finally, the green currencies and the waY

which they are used are an important example of
exchange rates affect our trade in agricultural pr°

3
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3
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ucts. It behooves us all to become more sensitive to Canada/U.S. Exchange Rates
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Discussion
Q: Since we have given up the gold standard, what
(10 we use as backing for the dollar?

huh: Collateral, sound economic policy is the sim-
Ole answer to it. This is worth a lot more than tons of
gold buried in a cave someplace.

9: What do other countries use then?
They use the same thing. Those who don't have

th 
gold standard have a value of their currency going

n_ at way, and those who do have it have a value going
t"', 8 other way. The Japanese yen, for example, is not
sued to the gold standard.
chuh: I happen to be fairly frank, even though I am

Policymaking Position. I think the major problem
wl.th our economic policy has been our difficulties

monetary policy. We have not been willing to
"rsue a sufficiently tight monetary policy to keep
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inflation under control. We have been doing a lot bet-
ter in the last 3 or 4 months, but for a long time we
were pumping money into that system as if it were
going out of style. One does not have to be a mone-
tarist to understand that the amount of money in the
system makes a difference. I frankly think that this
has been a major failing of our economic policy.

Q: Do they tie together the amount of gold we have
buried with the sound economic policy? That way if
our economic policy is not sound, our gold will all
disappear and we will be in worse shape.
A: We are not on a gold standard and have not been
for some time.
Q: Should we keep some gold in this country?
A: It is selling well in the world markets. It is a useful
asset from that standpoint, but beyond that I don't
attach that much significance to it. Gold is like hold-
ing any other asset, such as wheat or corn. I would
much rather have sound policy than have confidence
in a held asset.
Comment: Then maybe it ties together. If we have
sound policy, we will have more gold in the ground.
If we don't have sound policy, our gold has
disappeared.
A: That is an oversimplification because the two are
not tied together. Our policy is not tied to the value of
gold any more. It has significance only in the sense
that we periodically sell a little bit of it and hope that
the value of gold is very high when we do. Inciden-
tally, the high value of gold typically relative to the
dollar is due to sort of a lack of confidence in our
economic policy. If anything, it is an inverse relation-
ship that we now have. We use it only to acquire
assets of our currencies from other governments. We
also try to keep the price of gold from going higher,
which I think is kind of foolish.

Q: You mentioned that there seems to be places in the

money supply with beneficial implications for infla-

tion. Now perhaps some people would argue that this

might be one way to bring on a recession. Can you

speculate a little bit about the U.S. economic situation

in the next year or two? What implications might this

have for trade in agriculture?
A: I won't be a seer on this. To come back to the
beginning, I think once you have let things get out of
control, then you have to take the medicine. Once you
let inflation get going, there is no easy way to get rid of
it. The only way found to control it is to tighten up
enough so that you tilt the economy back the other
way. When you do that, you usually have a recession.
The severity of the recession depends on how far out
of whack the economy was in the first place. I think
the encouraging thing now is that despite the fact that
we are inflating, we are not distorted anything like we
were back in 1974 and 1975. In other words, invento-
ries have been kept fairly lean. We have a pretty good
balance throughout the economy, and not all parts of
the economy are running on full steam. If we are smart
enough, we probably can edge that rate of inflation
down. If we try to do it overnight, we might get into a
serious recession. So far, it seems to me, that the fed-

eral government has been fairly rational about it.



Many people have a high regard for Arthur Burns,

and he became sort of the representative of conserva-

tism. The thing that has always struck me as an econo-

mist about Arthur Burns is that he would slug money

into the system until it began to inflate, and then he

suddenly would stop the growth of the money supply

dead in its tracks. That would get us into trouble. I do

not know what goes on in the meetings of the Federal

Reserve Board any more than you do. My reading of

the data, however, suggests that they are trying to back

off slowly. This will take a longer period to get us out

of inflation, but I think we may be able to do it without

a recession. If we have a recession, we have it. The

danger of a recession is that it causes us to overreact

again in the other direction, particularly with a presi-

dential election coming up. We might return to slam-

ming money into the system again. I hope that the

federal government is moderate and eases inflation

down gradually. That means that we all will have to

pay the price of this high inflation for a longer period

of time, but I think we can avoid the other kinds of

dangers with it. That makes me optimistic about the

economy.
Q: You said that the U.S. now has gone away from the

gold standard. When the U.S. announces a sell-off of

gold, why does U.S. currency decrease in value rela-

tive to the currencies of other nations?

A: There have been some of those kind of wiggles,

but they have not been very substantial. Although I

have focused all of my comments today on the trade

sector, what happens in that international capital

market is equally important. Capital adjustments in

response to those kinds of sell offs can influence cur-

rency values.

Q: During the 1960's, the domestic U.S. oil industry

was price supported by allocations of production for

wells and quotas on imports. Then the OPEC coun-

tries substituted our government prices for their gov-

ernment price support. Do you feel that monopolistic

price program is superior?
A: No, I am not arguing that it is superior at all, but let

us be realistic about the alternatives that we face. We

are running a huge balance of payments deficit for one

reason because of this very high price of oil and the

large amount of oil we import. All of us as consumers

are paying for that huge balance of payments deficit.

Some of us as producers are benefiting. I think it is

generally agreed that we want the balance of pay-

ments to get back in some semblance of order. The

question is, how can we put the maximum pressure
on the OPEC. I am arguing that we can put the max-

imum pressure on OPEC by letting the domestic
prices increase to stimulate domestic production and
reduce domestic consumption. That does not mean,
incidentally, that the oil companies must get an un-
reasonable profit. You can tax away that welfare or
windfall gain very easily. That is a very straightfor-

ward policy. We can change the relative price without

having enormous income transfers. This policy has

been proposed, but so far it has been politically unac-

ceptable. I believe this is true because policymakers

have not been able to articulate it clearly enough for

the people to understand. You must change 
those

prices to get any kind of an adjustment. I am not in

favor of letting the oil companies get rich over it o
r of

supporting the monopoly; to the contrary I think tha
t

is one way of breaking the monopoly.

Q: If you authorize the oil to rise to the OPEC 
level

and then tax away the difference, why does that s
tim-

ulate production?
A: Producers respond to that marginal incentive, not

the total income transfer.

Q: Why does raising the price provide a marginal

incentive?
A: If you raise the price, he will get a higher price 

for

that additional unit that he produces. If you 
watch

what policymakers are trying to do, they have 
tried to

do some of that. They have said that we will not 
raise

the price on all existing oil wells, but we will on all

new wells. This is exactly what I am talking ab
out.

Now the problem with that is that it is an 
ingenious

way of trying to go halfway. It does not increase prices

to us as consumers so that we have incentives to insu-

late our homes, drive less, buy energy efficient 
cars,

etc. Until we do that, we will not have the market

working for us on both sides of that system.

Q: Are you talking about raising the price on new

production and actually taxing the consumers to 
pro-

mote efficiency on old production?

A: If you want to call a higher price a tax, you can call

it that. I would not call it that. Concerning what 
hap-

pens to low-income consumers, I feel the same waY

about that as I do about food Lprices. If society feels

that low-income consumers should have a subsi
dy on

the price of gasoline, just as we feel about food, Pr°.;

vide them with fuel stamps. Society would benefit'

we removed the higher price than to continue 
to use

present methods of collection. We are taking t_lle

higher price and we are all paying it more or l
ess. We

should have something to say over how we take it'

That is my point.

Q: Who has to give on the matter of monetary 
policY.

Should the government quit printing more 
dollars to,

stop inflation? If it does that, to stay at the 
preseui

rate, it either has to increase taxes or have cutback
s °I1

its services. of
A: Monetary policy is out of control partly 

because 

the big budget deficit we are running. The t
wo cure

that you mentioned are the only answers.

I can tell you what the Carter 
administration is

trying to do is to reduce the budget deficit g
raduallY'

This year we want to get it down to $30 
billi°11:

, Whether we will make that or not is a very 
moot quie!t

tion. If we don't, our monetary policy, no 
matter Wit',

Mr. Miller would like to do, is going to be o
ut of orwn,

trol. Watch the federal government's actions 
wile .

ever the Treasury is floating a big bond i
ssue t° fis-

nance that debt; watch what the Federal Reserv
e cl°e

that'
It pumps money into the system to 

accommodate 4

to keep the interest rate from going through 
the Nut,

This is where your inflation is generated. 
1t15 ton. gP

politically if you are used to $50, $60, and 
$70 billl°111,

deficits, to work down to a more 
reasonable 

deficit

but I frankly see no alternative to it.
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Financial
Conditions in
the Transportation
Industry
William K. Smith
Vice President for Transportation
General Mills

The federal government has made several major
efforts to create a national transportation policy. The
preamble to the ICC legislation in 1920 stated a policy
for the ICC of impartial regulation to preserve the in-

herent advantages of each mode of transportation: to
promote safe, adequate, economical, and efficient
transportation, and to encourage sound economic
conditions in transportation. In 1966, the Department
of Transportation was created; during the next 10
years, it issued both a Statement On and a Statement
Of National Transportation Policy. In 1976, Congress
created a National Transportation Policy Study Com-
mission, which has passed its alloted time and still
not come up with a transportation policy. Transporta-
lion issues concerning allocation of government re-
sources, equity of government treatment of the trans-
portation modes, and priorities of action could all
benefit from such a policy.

The financial conditions that concern the trans-
portation industry are the availabilit:v of capital and
the ability of the industry to attract capital. rche struc-
ture and management of freight transportati@n (nal,
truck, and barge) companies are those of private,
profit oriented businesses that obtain capital from the
same sources as other businesses do. Howe-ver, barge-
lines and trucklines do not have to .raise capital for
construction or maintain the "way" that they use.
Waterways and highways are public ways, financed
by general public funds or by "dedicated trust fund"
user charges. The railroads have had to construct and
maintain their own "ways", although in recent years
many have turned to the federal or state governments
for help.

Bankers and transportation leaders disagree on
whether there is enough capital available to the trans-
portation industry from private sources. In any case,
many feel that the industry is unable to attract the
amount of capital it needs because it is perceived as a
risky investment. In 1968, the Secretary of Transpor-
tation reported a projected capital deficit for the rail-
road industry of between 1.3 and 1.6 billion dollars
per year. This is the difference between what the rail-
roads need and what they are able to raise from opera-
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tions and from private investment. The federal

government's ability to fund trinsportation is also

limited; the 1979 budget for the D.O.T. was onlY
slightly higher than its 1977 budget, in spite of
inflation.

, ,

Between nw o and the mid-80's, barge owners mm ill

probably not have trouble attracting capital, but will
have major problems from environmentalists; truck-

ers will have a shortage of government funding and

higher costs for private capital; railroads Will have

federal assistance available but prefer to change

their pi icing productivity and plant to attract private

money.
For 10 years, people have been debating the

merits of regulation and deregulation. Many areas of

the Administration, including the Council of Eco-
nomic Advisors and the Justice Department — under

presidents of both parties — have advocated ending

ICC regulations and letting market forces control the

transportation industry. Recently Congress has
passed legislation to deregulate the airlines. Propo-

nents of regulation are a small constituency: even the

American Trucking Association -will talk about sonic

changes. People who support ICC regulation should

get organized now because powerful forces are work-
.

ing for deregulation.

Before getting into the subject, I will refer brieflY

to National Transportation Policy.
The federal government has made several major

efforts toward the country having a National Trans-

portation Policy. One attempt was in 1920 when a

Preamble was added to the Interstate Commerce Act.

Among other things, that Premable says:
It is the Policy of the United States Government t°
provide for the impartial regulation of the modes

of transportation . .,. and in regulating those

modes —
to recognize and preserve the inherent advan"
tage of each. . . mode;
to promote safe, adequate, economical and 

effi-

cient transportation;
to encourage sound economic conditions in

transportation. . .;
etc.

But that policy statement applied to only the

jurisdiction of the Interstate Commerce Commission.

It did not apply to the Civil Aeronautics Board nor 
to

the Federal Maritime Commission. Nor did the ICC,
have funds available to promote transportation, an1:1,
following World War II the ICC became orienteu

largely toward its case-by-case judicial responsibili-

ties and inadequately oriented to broad-spectrulm

transportation policy development.
Forty-six years after the 1920 Statement of Trans"

portation Policy, the federal government in 1966

made another effort toward a National Transportation
Policy. The federal Department of Transportation was

established. Among other things, its charter requires
DOT to recommend transportation policy to the Con-
gress and to the Executive Branch. The DOT (Secre-

tary Volpe) in 1971 brought forth a Statement 011

National Transportation Policy. And in 1975 (Secre"
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tary Coleman) DOT created a Statement Of National
Transportation Policy.

Apparently Congress was not satisfied with
either DOT's Statement On or DOT's Statement Of
National Transportation Policy, and in 1976 Congress
created a National Transportation Policy Study Com-
mission. The Commission was given 1977 and 1978
to do its work and make its recommendations to Con-
gress for a National Transportation Policy. The Na-
tional Transportation Policy Study Commission re-
Ported 25 "key issues",to Congress in December 1978,
but it did not report a National Transportation Policy.
The Commission has been given 6 more months to
complete its work and possibly the 96th Congress will
then produce a National Transportation Policy.

Such a policy will not by itself make transporta-
tion cleaner, more economical, more efficient, safer,
etc. Those many transportation issues that could
benefit in their resolution are:

allocation of government resources,
equity of government treatment of different
methods of transportation, and
priorities of actions.
Some methods of transportation are better off

than other methods and do, in part, reflect not having
had the policy that Congress continues to seek for the
guidance of the Executive and Legislative branches.

Now I will share my comments on Financial Con-
ditions in the Transportation Industry. These com-
ments will deal with freight transportation, concen-
trating on barge, rail, and truck transportation, the
modes having the most important implications for
farmers, rural communities, and the institutions that
serve them, particularly in the Upper Midwest.

I will be ignoring air freight even though in the
distribution of some agricultural products air freight
has become a major transportation method. My refer-
ences to barge will not include self-propelled ship
transportation on the Great Lakes. And there will be
no reference to pipeline transportation despite my
recognizing that some pipelines are used for agricul-
tural chemicals. Many pipelines are used for the
Petroleum-intensive needs of agriculture, and in Can-
ada there has been a research effort for the transporta-
tion of grain via pipeline.

The "financial conditions" of freight transporta-
tion, to which my remarks are addressed, are the
availability of capital and the ability of freight trans-
portation to attract capital.

Freight transportation involves the construction
and maintenance of the "way" — highway, railway,
and waterway. Highways and waterways are "public
rays" with the construction and maintenance
uandled by government (not-for-profit) bodies. Some
aspects of their operations are also handled by gov-
ernment bodies, for example, the controls of water-
ways navigational aides, the locks on many rivers,
4111?d the speed and vehicle size/weight controls on the
ighways. Such "public-ways" are publicly owned

and their financing is by such public means as "gen-
eral fund" taxes or "dedicated trust fund" user
enarges.
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The freight railway is normally a "private-way"
in two respects. First the construction and mainte-
nance have been almost entirely by private (for-profit)
business companies. Most of the freight railways are
privately owned, although a few are owned (totally or
in part) by cities or states and leased to a railroad
company for operation. Almost all of the freight rail-
ways that are privately owned are also privately
financed. However, there was substantial government
financial assistance to many railroads in the 19th cen-
tury. In the past 5 years, the Regional Rail Reorganiza-
tion Act and the Railroad Revitalization and Regula-
tory Reform Act have created a flow of several billions
of dollars to rebuild privately owned railways.

The freight railway is also "private" in the con-
text of being limited in use to the trains of the owner
or to trains of others allowed on the railway by the
owner. The freight trains operating on the railways
are also privately owned.

The barges that operate on the publicly owned
waterway are almost always privately owned. The
trucks that operate on the highways are most pri-
vately owned.

The managements of freight transportation opera-
tions are generally structured in for-profit, privately
owned, business entities, including the federal finan-
cially assisted Consolidated Railway Corporation,
Conrail.

These managements obtain capital in the same
manner and from the same sources as do the manage-
ments of nontransportation companies, but there are
exceptions. The managers of the bargeline and truck-
line do not have to raise capital for constructing or
maintaining the waterway or highway. Those parts of
their freight transportation business are capitalized
by the public. And in recent years the managers of
some railroads have had to go to government for capi-
tal funds, particularly for the rehabilitation of the rail-
way part of their freight transportation business.
Those railroads have had to obtain primarily capital
funds from the federal government, but some states
also have invested, particularly Iowa, Michigan, Min-
nesota, and New York.

As to the availability of capital from private in-
vestors, I will quote from the National Transportation
Policy Study Commission, a commercial banker, and
an investment banker. According to the National
Transportation Policy Study Commission (1978):

"Many observers agree that several sectors of
transportation have reached a crisis because
the availability of-investment capital is insuf-

ficient to meet the requirements of the indus-
try. This is particularly true for the rail and
airline sectors."
Mr. William Spencer, President of Citicorp

(1978):
"The fundamental problem is not a lack of
capital but the inability of many companies to
attract it."

Mr. Layton Smith, a partner in the investment

firm, Salomon Brothers, brings together the availabil-

ity of investment capital (as referred to by the Na-

LLI
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tional Transportation Policy Board) and the ability to
attract capital (as referred to by Citicorp). Layton
Smith (1978):

"The heart of the problem facing the transpor-
tation industry is not a problem of soaring
capital demand, for. . . this is shared by many
industries. [The problem is rather changing
capital market forces, the result of which is
that just as the (transportation industries')
needs for capital are accelerating, the poten-
tial capital supply is being diverted to other
borrowers whose credit profiles are per-
ceived (by investors) to be more in keeping
with lender requirements than (those availa-
ble in many transportation companies).)"
The bankers disagree with NTPSC. The bankers

believe that sufficient private capital is available, but
many transportation companies will not be able to
attract it.

A trucking industry executive, Earl N. Hoekenga,
Chairman and President, Ryder Truck Lines, Inc., be-
lieves trucking to be a "high risk" business. He says:

"Given our knowledge that the money mar-
kets are becoming less prone to be attracted to
risky investments, the fate of the trucking in-
dustry is not certain."
This quote was made before the ICC's recent ac-

tion to limit some parts of common carrier truck rates
to a 14 percent return-on-equity. For many common
carrier truckers, a 14 percent return-on-equity is be-
low what they were achieving when Mr. Hoekenga
spoke.

A barge industry executive, F.A. Mechling, Presi-
dent, Union Mechling Corporation, believes that the
nation requires the construction of 1,500 new barges
and 140 new towboats each year. Those investments
will be $500,000,000 annually. He believes that the
barge industry can finance that investment in the con-
text of a 13 to 15 percent "rate-of-return" and the
concept of user charges enacted by the last Congress.
(He probably would have been pessimistic, however,
had the Congress enacted some of the higher user
charges it considered, but rejected.)

The Secretary of Transportation, in an October
1978 report called A Prospectus for Change in the
Freight Railroad Industry, deals with 1976-1985 capi-
tal requirements of the railroads. The report shows a
deficit of $1.3 to $1.6 billion per year between capital
that can be generated from railroad operations and
from private investors and the needs for capital.

That report is described as "preliminary," but
when the final version is released in the near future,
the magnitude of the projected "capital deficit" will
probably remain at $1.3 to $1.6 billion per year.

The Prospectus contains a series of recommenda-
tions directed at eliminating or modifying various
parts of ICC economic regulation of the railroads. The
thrust of the recommendations is that the ability of
the railroads to meet their capital needs will be
enhanced substantially using competitive, market-
place regulation.

I referred to the DOT report called A Prospectus
for Change in the Railroad Industry. That report is
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one of a series of reports on studies required by the

1976 Railroad Revitalization and Regulatory Reform

Act, the so-called 4R Act. Another report from that

Act deals with Railroad Abandonments and Alterna-

tives, May 1976. Some highlights include:
18 percent of railroad mileage in 31 states (ex-
cluding the 19-state Northeast Quadrant) is po-

tentially uneconomic "light density lines." That

18 percent of railroad mileage in 31 states has:
$150,000,000 annual operating loss, and
$640,000,000 committed capital.

Remember that my references to a commercial

banker (Citicorp) and an investment banker (Salomon

Bros.) suggested an available supply of private capi-
tal. Some transportation companies possibly could

not attract such capital. The supply of government
funds for transportation might be relatively tighter

than the sources of private capital.
Much of the federal transportation dollars flow

through DOT. That department's budget:
in 1977 was $15.2 billion,
in 1978 was $17.1 billion, and
in 1979 is programmed at $17.3.
DOT's 1980 budget is set at $17.5, only somewhat

larger than the $17.3 billion for 1979, despite the in-
flationary erosion of the dollar and the pressures from

transportation for substantially expanded prograMs
The federal government's ability to fund transporta-

tion is limited.
Allocation of the resource has become a critical

skill for both the grantor and the petitioner.

IN THE CONTEXT OF 1978-85

Barge operators, having accepted the concept of a

level of user charges, will probably have no shortage

of federal funding for the waterways. The economics

of their business appear to be capable of attracting

private capital. (Barge operators probably will con-
tinue to have more waterway problems with environ-

mentalists than with gaining federal or private
sources of capital.)

Truck operators probably will suffer a shortage c)f
government funding for the highways. The inflation-

ary effects on highway construction and maintenance
will be rising faster than the funding sources. The
wear and tear will be reflective of vehicle usage in;
creasing faster than funds increase. Private capital

probably will be available at a somewhat higher price

for truckers assuming less regulation of entry into the

business and of private investors seeing a higher risk

factor to them.
Railroad operators probably will have a fedo1a!

government willing to offer higher levels of financial

assistance to meet capital deficits between private in"

vestment sources and railroad needs. Most railroads

will want to avoid such assistance preferring private

investments. Changes in pricing (freight rates), Pr°-
ductivity (labor/management/assets, etc.), and plan,
(physical size and economic structure of the systenl)

will be needed.
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Changes in Rail
Transportation
John E. Murray
Vice President
and Assistant to President
Association of American Railroads

In 1978, the railroads moved 867 billion ton miles
of freight --- and had a one percent return on invest-
inent. Railroading is the only business in the country
Where the rates and the pricing are 100 percent con-
trolled. It's the only transportation business that has
to pay all the costs and upkeep of its right-of-way and
to Pay its workers when they strike.

You are understandably upset at times over lack
of service. The railroads don't have the rate of return
that will permit the proper investment to meet all
Your needs In any case, no form of transportation will
ineet all your needs at peak periods. The amount of
,grain to be moved fluctuates seasonally (by quarters)
iroin 30 million bushels to 100 million.
, Yet, we are doing something. We have 223,000
itilltho hoppers, costing about $40,000 apiece, and
10,000 more on order.

The Departments of Transportation in the
idwest have been recognizing these problems and

attempting to solve them. Iowa is a good example. The
i01Ara D.O.T. assembled a group of legislators and peo-
Pie representing shippers and the railroads, and this
rcitiP made decisions about which sections of rail-
load to rehabilitate and which to abandon. They reha-
ruilitated 800 miles and have saved about $3 million in
'reight charges for the farmer.
r Changes are coming. Congress is beginning to
ealize that all forms of transportation must be treated
e,qually. It has at long last put at least a token user• •(lrge on barges. It has also agreed to build and repair
'fossings that formerly were the responsibility of the
:tailroads. The ICC has qualifiedly allowed contractrates . • •. Railroad management is arranging for econo-
, of scale through mergers. De regulation is in the

...._111d• All these things are happening for the good.

d, I'M going to talk about change in the railroad in-
i:sitrY. It really boils down to one problem: that's thetrIck of profit. There's a game around Washington that
the bureaucrats invented. The game has one rule, and

rule is that whoever moves, loses. The railroads
b.,.sers' great at this game. We're big movers, and we're bige

410 We just got the statistics in for 1978, and we
whved 867 billion ton miles of freight. You know
'at our return of investment was? Just about 1 per-

cent. That is worse than it was 40 years ago during the
Depression. How does the railroad stack up as far as
rate of return? There are 72 major industries in the
U.S. The railroads are number 72, right on the bottom.

The industry that has the best rate of return on
investment in the country is soft drinks: Pepsi-Cola,
Coca-Cola, Dr. Pepper, 7-Up. There's some kind of a
moral here. We are making these kinds of investments
and getting these kinds of profits in sugar and fizz
water to satisfy our own personal circulatory system,
and yet we're really neglecting the vital circulatory
system of the country.

To understand the change that will have to come
about, instead of talking about the railroad business,
let's talk for a minute about any business. Let's take
one that is really growing in our country today, the
fast food business.

Suppose you've got a little money. You look
around here in Fargo and Moorhead, and you see a
likely corner with a lot of traffic on it. There's nothing
there, so you go to McDonald's and persuade them
that that is a good place for a franchise. You set up
business, and you're right; your business prospers.
You've got a good corner on the market.

But then along comes some guy from Burger King,
and he sees all this business going on on this corner.
He decides to set up along side of you. Business isn't
as good as it was, but it's still pretty good, so you keep
going.

Then along comes Pizza Hut, looks at this cor-
ner, gets a franchise, and you're all in business. As
McDonald's you may not like it, but this is the Ameri-
can way. This is competition, right? You've got to ac-
cept it and you've got to compete.

Then what happens? Along comes Big Brother
government. Big Brother government says, "Mac,
we're going to control 100 percent of your prices. You
can't put out anything unless we approve your price
list and your menu.

He goes to Burger King and says, "Well, we kind
of like you a little better, so we're only going to control
50 percent of your prices. And as far as Pizza Hut, we'
like pizzas, so only 15 percent of your prices are going
to be controlled. 85 percent you can keep — whatever
the market will bear." If you accept that, then that's
not all.

Big Brother government comes back and says,
"Look, Mac, you've got to pay for the full cost of your
construction, your maintenance, your overhead, your
capital costs, including that stoplight on the corner
that lets traffic in and out of the place." Then it goes to
Burger King and says, "You only have to pay half of
your upkeep and maintenance, and as far as Pizza
Hut, well, we still love pizza. Pizza Hut, you don't
have to'pay anything for your upkeep and mainte-
nance. As a matter of fact, we are going to make your
competitors, especially Big Mac there on the corner,
take his taxes and pay for your maintenance and up-
keep.

"Not only that, we really like you Burger King and
Pizza Hut, and we don't particularly like Big Mac. We
know you all have unions. When your unions go on
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cided to put a user charge on the barges so they will

pay part of their way. Four cents a gallon in 1980, ten

cents a gallon in 1985. Of course, this is token. What

they really should be paying is $.64 a gallon.
You talk about barges waiting in line to get

through the locks, blaming the railroads for one out of

ten. Why don't they blame Mother Nature when she

puts on a freeze, and all those barges are standing

still? If they want to talk about transportation stand-

ing in line, look back at 1973 when the railroads had

grain cars backed up from New Orleans to St. Louis.

You look at me and say, "Well so you've got prob-

lems. But look, I'm a farmer, and I'm in business, too,

and I've got problems. You tell me that you can't meet

the peak periods of demand. I'll accept that. That

sounds kind of reasonable. But when I look at the

overall statistics, the way grain is being produced in

this country, I see an increase of maybe 2 percent in

corn production, an increase of maybe 3 percent ill

soybeans. Why can't you meet that? Why can't you

have enough flexibility for that?"
The problem of that, of course, is averages. If you

look at the quarters over, say, the past dozen years,

you'll see that the market fluctuates from 30 million

bushels that has to be delivered in one quarter to 100

million in another. You've got a 70 million bushel yo-

yo effect.
And it's really not predictably seasonal because

what comes into play here is pricing. You want to get

the best price you possibly can get. But we can't 
afford

to keep these jumbo hopper cars, which cost $40,0
00

apiece, standing by waiting to react to this yo-yo. Not

when we can make that same kind of investment in a

car that will steadily move piggy-back traffic or 
stead-

ily move automobile supplies.
Then you come back to me and say, "You are a

common carrier. You have an obligation to the public.

You not only have a legal obligation, but you've g
ot a

moral obligation. There are 15 million people st
ar';

ing in the world." (Dr. Pickrel's comments kind

startled me. I didn't realize before that one acre out 01

every three in the United States is going to produce

food and fiber for export.) "You can talk to me 
about

all the problems you want, but you don't have anY

problems with the corn borer, or a grasshoPPer

plague, or an early frost, or an unseemly drought, °r

the pricing mechanisms of the federal government. O
r

the fact that you might not have grain storage clown in

the Gulf or that shipping might not be coming in the,re_

or into Tacoma or Vancouver. You think you got pro°

lems? What are you doing about our problems?"

Those are good questions.
We are doing something — despite this lousy 

rate

of return. We move grain mainly in jumbo hopPel

We've got 223,000 of those hoppers, costing $35,0°

to $40,000 apiece. In 1978, we bought 10,000 111°re.

This year, we've got 20,000 more on order.

I know that there are some wily transportati°.°

people around, and they look over our railroad trac,1(5,

and see these big chalk marks on cars that say ,13, cur)

meaning "bacForder, deadline for maintenance.

strike, Big Mac is going to have to pay salaries to the

employees that strike against him. As far as you,

Burger King and Pizza Hut, you don't have to pay

anything when they go on strike. That's their fault.

And, incidentally, though, when these guys strike

against you, Mac, and you have to pay them a salary

while they are on strike, they may also collect unem-

ployment and food stamps."
Well, you look at me a little amazed and you say,

"This is nonsense; this is crazy. This isn't the Ameri-

can way of doing business." You know what? That's

the railroad business. It's the only business in the

country where the rates, the pricing, is 100 percent

controlled. It's the only transportation business that

has to pay 100 percent of the cost and upkeep of its

right-of-way. It's the only business where there is a

federal statute on the books, the Railway Labor Act,

which says when your employees go on strike, you've

got to pay them while they strike.
Recently at the Northern and Western strike, the

railroad had to pay $360,000 a day to the people who

were striking against it.
Now as far as the truck lines are concerned, they

only pay half the cost of their upkeep and mainte-

nance. The head of highways in the state of Maine

says they pay $3,600 a year in taxes and they ought to

pay 60 times that! (I think in all fairness that is proba-

bly an exaggeration.)
The government recently made an inventory of its

potholes — you know how bureaucrats are — and

they found out we have a pothole plague in this coun-

try. You know how many potholes there are in the
country? Nineteen million. That was last year. Now

there are probably a few million more.
As far as the barge lines are concerned, I think it is

little known that every time a shipper pays a dollar to
a barge line, you, as a taxpayer, donate 460 for its
maintenance and upkeep.

Let's talk a little bit about transportation. I know
that you properly damn the railroads out here, and it
happens across the country, for lack of service. And
you're often right. The railroads don't have the rate of
return where they can make the proper investment to
get the equipment and locomotive power and main-
tain their tracks with this kind of crazy, unfair com-
petition. Also, it's an illusion to think that any form of
transportation is going to supply all your needs dur-
ing peak periods. That includes the escalators at the
airport when a flight comes in and the elevators in
skyscrapers during rush hours. That includes trying
to get a taxi cab in a rain in Washington. That also
includes when you want to move your wheat at peak
periods during market time.

Bill Smith talked about Locks and Dam 26. The
word is out that because of the railroad's opposition to
improvement of Locks and Dam 26, one out of ten
barges is always hung up trying to get through that
lock and dam. Of course, that affects our distribution.
system. We don't feel bad about that because the tax-
payers throughout the country are really delighted
that we have brought up this whole subject. For fi-
nally Congress has made an historic change and de-
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they say, "Well how are you doing on that?" We're
really emphasizing the jumbo hopper. We've got a
poor rate on a bad order for the whole railroad system.
About 9 percent of all the railroad cars, 1.7 million in
the country, are bad order. They need maintenance.
We need money to perform maintenance. But the
jumbo hopper cars bad order is at a respectable 5 per-
cent.

I must congratulate the Departments of Transpor-
tation here in Minnesota and in the Midwest for their
recognition of these kinds of problems and the at-
tempt to solve them. I think Iowa is a good example.
They have a model Department of Transportation.
Iowa has got about 7,500 miles of railroad, and per-
haps 40 percent of the railroad should be abandoned.
There is part of it that can be brought up to snuff. What
the Iowa Department of Transportation did was to get
the railroads, the shippers, and their own legislators
together, and they decided that there were about 800
trines of this track that should be rehabilitated. An
investment of $25 million was put together by the
railroad, by the shippers, and by the state as a loan to
the railroads. Once the traffic comes along, the rail-
roads will pay this all back to the shippers and to the
state government. It is working out fine. They have
rehabilitated the 800 miles. Last year they saved 1.80
a bushel or about $3 million.

Everybody hates paper work. Iowa has put to-
gether a single bill of lading and a single rate and a
Combined rail-barge type of transportation movement
down to the Gulf. This is all to the good.

The federal government is also energy conscious,
as we all are. There is about $100 million available for
rehabilitation of track throughout the state in the
Inovement of coal, or really any kind of energy. Of
Course, Iowa has been capitalizing on that to a great
extent. I might point out here that there is an old saw
about how intelligent people from Iowa are — when
theY retire they show their intelligence by going to
California. I think if you look at the energy picture,
that whole thought may be reversed. People in Cali-
t°rnia may, in the future, be coming back to Iowa. I'll
lien you why. Before OPEC, in 1965, you might say
'flat Iowa was half gassed, because half their utilities
were run by gas and half by coal. Today it is 75 percent

ale 16 percent nuclear, only 6 percent gas, and they
nave got four new utilities coming on the line that are
Coal. They have foresight.
a, What about the problems I have revealed to you

which I think you are pretty knowledgeable?
tvv_ hat about change in transportation? Is it going
ku happen? Sure it is going to happen, and it has
'IaPpened.

The railroads have got this image that they never
`.:nange. Why, the railroads have lived with change,cind they thrive on change.
th When the first railroad west of the Mississippi,
ro d °i  Mississippi and Missouri, made the first rail-
'I  station, they took a town house and converted it

I°iod a railroad station. You know what we are doinga ?
ho 37. We're converting railroad stations into townUses. That's change. It's all change to the better.

Also the winds of change are coming through
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the Administration. Bill Smith talked about Brock
Adams, who has got the White House persuaded that
we must have de-regulation, or re-regulation if you
want to call it that. We must treat all forms of trans-
portation equally. This is what Bill was talking about
when he said there is no transportation policy. Just as
people have equal rights before the law, so should
businesses have their equal rights and privileges. I
think you will see that legislation is going to come
along now in that direction. The sign of the times was
the user charges on the barges.

Another thing that was recognized by the Con-
gress at long last was the whole business of rights-of-
way where highways cross the railroads. How many
railroad crossings have we got in this country'?
400,000. Under past policy, who pays for the signal-
ling and the overpasses and underpasses? And for all
the bumps and ruts caused by the trucks and cars
going across? It's always been the railroads. Once the
railroads could support this sort of thing because they
really were a monopoly. In the old days they even
made agreements with the states to build the highway
overpass and if something happened to the bridge,
they'd build a new bridge and maintain it. Forever.
This was goofy futuristic thinking. But we are stuck
with this kind of thing.

The nation has a big highway fund, there's extra
money in there. Now for the first time, the Congress
says the money to rehabilitate these crossings and set
them up will come out of this highway fund. That's
$734 million in the next four years which will be
devoted to that. It helps us all out because we've got
life and property involved here. This again is a sign of
change.

We've had, in the last ten years, a 30 percent in-
creased exposure to accidents with the increase of
highway traffic across the railroads and the increase
of rail traffic, too. But we've had a 41 percent decline
in fatalities. This is all to the good. This is forward
thinking. And it's money the railroads don't have to
put out.

Aside from the Administration and the Congress,
we've even got the ICC thinking. They have recently
qualifiedly approved contract rates, which the rail-
roads couldn't make before, but the truckers could
and so could barge lines. But now we've got contract
rates. Another thing they are probably going to come
up with is open rates — no ceiling, no floor — on fresh
fruits and vegetables. Just a dozen years ago, the rail-
roads used to have 35 percent of that traffic, but be-
cause of the ICC pricing techniques, we just lost prac-
tically all of it. We've only got 5 percent. Now we've
got an opportunity to come back, which is all to the
good.

Things are happening, too, because of the energy
crisis that are changing the traffic on the railroads.
The biggest commodity by tonnage that the railroads
move is coal. We move 70 percent of the coal in the
country. For the last two years, piggy-back has been
the second largest commodity. (We call it a commod-
ity.) It's broken a billion dollars in revenue in the last
two years. And the nation gets the benefit of all the



energy savings in getting these trucks off the high-
ways.

The other thing is that railroad management is
changing through mergers. The Burlington Northern,
a 26,000 mile railroad, the largest one in the country,
is pending merger with the Frisco. The Chessey sys-
tem in the Northeast is talking merger with the
Seaboard Coast line in the South. And the Southern is
talking merger with the N&W. All these are ,happen-
ing, and they are all for the good.

Well, I have given you broad and general statis-
tics. They say that some people use statistics like a
drunk uses a lamppost — for support, not for illumi-
nation. Fortunately, on the program here tomorrow,
you're going to have Ray Smith, who is the vice-
president of a real gem of a railroad. The rate of return
on that railroad is much better than that 1 percent. It's
not as good as you might get on your bank account; it
may not be as good as 5 or 6 percent interest, but it's
relatively good. It's a fine operating railroad and very
progressive, and I think he will give you some de-
tailed thoughts that will give you, and all of us, some
hope for the future of the industry.

Just one final word. I might have been kind of
cantankerous here in some of the things I said about
trucks, or barges or something else. My remarks, be-
lieve me, were all from the viewpoint of one word, a
word for all of us as American citizens, and the ban-.
ner word of the railroad industry. That word is "free-
dom." Freedom the way Will Rogers defined it. He
said, "Freedom is the right to kick about the lack of it."

Needed Changes
in Railroad
Transportation
William Dempsey
President
Association of American Railroads

Three recent studies have concluded that a fair
rate of return for the railroad industry is in the neigh-
borhood of 10-12 percent. In actuality, the industry's
rate of return for 1978 was about 1 percent, and since
1966 it has not been over 3 percent.

The ICC has continually made decisions — such
as rate roll backs and car allotment ratios that fail
to consider what is actually happening to railroads.
Although Congress has been conscious of the rail-
roads needs in recent years, its legislation has been
vague and has been restrictively interpreted by the
ICC
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A railroad de regulation package will be pre-
sented to the 96th Congress and will include these
elements: 1) railroads must be given more freedom to
set rates in response to market forces; 2) uneconomic
services must be more quickly abandoned; 3) the
ICC 's power to regulate day-to-day operations must be
curbed

In addition the government subsidies — direct

and indirect -- to the trucking and barge industries
must be stopped. These competitors of the railroads
are only partially regulated and they do not pay the

full costs of the facilities they use.
The railroad industry will need some financial

assistance while these policies --- de regulation and

the equal treatment of the three transportation modes

are being formed. The amount of assistance will

depend upon the speed with which they are imple-

mented. But if nothing is done and today's operating
environment continues, the railroads will have a

shortfall of 13-16 billion dollars by 1985.
In spite of the condition of the railroads at pres-

ent, railroaders are optimistic about the future and

have made extensive capital investments in the in-
dustry. They are counting on Congress to provide

the three necessary requirements for survival: de-
regulation, fair competition with other freight car-

riers, and financial assistance to bring the railroads

into a competitive position.

A couple of months ago, the Interstate Commerce

Commission (ICC) issued a study which stated in bold

print that the railroad industry's rate of return should

not exceed 10.6 percent. Several months earlier, the

Department of Transportation (DOT) had issued

its own study showing the minimum rate of return

needed by our industry was 11.6 percent.
After meticulously examining both studies bY

these distinguished agencies of the federal govern"

ment, our railroad economists issued their own find"
ings. The "adequate" return on investment for the

railroad industry, according to railroad economists, iS

not 10.6 percent nor 11.6 percent. It is 12.5 percent.

Now the issuance of those three separate reports

citing three different rates of return as adequate levels

for the railroad industry might not strike you as being

particularly funny. Yet humor is probably the onlY

sane response if you contrast those study findings

with the actual return of investment attained by the

railroad industry.
1978 was the 2nd year in a row that the railroad

industry's rate of return on net investment 
hovered

around 1 percent. Investment earnings have not been

as high as 3 percent since 1966.
The railroad industry is dying on the vine for lacl

of earnings, and the government is theorizing 
about

rates of return at levels this industry has not seen in

decades.

This is survival time for the railroad industrY.

This year, and probably each successive year through.i

out the next decade, will be critical in determining 1

the private sector will continue to operate railroads 
111

the United States.



Yet some agencies in the federal government, and
I am speaking about the ICC in particular, are living
somewhere on the other side of reality. They make
seat-of-the-pants decisions affecting the railroad in-
dustry from the vantage point of their offices on Con-
stitution Avenue. Decisions that fail to consider what
actually is happening to railroad companies across
the land.

At a time when industry earnings were at an all-
time low, even below the levels of the 1930's, the ICC
ordered the railroads to roll back a previously granted
rate increase on seven major commodity groups caus-
ing a revenue loss of $22.5 million annually.

After this roll-back, the Commission ordered a
reduction in rates proposed for coal movements, a
loss to the industry of $50 million annually.

Before presenting the "Gong Award" to the ICC
for its efforts in railroad money management, we
Should first consider the Commission's incursions
into our industry's fleet operations management.

In response to political pressure from the grain
industry, the ICC last year precipitously ordered all
Western and midwestern railroads to use 70 percent
of their jumbo hopper cars and 50 percent of their 40-
foot boxcars in grain service. However, it soon became
apparent that enforcement of this edict would have
created shortages of several critical raw materials and
resulted in plant closings throughout the countr.
The order was changed quickly after vigorous pro-
tests from shippers of such products as sugar, chemi-

-

cals, and fertilizers. In fact, if the ICC had let the order
rstand, farmers themselves would not have had the
fertilizers in time for their spring plantings.

In another recent fleet-management move, the
Lommission ordered the industry to "place, remove,
forward, clean, weigh and give light repairs to its cars
and others on its lines within 24 hours." It reinforced
,this order by assessing fines totaling millions of dol-
lars against several railroads for violations of this or-
djer. But later it quietly dropped the order when it
uiscovered that the 24-hour turnaround time was ab-
solutely impractical. It also dropped the fines.

The purpose of my speaking with you today is not
t° submit a series of ICC orders for inclusion in
L“RiPley's Believe-It-Or-Not" on actions by a federal
ruilreaucracy. Nor am I here merely to provide reasons
tior the removal of the ICC's suffocating authority over
the railroad industry.

De-regulation alone is not the answer. In addition

io de-regulation, we need to end public policies
4av°ring competing transportation modes, such as
`rucks and barges. Railroads, even de-regulated rail-
roads, are not going to make it if the federal govern-
14.11ent Continues its policies of regulating our competi-
'ors even less while subsidizing them.

In addition to de-regulation, properly adminis-
`ered, interim federal financial assistance will be re-
quired to smooth the transition to a more viableindustry.
s I have raised three points that are necessary to the
trsurvival of the railroad industry as a commercial en-
'rPrise: de-regulation, fair competition, and finan-
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cial assistance. Let me discuss each of these in more
depth.

Congress as a whole, to its credit, has been very
conscious of the needs of the railroad industry since
the early 1970's. The debacle of the Penn Central and
the resultant bankruptcy of that road and seven other
East Coast railroads in 1970 galvanized Congress into
enacting legislation in an attempt to support and
strengthen our industry.

But, because it attempts to satisfy and take into
account the often disparate needs of many groups,
Congress often enacts legislation that can be unclear,
to say it bluntly. Due to pressures for compromise,
legislation many times includes contradictory lan-
guage or language so broadly stated that it can be in-
terpreted differently by those who have differing
needs.

The function of a regulatory agency is to apply in
practice what the Congress has legislated in theory. In
actuality, however, regulators can see their jobs as
restricting and restraining an industry. By tradition,
inclination, and myopia, the regulators will interpret
the acts of Congress so that the industries they regu-
late are prevented or inhibited from doing something.

In fact, the interworkings of the ICC remind me of
the old vaudevillian description of the function of a
conference. A conference, they used to say in vaude-
ville, is a gathering of important people who singly
can do nothing, but together can decide that nothing
can be done.

Given the predisposition of Congress to write less
than lucid legislation and the ICC's inclination to in-
terpret it in a fashion that suits its preconceptions, de-
regulation of the railroad industry will be a challenge
to say the least.

If we are to accomplish our purpose, a united
front is required. Early in the 96th Congress, a consen-
sus bill must be introduced that is actively supported
by the entire railroad industry, both management and
labor, by the Administration, and by significant ele-
ments of the shipping community.

We have a good start on that. The so-called Rail
Summit meeting last November at Hershey, Pennsyl-
vania, did much to lay the groundwork toward de-
veloping this consensus legislation. Led by former
Commerce Committee Transportation Subcommittee
Chairman Fred Rooney, this 3-day meeting to discuss
railroad problems was attended by the presidents and
chief executive officers of most of the nation's major
railroads and the presidents of many of the railway
unions. The keynote speaker was Transportation Sec-
retary Brock Adams.

On the basis of discussions at this meeting and
subsequent to it, the railroad de-regulation package
would seem to include the following three essential
elements:

(1) Railroads must be granted more freedom to
raise or lower rates in response to market forces. If
railroads are going to compete successfully with other
modes that have this freedom, then they must have
more of it, too. Although rail shippers would still
need to be protected, minimal ICC interference



should be required of rates charged to other shippers.

(2) The reform legislation should provide for

speedier abandonment of uneconomic services sub-

ject only to a public notice requirement and perhaps a

6-month continuation when a timely and firm written

offer of subsidy or takeover is made. Railroads cannot

continue to absorb direct losses and dissipate their

scarce resources on lines that few shippers use. Also,

other restructuring actions that help consolidate ra
il

service and reduce inefficient and uneconomic se
r-

vice should be encouraged and expedited.

(3) The Commission's power to usurp manage-

ment prerogatives in the day-to-day operations of
 rail

service must be curbed.
Presently all railroad traffic is regulated. That is

not the case for our competitors. Only 44 percen
t of

the trucking industry's traffic is regulated. Only
 15

percent of the barge industry's traffic is subject
 to

regulation.
That inequity in regulation has been a major im-

pediment to railroads in their attempts to compete

with trucks and barges. That inequity has been one o
f

the reasons our market share dropped from more th
an

50 percent of the nation's revenue ton miles in 1
950

to around 36 percent today.
A strong effort is mounting to reduce the regula-

tion of trucks even more. Basically we favor a free

market system with minimal regulation. The fairest

way to go, from our point of view at least, would be to

de-regulate the trains and then further de-regulate the

trucking industry. The reverse process only would

exacerbate the inequities facing railroads, something

their financial posture cannot stand. I do believe 
that

Congress ultimately will see the logic of that point
 of

view.
Also, with respect to creating a more equitable

relationship among freight transportation modes, t
he

federal financial subsidies (direct and indirect) 
that

now benefit both the trucking and barge industri
es

must cease if railroads are going to have a chanc
e of

offering shippers competitive rates and services. Fed
-

eral expenditures for both of these modes must be

accompanied by realistic user-charge mechanism
s.

Recovery of the full cost of building and operatin
g

waterway facilities should be paid by commercia
l

barge operators; highway carriers should pay the
ir

fair share of the costs associated with providing the

facilities they use.
Even within the regulated segment of the trucking

industry, user-charge mechanisms are badly skewed

in favor of the biggest and heaviest long-haul trucks,

which are most competitive with the railroads.

Although pavement damage increases exponen-

tially with increased axle loadings, fuel taxes increase

only slightly. Moreover, registration fees, a major

component of the user-charge system for trucks do

not reflect either axle loading or mileage. The crude-

ness of these tax instruments is particularly favorable

to those trucks that tend to be loaded heavily and tend

to have high annual mileages. These trucks are most

likely to be rail competitive.
De-regulation of the railroads and slashing the

direct and indirect subsidies to railroad competitors

would be major steps toward making the railroad in-

dustry viable again. However, long-standing po
licies

seldom are reshaped overnight and hardly ever im-

plemented in one fell swoop. Undoubtedly, the rail
-

road industry will need some financial aid 
while

these policies are formed. However, both the 
amount

and terms of that assistance can be limited if 
the

present perversions of public policies discriminat
ing

against railroads are eliminated.
DOT's 1978 study of the industry's capital 

needs

estimated requirements over the 10-year period 1
976

through 1985 at $28.5 billion, excluding Conrail
. The

study pointed out that the railroads face a $13 to 
$16

billion shortfall during this period, unless si
gnificant

changes are forthcoming in the institutional frame
-

work in which the industry operates.

That projection was based on the assumption 
that

the future operating environment will be large
ly the

same in the next decade as in the last. The 
projection

obviously is on the low side.
In the last 3 years, the shortfall between ret

ained

earnings and capital expenditures has pro
duced re-

cord deficits, exceeding $1 billion per year. 
These

gaps were covered through extensive new debt 
accu-

mulations at higher interest charges, reduced 
earn-

ings, and more than $2 billion in repayable 
financing

from the federal government, most of which do
es not

technically appear as debt on the industry's 
balance

sheets.
Obviously, earnings levels far beyond a

nything

we have seen in recent years will be needed to 
break

the vicious cycle of low spending, f
ollowed IV

reduced service capability, which has 
plagued the

industry.
How much the railroad will need and Under wh

at

kinds of arrangements I am not now prepared 
to saY.

Much of that will depend again on how quickl
Y 0,nr

industry is de-regulated and how expedi
tiously tne

subsidies now received by the trucking and 
barge in-

dustries are ended. • ht
Now I know that much of what I have said nvg

sound somewhat pessimistic. But, believe it 
or nO''

we railroaders are optimistic about our future. We Ca
n

see a light at the end of the railroad tunnel, 
something

we could not say 3 to 5 years ago.
The future national needs for an efficient, mot-'eirj,,

rail freight system in a fuel-scarce, environmental
t

sensitive, resource-limited society are more ap
Pare„

today than they have been for many years. 
Add tn:s

dramatic growth in coal, 70 percent of whic
h nwv,,i.

by rail, and our industry could be moving a
 sign°

cantly larger share of the nation's total freight

miles by 1990.
08,

Railroads set an all-time ton-mile recor
d ill 1 t

and the fourth quarter of the year was 
the biggseosf

single quarter the industry has ever had, in 
term

ton-miles. 1 is
Our industry's rehabilitation pr

ogram stil
caP

gaining momentum as it enters its 4th ye
ar. Tota1077

tal expenditures on rail equipment and 
plant in T ast

was $3.7 billion, 24 percent above those 
of 1975. "bil,

year capital spending jumped to an 
estimated $4
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lion, and a recent industry survey indicated a 25 per-
cent increase this year over 1978.

In short, capital expenditures will have doubled
in 4 years. Even after discounting for the inroads of
inflation, those gains are very impressive.

They also indicate that we railroaders believe in
our industry. We are spending our own money on our
own future even though that future will be deter-
ruined, to a great extent, by the upcoming session of
Congress.

De-regulation, fair competition with other freight
carriers, and financial assistance to get our industry
into a competitive position are the three requirements
necessary to -the survival of the railroad industry as a
commercial enterprise. We are placing those require-
pents before Congress and before the nation. We also
are prepared to fight for them.

uiscussion
Robert Tosterud
Director
UPPer Great Plains
Transportation Institute
North Dakota State University

My primary function is to give you some of my
initial impressions and then to serve on the panel.Quite frankly, I don't know where one begins. I've
ueen in this business for 6 or 7 years, and I'm now
called upon to give you all my biases in the next 5 or
ti,C1 minutes. I did find in listening to these two papers
liat my biases all resurrected themselves at the sametime.

First, this country needs a national transportation
P°1icY. It's partly because of a lack of such a policytBliat Our 

transportation system is in such disrepair.
t tit I have a fear that when we do find a national
tr
°
ansPortation policy it isn't going to mean anything

it.11s. Sure, it is going to set down some priorities, and
ls going to provide for some equities, but it still isn'tring to get the trains rolling properly, in the way that:th railroad people and shippers want them to roll. I

dp°,111,d suggest we don't place too much faith in the
so-i" el°Pment of a national transportation policy to've our ills. Nonetheless, it is necessary.

'
ti, A thing that has been bothering me for a long

tioll 
es ever since I got into taking a look at transporta-

that nd specifically at agricultural transportation, is
act it, aPPears that we are all losers. Railroads havetiati.lailY become a burden on the commerce of thistra,1°11. On top of that, we've got a great demand for
tha'rPortation services, including railroad services,

mr some strange reason nobody really wants to
refer 0e. I get a little upset on occasion when peopleL0 agriculture as a burden. They say, "We have to
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meet a peak demand," or "We've got to shuttle cars
down a branch line." All these operational problems
in agricultural transportation are more often than not
viewed as a burden on the railroads. I'd like to suggest
that agriculture, if treated properly, can, in fact, be a
bonanza to the railroads. I would like to see a scenario
painted in which we've got 70 mph freight trains in
this country. There hasn't been a major innovation in
the railroad transportation industry since dieseliza-
tion, contrary to one of the remarks that Mr. Murray
made. Dieselization really wasn't an innovation
unique to the transportation industry or to the rail-
road industry. As a matter of fact, the only original
innovation by the railroads was using steel wheels on
steel rails.

It appears from my perspective in dealing with
agricultural transportation at the local, regional, and
national levels that what will save the railroads will
be the charging of full user charges and total de-
regulation. That's placing one heck of a burden, I
think, on the railroads. If we had total de-regulation,
the responsibilities on railroad management would
be absolutely phenomenal. All of a sudden, we would
have placed in their hands the entire commerce of
this nation. Back in the early 1900's, the railroads
transported to market about 75 percent of the traffic.
They are now in the area of 35 percent. I would sug-
gest that it's not just because of the fact that truckers
do not pay their full share for riding the right-of-way;
it's not because of the fact that barge operators don't
pay their full cost, or provide their own right-of-way.
And it isn't necessarily the case that labor is a big
problem or that management is a big problem. The
problem as I see it is that perhaps railroading, as it has
developed, may be a dying technology.

If you were to take an engineer and set him down
and tell him to design a system that would most effec-
tively move commodities long distances in mammoth
quantities, he would likely come up with a system
that has two shiny rails going from origin to destina-
tion, and he'd put an engine with steel wheels on it,
and it would be pulling a hundred cars at a time.
That's the technology that agriculture, in particular,
needs. That's the technology that exists. Agriculture
desires to use that technology.

Agriculture today needs the railroads; agriculture
will always need the railroads. It is in agriculture's
interest that railroads are profitable and financially
viable. Agriculture's responsibility is to provide in-
come to the railroads to insure that objective. The
problem that I have is that currently, agriculture is
providing more than its fair share to support the rail-
road system in this country. I read recently that
in hearings on the latest general rate increase, the
railroad's own witness stated that 3/4 of the traffic that
railroads transport today is transported below the full
cost of providing the service. The 1/4 of the traffic that
is left over must bear some additional burden to bring

the entire railroad system up to profitability.
What will save the railroads? Increased freight

rates? Let's increase freight rates 50 percent. Is that

going to save the railroads? I highly doubt it, given the

competitive environment that they operate in. Mas-



<
LLJ sive branch line abandonment to cut costs — is that

/ 
going to save the railroads? I doubt that as well. Better

labor negotiations — is that going to save the rail-Er roads? That might be a contributor. Over the last 25

years there have been many actions taken in an at-

O 

tempt to save the railroads. We relieved them of pas-

senger train service. We've allowed them to abandon

lines. We've allowed them to increase freight rates

O 
substantially, and now we get to a point where we

think that if we retard the railroad's competitors,

2 
maybe that will save the railroads. That's not going to

save the railroads, either, from my point of view.

What will save the railroads? That's the question.

0 
I think it is high time we tackle the issue at this point.

The band-aid approach isn't going to do any more.

< 

The only alternative to a profitable railroad system is

one that is going to be at the public trough, that is, a

II.J nationalized railroad system. I don't think there is

anybody in this room that wants that to happen. So

1 

we have got to move towards a profitable railroad

system, and its got to come, as far as I can see, from

good technology. Good technology and innovation

fr come from profit. Those profits have to be provided.

But not at the expense of particular segments of the

O 
traffic. In this particular regard, agriculture is a very

large contributor.

O 

In addition, I have various other random

thoughts. It should be mentioned that the railroads

also are very dependent on the U.S. road system. With

perhaps the exception of coal, the only way they get

their traffic is via some kind of road. So they have a

0 

definite interest in maintaining that highway system

just as truckers do. Now I'll hand it over to the panel.

Murray: I have a few comments. First of all, the state-

< 
ment that the railroads are a dying technology. We

LLJ railroad presidents and we have an exchange with
ought to ask the Russians about this. Russians have

them, we send people over there, and they send peo-

ple over here. Just a few weeks ago in the American

Embassy we were meeting with about seven of these

Cr 
Russian railroad presidents. They had just visited

around our country. I asked them one question:

O 

"What do you think of our railroad system?" They all

came up with one statement, and the word was under-

O 

utilized. They were simply amazed to see all this cap-

ital investment, all this empty structure. These empty

railroads running beside highways just loaded up

2 with traffic. Wasted investment. Poor ec
onomics.

I must take umbrage about the statement that the

0 
railrdads have not been in the forefront of technologi-

cal developments. Maybe you should ask IBM about

< 

this. The railroads were the first major industry to put

in inventory control through the use of computers.

LLJ 
They are doing very well with it and are reducing

their costs. One railroad I know of reduced its inven-

1 
railroad and a small one at that. Also, the railroads
tory cost yearly by over $20 million. That's just one

were the first major industry to use radio. We've got a

Cr railroad radio network running throughout the whole

country. The railroads have put in over 80,000 miles

O 
of centralized traffic control, which has led the world
in that type of control system. The other thing is our

0 

_

communication system. We've got microwave and

satellite communications which all tie into a com-

puter network in Washington. Railroads used to oper-

ate on a calendar. Now they operate on a clock. O
ur

car service division used to be three to four months

behind what was happening in the railroad. Today

we're right there on the minute. We take an inventory

of the car freight 1.7 million cars — twice a day, and

it's updated for all different kinds of cars: flat cars,

gondolas, reefer cars, jumbo hopper cars, 40-foot flats,

whatever you want. And we direct these cars to whe
re

they should go.
William Smith: I agree with Bob that if you have 

a

national transportation policy, that by itself won't get

the trains to run on time or the bridges rebuilt and 
so

forth. I think the policy is what he describes. Its value

is to help the policymakers in setting priorities 
and

equities and in balancing up; it is no cure-all. In mY

comments this morning I tried to stay away from mY

biases and give a basis on which you could evaluate

some of what is going to be said in the next couple 
of

days. My own biases are that there should be a na-

tional transportation policy for such things as priori
-

ties, equities, and balancings. But if somebody finallY

comes out and says this is it and Congress puts its

stamp on it, we must avoid its then being somethin 

like the Declaration of Independence, the same 
for-

ever. It's got to be changed. My experience the last few

years in Washington is that there seems to be a pri
de

of authorship if you come up with a policy or a plan.

You went to a lot of work to do it, and it ought to 
be

good. I think that a policy or a plan that has any value

in it has got to reflect what is going on in the w
orld.

It is possible that a national transportation policY

would be a negative influence — if it were set in con-

crete. For many years, some aspects of our business

have been set in concrete because that bunch of
 plati-

tudes in front of the Interstate Commerce Act is 
called

a national transportation policy. I think it has to be a

live, viable kind of thing.

The General can defend the railroads, so I won't

go into that. There is a comment about the highways

again. I'm very concerned about the highways in this

country. I'm not trying to be a proponent of arguments

on the truckers' side. I believe what I hear from st
ate

highway departments, that we have a deterioration in

the system, and I don't think there are too many pe°-

ple listening to this. I think in the area of the mainte-

nance of the system there is a direct relationship with

what happened in the railroads from about 1952

through about 1970. There were almost two decades

in which the railroad system was wearing out, and

nobody paid any attention to it, including myself and

most of my peers. None of us really looked at the fact

that, prior to the early 1950's, the railroads used to put

a million and a half tons of new steel, new rail, int°

the system every year. They used to put 30 or 40 mil-

lion ties into the system each year. Then from about

1952 until the early 70's, almost two decades, theY

weren't putting in 1.5 million tons; they were putting

in 500,000 tons of new rail. It dropped by 2/3. The

weren't putting in 30-40 million ties; it dropPeu
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down to about 15 million ties per year. That didn't
make any difference in 1955 or 56 --- or 59. It wears
out slowly. Then all of a sudden, it is worn out! Not
the whole railroad system, not all the highway sys-
terns, but important parts are worn out, and it comes
on almost overnight.

When you rebuild it, you don't rebuild it with the
cost of 1953 steel or 1953 ties; you are rebuilding it
With 1980 and 1981 costs. I question if this country
has got enough bucks to maintain this highway sys-
tem. If we allow it to deteriorate as we all allowed the
railroad industry to deteriorate, I think we are going to
be in big trouble trying to get it back up. The highway
departments and the Federal Highway Administra-
tion say that there are 500,000 bridges in this country
that need repairs. It's a big number. Cut it in half or by
two-thirds. It's still a big number. Then figure out
When it is going to be fixed. I think that is a very
critical aspect of the physical condition of the high-
way system in the U.S. It doesn't look too bad right
now. The Pennsylvania Railroad track didn't look too
bad in the 1960's, but it was wearing out, and nobody
Was doing anything about it. Now you, as taxpayers,
are doing something about it. You're feeding a million
dollars a day into what was the Penn-Central Rail-
road, just to fix what they didn't fix back in the early
1960's. One million a day.

Q: General Murray, on this efficiency of the railroad,
are larger mergers the answer to the improvement of
railroads? There is a specific situation in my mind.
The elevator I associate with is on a branch line. They
expect a railroad car to come in. They ask the railroad
Crew where their car is. They had "forgotten to check"
or they "didn't know you had one." Isn't the system so
large that you are losing contact with the smaller
Communities?
Murray: Implicit in this question is the idea that
maybe small is beautiful, which has been advanced
by a Harvard professor for some time. It seems quite
evident from some of the mergers that where you have
mergers with competing roads, as you have in the
Northeast, things don't work out too well. But there is
a theory that end-to-end mergers might get the econ-
°Illy of scale. One of the things that I think is not
generally recognized is that there is no single railroad
in the country that runs coast to coast. And yet there
are 17 big truck lines that run coast to coast. I think
We just have to wait and see what happens. It's
experimental.
(4: The problem with the railroads is that they're cor-
rupt. Burlington Northern should be the largest rail-
road; it is one of the largest landowners in the country.
When you are given ten miles of land to build a track
°n, you have to be. What's happening to the land'?
Where is the profit that the railroads should be mak-
ing all the time? I'm not saying that the railroads today
are corrupt. But the management throughout the time
the railroads were being built was corrupt.

Then my question is: If you de-regulate the rail-
19ad industry, what is going to happen to the branch
!Ines, the towns, the farmers when they get cut off
tr°111 the rail service? The railroad has a general inter-

est: when the investment in these cars is $30 or $40
thousand, it makes a lot more sense to load up 100
cars and make a unit train out of it than it does to go up
and down the branch lines picking up three or four
boxcars full of grain. What is going to happen to ser-
vice in small town America if the railroads are de-
regulated and just abandon lines?
Murray: First of all, as far as corruption is concerned,
I guess that is human nature. It is inevitable that you
are going to have corruption wherever you go. The
railroads, because of their past history and the mo-
nopolistic situation they were in, have been put un-
der a searchlight. As far as the abandonments, the
railroads are like no other industry; they don't have
the old American right to fail. If you can't make
money on a certain enterprise, why can't you get out
of it? I'll tell you a secret; I'm a closet truck lover. I love
trucks; I used to run one of the biggest trucking outfits
in the world in the U.S. Army. Trucks can move tanks;
they can move atomic weapons; they can move reefer
products. They are just great, and there are many
cases where you can abandon a line, and trucks can
pick up the traffic.

I think I didn't make it clear that I am not for total
de-regulation. I think that we've got to have equal
treatment. Total de-regulation may be total chaos, and
I think some of the static that the truckers are making
about total de-regulation is right. Northwest Airlines,
because of the total de-regulation, doesn't want to
serve Jamestown any more because they are only get-
ting 13 passengers a night. I don't think that is too
good. The whole common carrier concept has some-
thing to say for it. What we've got to get rid of is one
type of shipper supporting another type. For instance,
the Interstate Commerce Commission holds down
our rates on what they call re-cyclables because it is in
the interest of conservation of energy. But why should
the beer producers, who make a big profit anyway, be
subsidized by the people in agriculture? The Inter-
state Commerce Commission is, in its totality, a politi-
cal animal. They are all political appointees. They
don't know much about transportation; they don't un-
derstand the transportation picture. I am gratified to
know that a Ph.D. from North Dakota with an agricul-
tural transportation background is going to be a mem-
ber of the new Agricultural Transportation Task
Force. I say that is a plus.

William Smith: On the land grant subject, there's
only one railroad in the Burlington-Northern that
benefited from land grants; that was the Northern Pa-
cific. Of the entire railroad system, the more than
200,000 miles that exist, there's about 11 percent that
benefited from the so-called land grant. As part of the
4R Act, the Secretary was asked to make a study on
subsidization. The study, entitled "Study of Federal
Aid to Rail Transportation," was published January
1977 by the U.S. Department of Transportation. It's a
very interesting book if people would like to see how
much federal money has gone into every mode of
transportation. The period from the 1800's up to
World War II is one set of numbers, and then it gives
World War II up to today. I suggest you get it. With
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respect to land grants, the Secretary of Transportation

in this study is saying the government probably got

pretty good value when it gave up hundreds of mu

ions of acres of land in order to achieve construction.

That land, prior to its going to the railroads, had a

value of $1 an acre. And once the railroad came in, the

other land that was held by the government that

didn't go to the railroads then had a value of $3, $4, or

$5 an acre. So if you look at this study that takes the

value of the land given to the railroads and the value

received by the government for the other land they

then sold this was a very profitable business for the

government at that time. It doesn't look very profit-

able if you look at the values today, of $1000 or more

an acre, but it was in the context of the 1860's, 70's

and 80's. It's a very complete report on the dollars

that have gone from the federal government, by tax

benefits, grants, loans, etc., into every mode of

transportation.
I was introduced as heading up the U.S. Railway

Association. With respect to abandonment, I've been

involved in the abandonment of 7,000 miles of rail-

road in 19 eastern states, taken out of just six rail-

roads, which was a pretty good bite. I don't think

Congress is going to allow complete, ruptured aban-

donments in other states any more than it did in the

northeastern states. If Congress does allow the ICC to

permit the railroads to obtain quick abandonment, I

think Congress, also being a very political animal,

will come up with something, as it did for the 19

northeastern states. It gave them a pot of money. This

is getting back to the policy question. If we have a

policy which says railroads ought to have a profit, just

like anybody else, then maybe there are some things

that ought to be carried for the national defense, social

welfare, future energy resources or whatever, and

those things are needed as a public policy. Then, as a

public policy, maybe we should put up some bucks.

And Congress did. They said the federal government

would put up $300 million if the states would put up

10 percent and then 20 percent on some sort of a

sliding scale formula. These $300 million would

allow the country elevator operator, the fertilizer

dealer, and whoever else might be on the end of the

branch line to come up with a deal for getting his

state, or his country, or someone to use some of that

federal money and operate the railroad. That didn't

save too much of the 7,000 miles. I think there are

about 2 or 3 thousand miles that are being operated

with the $300 million that was put up. The point is, I

don't think that you people are going to allow your

Congressmen to wipe out ICC authority over aban-

donment without doing something. It may not be as

much as you would like to see, but I think Congress

will do something nationally the same as it did in the

Northeast.

Q: This is for General John Murray. I work for an
organization that is owned by Pepsi Company Inc.;
they also own Pizza Hut. In spite of that fact, we will
have transportation problems. We've been handling
and moving produce commodities for 28 years, and
after all the comments this morning, I say, "What's
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new?" I don't think we have solved many of the prob-

lems we had 28 years ago. We still seem to have the

same problems. I believe the Russians are right, the

utilization of equipment is very poor. It is an obvious

fact, and I think every railroad man knows it. I don't

know why our utilization is so poor, if it is because we

need de-regulation or because railroad people are n
ot

aggressive in utilizing the equipment themselves
. It

seems that everything we use is specialized equip-

ment. Specialized equipment goes one way a
nd

comes back empty. The burden of this falls On the

ultimate receiver of the commodities that are 
shipped

in this type of equipment. In a sense, due to the ICC's

concurrence with carriers, the receivers continuallY

pay a higher and higher price for freight on the com-

modities that they ship. Do you believe that 
re-

regulation, de-regulation, or a better system of 
inter-

change of equipment — connective carriers — is go-

ing to solve this problem?
General Murray: I think every industry that s

upplies

any kind of service has its problems. What I tried
 to

emphasize at the beginning of my talk is that you've

got inequity in the transportation industry, and 
it

stems from a lack of transportation policy _____ l
opsided

government mistreatment of various forms of trans-

portation. Probably the reason the railroads are what

we consider to be maltreated is historical. It is 
be-

cause of some of that corruption the previous clues"

tion was talking about. But you have to face up to 
the

fact that the trucking industry has a 20 pecent 
return

on its investment; the barge industry has a 16 
percent

return; the railroad has a 1 p4cent return. And yet

when it wants to get capital, it has to pay 10.6 
percent.

Now despite all this, and despite all the troubles 
that

you are having with the car turn-around and inter"

change, the railroads last year invested a whopPing

10 billion dollars in capital and maintenance, in cars

and locomotives, and it is doing its utmost to try
 t°

perform the service. After all, they are in the serv
1c?

business, and they try to satisfy the customer. But

they can't if they don't have the wherewithal 
and are

in these regulatory straightjackets.

I am not saying to eliminate all regulations. If We,

didn't have any regulations, we could have a pile
 01

wrecks. You have to have a certain amount of regula"

tions, particularly in the safety area. But whether You

need it in the pricing area as much as it is, this 
gets to

be the problem. If you pay the price, you get the ser-

vice in almost any industry. If the railroads were

leased from regulatory restrictions as far as pricing is

concerned, they wouldn't charge Tiffany prices. WhY

not? Because if they did, the traffic would go 
to the

truckers, to the barges, to the pipelines. Let's have

more of a free market as far as pricing is 
concerned.

This freight car utilization problem is a really sig;

nificant one. We get 6 or 7 times more efficiency 
out

the unit train than we do if we ship in regular 
train,:

loads. Our biggest domestic railroad mover of Nalf

Seaport Coastline Industries, will use 15 perc
ent °‘'r

their cars to deliver 85 percent of the coal. You kn
0.1,

what the ICC did last year? They got involved inral,

way operations and said that in various states you Ca
'
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only use 20 percent of your cars for unit trains. Imag-
ine. When we are getting six to seven times the effi-
ciency out of those trains! And they also put through
another ridiculous order, that we had to clear every-
thing out of the terminals in 24 hours. We told them it
Was nuts. You can move cars but you can't move
trains that way. Yet this is how they interfere with
railway management.
Tyrchniewicz: Lest you get the impression I forgot
about written questions, I've got one here for Bob. It
states: "If the railroads have not kept pace with the
times, what feasible plans does Dr. Tosterud have that
Will make the railroads healthy?"
Tosterud: What would I do to make the railroads
healthy? In some cases I believe in euthanasia. I
Would like to make a comment regarding an earlier
question. It appears that one of the solutions to the
railroad problem would be to charge full user costs. A
study done by the U.S. Department of Transportation
has revealed that if user charges on the waterway sys-
item in the U.S. were to reflect total cost, which would
oe about 24 cents a gallon, the -diversion of traffic
Would be in the area of 10 percent. So don't count on
that saving the railroads. Another U.S. DOT study
back in 1969 revealed that truckers pay in the area of
70 percent of the damages that they cause to the high-
way system. If that were to go up, say, another $3-400
Per year per ,vehicle, I would suggest that that is not
g°ing to save the railroads either. The problem is
much more fundamental than that. Again it gets down
to the basically technological problem that the rail-
road is both a high capital industry and a high labor
industry, which is unique in the U.S. I think it has to
be tackled in that frame.

Well, how Would I save the railroads? First of all, I
think that considerable de-regulation is necessary.

I here may be instances out there where the railroad
Inanagement could take advantage of commodity
ibn°vements which are currently being transported at

loxiv cost. As I mentioned earlier, about 75 percent
t°,1 the traffic is being transported at below cost. In
fil,°se instances, I think the railroad should have the

oPportunity to take advantage of that traffic. At
Irl'e other extreme, however, I'm very leery of the rail-
r°ads pulling out any more revenue than they cur-
tentlY are getting from the remaining 25 percent of the
1:affic. I am of the opinion that if the railroads are
5'ven full opportunity to take advantage of those
a'llvements which they perceive that they can take
uvantage of, our problems have only just begun.

In regard to de-regulation, the comment was
Fadetthat every business should have the God-giveno

go bankrupt. I would suggest to you that fol-
tlh°:vi,ng de-regulation, the railroads still will not have
th .k.od-given right to go bankrupt. They will have
wPil,r cake, and they will be able to eat it as well. There
101" be total de-regulation, there will be a mammoth
8:s of traffic in some cases. The financial situation is
th ing to /Worsen,- and then we come down to perhaps

inevitable, which is massive public assistance.
co at scares me. And all of these are hypotheses, of
urse. We don't know until it actually happens.
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There's going to have to be a very dramatic de-
crease in the rail plant as we know it today. We've got
200,000 miles of rail plant out there and it hasn't
changed since the 1900's. There's going to have to be
some mammoth restructuring. Some of the stiffest
competition occurs intramodally, between railroads
themselves. In some way they have got to start divvy-
ing up the traffic and making things work out better.
We've got a 19th century rail transportation system,
and we've got to bring it into the 20th century. Intra-
modalism, of course, is one avenue.

Other than that, the solution has to be out there. It
is going to take some very imaginative thinking to
come up with it. Obviously, the railroads and agricul-
ture can't exist at the status quo. We don't have ten
years to study the issue because in ten years the rail-
roads aren't going to be around, or if they are, they are
going to be into our pockets so deeply that there will
be no turning around at that point.
Tyrchniewicz: We have one other written question
which, although it is very specific, raises an underly-
ing issue, namely the quality of transportation, which
I think is an important one. I'll present the question to
the panel and then we may wish to discuss it in a little
more detail tomorrow when we have an operating
railway person on the program. The question reads as
follows: The single-car freight rate on wheat from
Coal Strip, Montana, to Duluth is $1.77-1/2 per hun-
dredweight. The similar rate on coal is $.83-1/3 per
hundredweight. Assuming that the differential is
fairly representative throughout the system, so that
the railroads can gross 2.13 times as much on wheat
as on coal, why is there such a shortage of wheat
transportation?
William Smith: I think that is the kind of question
that I'm not really qualified to answer. It involves
railroad decisionmaking on cost of service and value
of service. Maybe Ray Smith tomorrow can handle
that kind of a question.

Murray: I'd like to say generally that you've got
to take the rate times the volume and the distance
that's traveled to come out with the total amount.
Also, you've got to consider such things as freight loss
and damage and the regularity of the traffic. You
might have great volumes of coal that move consis-
tently throughout the year, rather than this up and
down wheat business. Also, an open top gondola is a
lot less costly than a jumbo hopper car. I can also
point out that we do'have a shortage of coal cars.

Tosterud: I don't know if there is a great deal of com-
fort in knowing that the coal users are also having a
shortage of equipment.

In regard to agriculture traditionally being a peak
demand situation, we in North Dakota, and I think
nationwide, have experienced that demand for 20
mqnths now. We've been in a peak for 20 months and
we've got, in essence, $3 wheat out there. Nobody
would have ever envisioned that we would have an
extensive car shortage for this length of time with $3
wheat. We had it back in 1972-73 when we were look-
ing at $6-$7 per bushel. I'm becoming convinced that
the railroads, at least those that serve the state of



LLI North Dakota, may be incapable of satisfying an aver-

age demand any more. We've shipped approximately

7 percent more this year than we did last year, but yet

the shortage is as high as it's ever been.
In regard to freight rates, the reason for that, of

course, is that the railroads charge what the traffic

will bear. That, and the fact that an elevator operator

out in Coal Strip, Montana, is a heck of a lot different

from the utility company, Northern States Power, in

his ability to negotiate rates. (I would suggest that

there is coal being transported from Montana and

North Dakota that is not covering full costs. The rail-

roads are yet to really take a look at or experience the

true cost of transporting coal in unit trains. The cost of

maintaining the main lines has skyrocketed due to the

continual beating up of that roadway by coal cars.) If

there does exist a captive shipper in the U.S., it's in

North Dakota and Montana, and those people are go-

ing to be taken advantage of. The Interstate Commerce

Commission, by the way, has told the railroads, "Yes,

you may take advantage of those shippers out there

because if you don't, you won't be able to cover the

full cost of operating your entire plant." Their logic is

that because you transport some commodities at be-

low cost, you must be given the opportunity to charge

other commodities substantially above cost. You do it

where you can, and they've done it to us in a very real

fashion.
Q: General Murray, in regard to fresh fruits and vege-

tables, you implied that the lack of pricing preroga-

tive of the railroads caused them to lose traffic. First,

can you be more specific on just how that occurs'?

Second, would you comment on how the lack of ser-

vice or poor service given by the railroads in fresh

fruits and vegetables has affected the loss of traffic?

And I would also like to know how that regulation

affected the railroads' ability to provide local service.

I'm not talking about car supplies; I'm talking about

turn-around time on the cars, spotting the cars, indus-

trial track and so on.
Murray: I guess you know that the whole subject of

rates and charges are controlled by the Rate Bureaus.

My organization just does not get involved in the spe-

cifics of rates. I can tell you that the service has been

poor. We all know that. But, back to my original

theme, the service has been poor, and it is going to

continue to be poor, and it is going to get worse as the

railroads' profit picture worsens.

Q: I'm not so sure that you can raise the rates on fresh

fruits and vegetables and still remain competitive

with trucks. Yet at this point in the history of railroad-

ing, I don't think that you can afford to buy a modern

reefer car either.
Murray: A lot of the reefer products are starting to

move piggy-back across the country. These are reefer

trailers. We don't have to invest in that type of equip-

ment. There are not only truck trailers but refrigerated

boxes that are moving this way. So we don't have to

invest in this type of equipment, and because we

don't have to, we can put in some really good rates.

Q: In the last two years I don't see that the ICC has
kept the railroads from reducing rates; they may have

kept them from raising them.
A: You're quite right. It works both ways. Usually
when the railroad wants to reduce its rates rather than
raise them, the ICC said go ahead. When we want to

raise our rates to bring about an equity between ship-
pers, if we want to raise the rate of coal as we've tried

to do in many cases, they will say, "Oh no, but go

ahead and raise the rate of wheat."
Tyrchniewicz: I think we have set the stage very well

for this afternoon's discussion on de-regulation and

re-regulation.

Railroacling:
Anachronism or.

• •

Dynamism, a
•

Regional Perspective
Ray H. Smith
Vice President for Traffic
Soo Line Railroad Company

Is the railroad system an anachronism? Has it out-

lived its usefulness? There are some symptoms 0f
approaching extinction. Mileage has fallen by 20 pe

r

cent in 45 years. Passenger transportation services are
operated by AMTRAK, require a subsidy of a billi°11
dollars a year. The small package freight business has
been discontinued. Bankruptcies and mergers are tak-
ing place throughout the nation.

On the other hand, there are signs of a new vitalitY
on the railroads. Last year, the industry increased its
ton miles 4.7 percent, produced 21 billion dollars

revenue, and made capital expenditures of 1.8 billi011
dollars. There is tremendous potential for the 6%;

panded use of coal and the efficient technologY
unit trains.

The truth probably lies somewhere in the middle'

The overriding factor that needs to be recognized

that the railroad industry's return on investment

abominable. It was 1.7 percent last year and has not,

exceeded 3 percent since 1966. All of the railroads
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Problems are symptoms of
rate of return.

There are two sets of conditions that are primarily
responsible for the inadequate return. The first is
regulation of the rate structure by the ICC. The
Commission's recent attitude has been more satisfac-
tory to the railroads than it used to be, but regulators
of any industry have a psychological set. They feel
they are serving the public interest by keeping the
industry near starvation. And regulations produce an
endless amount of paperwork which is costly in time,
nianpower.

The second set of conditions is the subsidization
of motor and water carrier transportation, the rail-
roads competitors. The price structures of these in-
dustries do not reflect full and true costs. The artifi-
cial injection of subsidies into their price structure
Prohibits the railroads from competing for certain
Parts of the traffic.

The Soo Line is indeed a strong, viable regional
carrier. But it is part of the nalional system. Most of its
business involves interchanges with other lines. As
the national framework weakens, the Soo 's fortunes
Weaken, too.

The DOT hopes to help the industry regain viabil-
ity through a 5.-year process of de regulations But the
railroads do not need the freedom to reduce rates,they cannot afford to reduce rates. So de regulationitself is not the answer. Perhaps re-regulation, the
elimination of procedural forms that exist for the sakeof regulation, will help.

In the end, there are only two ways to perpetuate
the industry. The first, nationalization is anathema. It
Would not effectively save the railroads. Countrieswith nationalized railroads must make up a yearly
deficit of 20 percent, and their other modes of trans-
Portation are prevented from competing with the gov-
ernment monopoly.
t. The only way to resolve the problem is by a na-
fl°nal transportation policy that treats all modes
airlY, makes each mode pay its own way, and allowseach to compete on the basis of real, not artificial, cost
ad, vantages. Here we are, 12 years after the creation
OUT still awaiting a national transportation poi-

ecJa We can no longer afford to waste transportation
.Li
1:11ciency with conflicting sets of policies. We mustav . •t e a policy that equitably recognizes the impor-
allee of each transportation mode or accept

lo When selecting a title for this presentation, I°ked for an expression that would crystallize in a
succinct manner the broad range of opinions and per-
pri:Lectives about the railroad industry and its future.
tr"s, "Anachronism or Dynamism." Has railroad
si nsPortation outlived its usefulness? Are its perva-
a ve financial difficulties really a symptom of an
isPProaching extinction? Is it an endangered species?
th the industry implacably destined to the same fate
that befell the canal boat, the Red River Valley ox cart,the 

1;011y Express, the stagecoach, all of which were
rosPiaced within the last hundred years by the 
a

rail-
industry. Has this giant, which obsolesced in the

last century all of those forms of transportation, now
found its own obsolescence, unable to adapt to a
changing environment?

Now that is one end of the spectrum: anachro-
nism, a dinosaur, a behemoth, incompatible with an
environment that approaches the end of the 20th
century.

Well, there are some symptoms of this senior citi-
zen status and an approaching extinction. For in-
stance, some of its parts are falling off. In the last 45
years, railroad mileage in this nation has fallen from
250,000 to 200,000 miles, down about 20 percent.
When a physical property, such as the national rail-
road transportation system, contracts by 20 percent in
45 years, there's a message there. Somebody doesn't
need it very badly. Of course, occasioned by recent
bankruptcies, the abandonment process within the
last few years has further escalated, meaning that the
plant is going to shrink even faster in the future than it
has in the past.

Another part that fell off is passenger transporta-
tion. With the exception of one passenger train oper-
ated by the Southern Railway, which the Southern is
trying to abandon, all railroad passenger operations
in the nation are operated by AMTRAK, courtesy of
the American taxpayer. AMTRAK and the govern-
ment have finally found out and accepted what the
railroads have been telling everybody for years, that
there is no money in the passenger transportation
business. AMTRAK requires an operating subsidy
from the government of nearly 1 billion dollars a year,
plus extensive loans for capital improvements and
acquisitions.

Another service missing from the railroad prod-
uct line is the LCL business. This is the small package
freight business. Some of us stayed in that business to
the very end, hanging in in the hopes that we could
meet motor carrier competition which because of
superior service had captured practically all of the
market. So what was less than carload business is
now less than truckload business, and it's all on the
highways. And more symptoms — bankruptcies, first
the shock and the reverberations of the Penn Central
bankruptcy, and since that time, in our own Upper
Midwest area, bankiuptcies of the Rock Island and
the Milwaukee Railroads. Perhaps in an effort to con-
solidate and strengthen the better parts of the system,
we have already -seen mergers of major railroad
properties and more of them are pending right now.
As I see it, mergers have generally joined strong car-
riers, not weak ones nor the weak with the strong. The
Northern Lines merger put together three extremely
strong carriers with a strengthened financial and
competitive position. Currently the Interstate Com-
merce Commission is taking testimony on the pro-
posed merger of the Burlington Northern with the
Frisco Railroad. The Chessie System in the East and
the Family Lines System in the Southeast have an-
nounced merger plans. The Southern Railway in the
South and the ICG in the Midwest have studied and
then discarded a possible merger. These mergers may
generally be seen as an attempt to strengthen the al-
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ready strong roads and to better gird them for the
future.

Another index of creeping old age might be dete-
rioration of market shares. In the last fifty years, the
railroad share of the U.S. intercity freight ton-mile
market has fallen from 75 percent to 35 percent. True,
over this period of time our market in absolute terms
has doubled but, nevertheless, our market share has
been cut in half. The total market in the last fifty years
has quadrupled, whereas rail participation has only
doubled. We have lost major shares of the market to
the motor carriers, the barge lines, and to the oil pipe-
lines. This says something about the railroads' ability
to compete in a changing environment.

Trackage abandonments, AMTRAK, LCL ser-
vices, bankruptcies countered by mergers, falling
market shares — these are not necessarily symptoms
of a terminally ill patient but certainly neither are
they comforting in developing any sort of prognosis.

Now let's go to the other end of the spectrum:
dynamism — a vital, essential industry, awakening
perhaps from a long sleep, rested and poised for a new
charge at the marketplace. As might be expected, the
adherence to this point of view generally comes from
the industry itself. But there are some manifestations
supporting this optimism. For instance, in the year
just ended, 1978, despite an unusually severe winter,
and despite a protracted coal strike that lasted well
into the first quarter, the industry produced a record
865 billion ton-miles, an increase of 4.7 percent over
1977. With that record goes also a record of freight
revenue production of 21 billion dollars. Capital ex-
penditures of major railroads in 1978 were 1.8 billion
dollars. That's up 19 percent over 1977. These expen-
ditures were in cheapened 1978 dollars, of course,
with a severely eroded value, but nevertheless they
were enough to produce 125,000 new freight cars and
1,200 new and rebuilt locomotive units. Another
bright spot in the future on which industry supporters
are putting great emphasis is the tremendous poten-
tial of railroad transportation in the expanded use of
coal and with that the efficient technology of unit
trains.

I guess that for just about every index you could
find which says "anachronism," I could find one that
says "dynamism," and I expect that the truth lie 
somewhere in the middle. But it's a precarious bal-
ance, and it wouldn't take much of a nudge or a con-
tinuing neglect in terms of public policy to condemn
the industry as we have known it, privately-financed
and privately-managed, to oblivion.

There is one clear and overriding factor which if
not immediately recognized and treated will signal
the demise of the industry. That factor is the bottom
line of the income statement. Call it net income,
profit, or return on investment, whatever you prefer
— it's abominable. Return on net investment to the
industry in 1977 was 1.7 percent, and it was not any
better in 1978. The rate of return has not exceeded 3
percent since 1966. How long could any of you stay in
business, maintain the quality of your products,
maintain the efficiency of your operation, and stay
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in the marketplace with a return on investment of
less than 3 percent? Abandonments, unreliable and
erratic service, congested terminals, derailments,
wrecks — these are all just symptoms of the underly-
ing disease — that miserable, clearly unacceptable
rate of return on investment. The railroads are pro-
ducing twice as many revenue ton-miles now as they
did 50 years ago, but they are not equipped to handle

this increase, not in an efficient manner. They have

not been able to modernize their terminals, to up-
grade their trackage, to buy new cars consistent with

demand, to maintain roadbeds, including rail, ballast

and ties commensurate with the increase in tonnage,
because return on investment in railroad operations

has been so niggardly as to preclude any consider-
ation of the modernization that is essential to keep us
in the marketplace in a competitive way.

Now the industry is perceived by its symptoms,
not by the underlying disease. We've been a particu-
larly high profile target recently, particularly as we've

tried to respond to a strong economy and a strong
demand for rail transportation. The problem to the

railroad user is that there's a shortage of cars and the

problem should be corrected. And it's easy —just buy
some more cars. I ask, "With what?" With the rate of

return on net investment that has not exceeded 3 per-

cent for 13 years?
Now let's try to put that rate of return in a little

different perspective. Let's try to analyze it — why is
it so low? I submit that there are two sets of conditions
in the railroad operating environment that are pri-
marily responsible for the inadequate rate of return

and therefore the deteriorating plant and service.

The first is regulation of the railroad rate structure

by the Interstate Commerce Commission. And when I
set this out first, I don't mean to imply that it's the
primary cause; it is one of two. I listened to George

Chandler's remarks yesterday, and I hasten to say that
I agree with most of the things he said. I think the

Commission's attitude in recent months has reallY
been considerably more enlightened that it was. I

agree with what he said about the matter of rate in-
creases on recyclables. The Commission has been

with us all through that proceeding. We're hung UP
the environmentalists in court; it's most frustrating;

The demand for the transportation of iron and stee.

scrap on the Soo Line has never been higher than it
iS

right now. We can't find enough gondolas to suPP°r,`
it, and yet we are unable to raise the rates when it 

$

easily susceptible to the rate increase. But I believe,
there is a psychological set to the regulators of an

industry. They feel that they are best serving the Puy:,
lic interest if they keep the charges of the regulateu

industry at a level that really leaves that industry u.ni
dernourished. They maintain near-starvation dle

that keeps the industry just barely alive and therefore

out of the jaws of bankruptcy, but with a level of ear.11,
ings that does not permit modernization, that denle'a

the very vitality that is necessary to compete int. e

highly competitive transportation marketplace.

fact that the railroads are undernourished and are tr):,

ing to survive with a miserably low rate of return 1'
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certainly not news to the Interstate Commerce Com-
mission. But in balancing the public interest against
the revenue needs of an industry that still produced
35 percent of the intercity revenue ton-miles in this
nation, they have chosen a path which denies any
chance of prosperity for the railroad industry — the
ICC is playing a dangerous game.

And it's not just the regulation of the rate struc-
ture, the pure economic regulation, that is costly. It's
the proliferation of the record-keeping! Regulation for
the sake of regulation. The filing of endless paper
Work which, in many cases in my opinion, can have
no meaning to the regulator. Compliance with these
endless regulations dilutes railroad manpower and
time. One rule-making proceeding seems to beget an-
other. They are endless — every morning a new one
°n my desk. Then there is what I regard as the petty
regulation of the bureaucracy, the necessity of con-
summate and impeccable compliance with proce-
dure, with style, with form. These are things that are
not substantive but are purely procedural and; in my
°Pinion, in many cases are nothing more than make-
work projects.

Apart from the ICC regulation of a rate structure
in such a way as to impose near-starvation diets
On the industry, there's the second set of conditions:
subsidized motor and water carrier transportation
against which the railroads are trying to compete, and
not very successfully. The cost structures of the water
carriers and the motor carriers are aided by huge gov-
ernment subsidies, resulting in price structures that
reflect something considerably less than full and true
costs. And yet, it is against that price structure that we
rnust compete. In many cases, and this is becoming
inore and more true, the railroad cost structure is such
as to even preclude consideration of competing for
certain traffic with the barge lines or with the motor
carriers. Talk about captive shippers, captive to therailroad _____ think how many are captive to the motor
carriers and to the barge lines because of artificial
Pricing induced by artificial cost structures!

For instance, although the railroad industry is a
Inti_aior hauler of grain throughout the country, during

Open season of 'navigation on the Mississippi
lver no grain moves by railroad from Minneapolis to

keXP0rt and domestic markets downstream — not one
uushel! It is all on the river. 233 million bushels ofgrain down the river from the Twin Cities by barge in
,978. That's 4,547 barge loads. The railroads, with an
r'.11subsid11zed cost structure, are only a standby car-er, hoping to pick up a few crumbs during the winter
11,10nths when the river is frozen. And here is why this
itnornaly exists. For every dollar the shipper pays for
hransportation of grain on the waterways, the tax-
V
e
er Pays 42 cents. That artificial factor injected into

as barge price structure prohibits the railroad from
serting its real strength, its real underlying costs in
14eting for this traffic. Our opportunity to expandnr business in that market is inhibited by an artificial

Price structure.

Ilati
Well, thus far I've been talking only about the
°nal railroad industry, and this perspective of
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anachronism vs. dynamism, and the matter of rate of
return. Some of you may say yes, but what about the
Soo Line Railroad? An enviable reputation. Aren't
you a strong, financially viable regional carrier? Good
growth in volume, sales, net income, return on invest-
ment? To which I would very modestly say "yes, of
course." But I would also condition that reply by ob-
serving that the Soo Line cannot make it on its own.
The Soo is irrevocably part of the national system.
Over the long run the Soo is no stronger than the rest
of that system. 80 percent of the Soo Line's business
involves interchanges with other railroads. We're
not isolated; we are not a system to ourselves, but
necessarily part of this deteriorating national frame-
work. And as that framework becomes frayed and
weakened, losing its competitive position in the mar-
ketplace to other modes, so goes the fortune of the
Soo.

Well, I think it's time for a review. From an his-
torical perspective I find a once proud industry now
on its knees and marked by some of the diseases of old
age: chronically low earnings, riddled with bankrupt-
cies, and other marginal railroads teetering on the
edge of bankruptcy. In terms of public policy, this
condition seems to have been recognized by the De-
partment of Transportation. On the other hand, it
would be my observation that this abject condition is
just about where the Interstate Commerce Commis-
sion would like to keep us. Keep the patient alive, but
just barely. Serve both interests, and this is equity.

DOT expresses a philosophy that if something
isn't done to improve the industry, we will all be
down at the taxpayer trough in Washington, and the
cost of that sort of an injection will be far greater than
if we are given the opportunity to regain viability
through the private enterprise economy. And DOT
apparently hopes to find this viability through a grad-
ual process of de-regulation, tentatively suggesting
complete de-regulation within five years. I'm having
difficulty understanding the DOT rationale. But ap-
parently they presume that de-regulation would en-
hance competition and would permit the railroads to
expand their markets, presumably at the expense of
our intermodal competitors. I'm not sure that the Soo
Line needs that kind of freedom. I have never had any
difficulty in reducing rates, and an industry with a 1.7
percent rate of return on investment for the last sev-
eral years and nothing better than 3 percent for 14
years doesn't need that kind of freedom. Our cost
structure doesn't permit us to do so. There's a lot of
business on the highway, on the river, and on the
Great Lakes which we look at enviously and would
like to chase, but we cannot consider competitive
pricing with those modes of transportation for that
business. It's my observation that if de-regulation
spawns competition, it will be intramodal competi-
tion with the entire industry fighting over a shrinking
market, resulting in a further debilitation of the
weaker members of the industry and the strengthen-
ing of the strong.

I don't think de-regulation per se is the answer to
the railroads' dilemma. I would be a strong advocate
of what some people have termed "re-regulation."



Let's eliminate the petty, meaningless procedural
form and style which exist only for the sake of regula-
tion and really make no substantive contribution to
either the public interest or the railroad industry. But
complete de-regulation, moving the railroad industry
over to the jurisdiction of the antitrust statutes such as
the Sherman Act, the Clayton Act, the Robinson-
Patman Act, may well be pushing the entire industry
over the cliff. It is public policy itself that must be
addressed. Subsidization by the taxpayers of other
modes must be discontinued; these artificial costs
must be replaced by the true structure of all modes.
Then the railroads can compete, and with their partic-
ular efficiency I would be optimistic about substan-
tial market expansion.

It is true that this nation and its economy desper-
ately need the railroad system. The need is a long way
from being anachronistic. It is also true that the indus-
try is in desperate financial trouble. But ladies and
gentlemen, mark my words, there are only two ave-
nues to perpetuating the industry. The first is nation-
alization. Anathema! The people who advocate such
a move cite the fact that the railroads are an absolute
necessity to the nation's commerce and that is true.
They cite the fact that the industry as a whole is in
serious financial trouble — and that is true. They say
nationalization would save the railroads. That is not
true. People point to nationalization in other coun-
tries. What about those trains; are they really so great'?
The nationalized railroads of Europe and Japan oper-
ate on an average yearly deficit of 20 percent. They
spend $1.20 of the taxpayers' money for every dollar
they take in. If American railroads operated on that
basis, the yearly bill to the taxpayers would be about 4
billion dollars. Even now, though far from being on
Easy Street, some U.S. railroads do make profits —
and all pay taxes. Isn't it better to have tax money
coming from the railroads rather than going to them?
And what would happen to other modes of transpor-
tation if the railroads were nationalized? Based on the
experience of other countries and on logic, the other
modes would obviously be in a disadvantaged com-
petitive position. The government would likely act
to set some limits of competition against the rail-
roads. In Norway, for instance, there is a mileage tax
on trucks to discourage long haul highway freight op-
erations and, in effect, insulate the government mo-
nopoly from competition. In the end, the other modes
would begin to find themselves facing more and more
financial difficulty and facing the prospect of their
own nationalization to save the essential services that
they render.

The basic fact is that nationalization, wherever it

has been tried, hasn't solved railroad problems. Pri-

vate enterprise can solve the railroad problems but we

need help. And this is the only way to resolve this

problem: develop, implement, and observe a national
transportation policy that truly treats all modes fairly

and equitably and recognizes the proper economic

role of each.
Now I have no intention of criticizing other in-

dustries, not even my competitors. They have their

own rights, and they have their own problems. I don't
mean to sound unduly critical of government either.

After all, railroaders are as patriotic as the next. As a
matter of fact, railroad history and American history
are so intertwined that it's virtually impossible to dis-
cuss one without the other. But you can't blame me

sometimes if I become a little impatient when a ques-
tion of simple fairness is involved. Like this question
of subsidized competition. Vast amounts of money
are voted to build fine highways in every part of the

country. It's relatively easy to get money bedause any-
body who drives a car is in favor of good highways.
You can count me in on that. But trucks, which com-
pete with railroads, get the use of those highways. A
large amount of money goes for the improvement of
inland waterways. Barge lines, which compete with

the railroads, get to use those waterways. On the other

hand, railroads build and maintain their own right of

way, their own terminals, their own signaling abili-

ties. All of these facilities are on private property, and

the property is taxed. I know that truckers pay a siz-

able share of highway taxes but the amount paid is

substantially less than the cost of the facilities they

use. In the case of truckers, studies made by the

Bureau of Public Roads, now the Federal High-waY
Administration, have shown that heavy trucks are not

paying fully for the additional cost of pavement and

other design features needed to carry them. Water car-
riers don't pay anything for the use of tax-supported

navigation facilities.
Ladies and gentlemen, this nation desperately

needs a national transportation policy whereby the

various modes will compete on the basis of real not

artificial cost advantages. This is the only way to
obtain economic allocation of markets among the

competing modes so that each would be financiallY

successful at the job it does best. No longer can this
nation afford an uncoordinated and often conflicting

set of policies and regulations that waste transporta-
tion efficiency. There must be a national transporta-

tion policy that considers the needs of today, tomor-
row, and the ability of the various modes to fill those

needs.
The Department of Transportation was estab-

lished in 1967 in recognition of the need for a Na-
tional Transportation Policy. Here we are 12 yea

rs

later, still bumbling along without the policy that,
we all know is needed, still treating each mode or

transportation in a fragmented, isolated manner, and
disregarding the consequences of specific actions on

competing modes. I don't think anybody in this roonl

is going to disagree with me when I say that the rail-

road industry is vital to this nation's economy. Its
distribution system, the most sophisticated in the

world, would be paralyzed without the railroad plant.

But take it or leave it — my last words: develop an

observe a national transportation policy that equi-

tably recognizes the importance of all modes °r
accept nationalization.
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Restructuring
the Midwest:
Moving Toward
Better Rail Service
Tames R. Wolfe
President
Chicago and North Western
Transportation Company

The slide presentation has shown where
• Midwestern railroad system is now and how it got
there. I will tell you some of the things we can expo
to take place in the future.

The situation in the Midwest differs from that of
the Northeast a few years ago in that it has a good base
of solvent railroads to take up the slack of the two that
have gone bankrupt. In the Northeast, the entire sys-

went bankrupt, and Conrail was created to fill the
vacuum.

There is sure to be a major restructuring of the
railroad system in the Midxvest, a process which is
vital to the railroads and to the health of the region's
agribusiness economy. The real public interest is the
ability to put corn and soybeans into domestic and
World markets at a competitive price.

The restructuring must eliminate redundancy,
Which is the direction which the DOT and the FRA
are moving. This will include abandonment of light-.
density lines, market S1A'aps, joint operating 

agreeInents, and the pruning down of main lines in areas
Where too many are competing in relation to the
einount of available business.

In addition, the railroads are on the threshold
9f winning relief from the regulatory straight
jacket they've been in all this century. The DOT and
the FRA are pursuing legislation to lift restraints and
make the railroads more competitive with other
Modes. Industry leaders are attempting to agree upon
recommendations.

In the future we can look forwi.ird to a healthier
rail system with benefits such as: 1) improved utiliza-
tion of equipment, 2) more investments in track and
equipment, 3) deductions in shipping time. 4) growth
of the unit train concept, 5) intermoclal movements,
6) Paperless car movements, due to the use of com-
"ters, 7) a smaller, more efficient system in the

iclwest, handling a larger share of the intercity
'reight carriage.

tern
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It's a pleasure for me to be here with you. It's
encouraging to any railroader to witness conferences
such as this because they clearly demonstrate the
widespread concern of everyone for the health and
future of this nation's transportation industry.

The slide presentation you just saw pretty well
sums up the posture of the midwestern railroad sys-
tem, where it stands right now, and how it got there.
In the remaining time, I xvould like to tell you about
what are, at least in my view, some of the things we
can look for and reasonably expect to take place
through the decade of the 1980's and for the balance of
the 20th century and, indeed, into the 21st century.

At the outset, I think it's important to point out
that in the Midwest, unlike the situation the North-
east found itself in just a few short years ago, we're
starting from a pretty good base. And although there
are some similarities between what happened in the
Northeast and some of the things that have occurred
more recently here in the Midwest with two of the
largest carriers having slid into insolvency, there are
extremely important differences as well. For one
thing, in the Northeast, virtually the entire railroad
system went bankrupt. There was no solvent core to
fill the vacuum. The answer, of course, was the cre-
ation of Conrail. I suppose it could and will be argued
until hell freezes over whether or not Conrail was the
right answer. I really don't think we have the answer
to that question as yet. Whether Conrail can make it
ultimately as a profit making corporation remains to
be seen. But right or wrong, at least Conrail is an at-
tempt at a solution. The problem ivas addressed and
that problem was a total regional, financial collapse.
Unlike the Northeast, the Midwest does have a core of
healthy, viable railroads that can pick up the slack
that may result from liquidations of bankrupt lines.
These railroads, including the North Western,
Burlington Northern, Soo Line, Illinois Central, and
others, are fully capable of stepping in and grafting
onto their existing systems portions of either or both
of the two bankrupts that are truly needed to maintain
vital rail services.

There is virtually certain to be a major restruc-
turing of the railroad system of the Midwest. The re-
structuring is absolutely vital both to the rail network
itself and much more importantly to the continued
health and viability of this region's and particularly
Minnesota's agribusiness economy. However, that re-
structuring can be accomplished within our existing
private network of carriers.

In any discussion revolving around the future of
the midwestern railroad system, and, really, we're
talking about improved rail transportation for this
region's principal product, grain, I think it's impor-
tant to attempt to define what is, after all, the public
interest. The true public interest, it seems to me, is not
the private self-interest of the individual railroad
companies; it is not the pri:vate self-interest of a par-
ticular grain exporting company; it is not the private
self-interest of a particular large or small grain eleva-
tor; it is not the private self-interest of this or that
political figure; it is not the private self-interest of this



wasteful main lines as well. For example, in the im-

portant Chicago-Omaha corridor, one of the principal

routes for the movement of transcontinental railroad
freight, there are five railroads competing for a vol-

ume of business that would support and keep healthy

two carriers at the most. All five carriers must main-

tain their plants to be able to compete for this busi-

ness. This is a terrible waste of assets and capital.
The same situation prevails between Chicago and

St. Louis where five railroads are competing for a lim-

ited amount of traffic, between Chicago and Kansas

City where there are another five, and between

Chicago and the Twin Cities, where there are four

railroads operating duplicative and competing

mainlines. As long as these situations exist, this

region simply won't have the healthy railroad net-

work able to provide the best possible service.
Ultimately, of course, there may be some liquida-

tions in this region, and obviously I'm talking about

the two bankrupt companies, the Milwaukee Road

and the Rock Island. Much depends upon the trustees

of these two railroads. If liquidation of all or parts of

these two systems does become a reality, then other,

stronger carriers in the region are prepared to operate

and/or purchase segments of these systems to assure a

continuation of needed railroad freight service.
Other things on the horizon will have major and

beneficial impacts on the midwestern railroad system

between now and the end of this century and beyond.

The railroad industry is on the threshold of winning

some perhaps very significant relief from the regula-
tory straightjacket they've been forced to operate in

since before the turn of the last century. SomebodY

has finally figured out that the railroads no longer
enjoy and have not enjoyed for the past 3 or 4 decades,

a monopoly in the hauling of this nation's goods.

There really are trucks and barges out there which,

because they're largely free of the type of regulatorY

climate the rails are forced to operate in, have system-

atically eroded the railroads' traffic base to the point

where, if something isn't done to balance the regula-

tory and hence the competitive scales, the railroads'

continued ability to provide the quality of freight ser-

vice this nation has a right to expect will be seriouslY,

perhaps irreparably, injured.
To this end, the federal DOT and FRA have made

clear their intention to pursue legislation in the next

congress that would relieve the railroads of at least

some of the more onerous regulatory constraints. To

this same end, railroad industry leaders now are,
engaged in intensive efforts to agree upon unifieu
industry recommendations for specific legislative

changes in the regulatory powers and procedures that

have so effectively shackled not only our freedom but

our ingenuity for so many years.
What does all this mean for our collective future

as carriers and shippers?
It just has to mean a stronger, healthier ral r'1 oad

system serving this vital region of the country. And

that has to be good news for all of us. I think that

during the next decade we can all look for such bene"

fits as:

or that community, be it urban or rural. And yet, in a
way, it is all of these things and more. The real public
interest, it seems to me, is the ability to lay down
Minnesota corn and soybeans in domestic and world
markets at a competitive price.

The push must be in the direction of a restruc-
tured midwest rail system that eliminates redun-
dancy. It is, in fact, already underway. Officials of the
United States Department of Transportation (DOT)
and its railroad arm, the Federal Railroad Administra-
tion (FRA), are clearly headed down this path. These
officials seem to understand the nature of the railroad
problem in the region and in my opinion are moving
in the right directions toward a solution.

What are some of these directions? Abandoning
light-density, uneconomic branch lines is clearly one
outstanding example. At the federal level, DOT and
FRA people sense the vital necessity for the railroads
to prune away excess capacity that has, for decades,
been a terrible drain on the ability of individual car-
riers to provide top quality freight transportation ser-
vice where it's vitally needed. These light-density
lines not only are a cash drain on the railroads, but
they contain a wealth of materials, unused assets, that
can and should be picked up and used elsewhere on
the systems where traffic density justifies it. The
light-density lines are also notoriously wasteful of
cars and locomotives and in most cases are terribly
energy inefficient. Where there are small loads of just
a few cars to be hauled from country elevators, trucks
can do this job much more energy efficiently than can
the railroads. In this connection, of all the states in the
region we generally describe as the Midwest, Minne-
sota stands well ahead of most, except Iowa, in terms
of developing an enlightened transportation policy.
Instead of a knee-jerk reaction opposing railroad
branch line abandonment applications, Minnesota is
now taking a hard look at what it really wants its
entire transportation system to accomplish. In some
cases, this means that Minnesota will support branch
line abandonments and where it wants to retain a line
that otherwise would be abandoned by a particular
railroad will help fund this line's rehabilitation.

Other elements of the restructuring process are
just getting started. These include such things as mar-

ket swaps and joint operating agreements, such as
those recently agreed to by the North Western and the
Milwaukee Road. As most of you probably know,
North Western will discontinue serving the Dubuque,
Iowa, area in return for Milwaukee Road's pullout
from the Rapid City, South Dakota, area plus some
other, smaller, market swaps. The basic premise is, of
course, that there's not enough traffic available at
either spot to keep two railroads viable. But one rail-
road could make it and continue to make the neces-
sary investments to assure good service to the area.

Most of you have heard about our agreement to
permit the Milwaukee Road to operate over our exist-
ing east-west mainline between Clinton and Tama,
Iowa.

But it's not merely a question of uneconomic and
redundant branch lines. This region of the country
also is burdened with a maze of duplicative and
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1. Much improved utilization of both cars and
locomotives, thus significantly adding to the
hauling capacity of the existing fleet.

2. Healthier railroad companies much better able
to make the investments in both track and
equipment to assure still better freight service.

3. Significant reductions in the time it takes
shipments to move between major terminals,
such as fresh fruits and vegetables from the
West to the East and midwestern grain from
the growing area to the gulf and other ports.

4. A continuing and perhaps accelerating growth
of the unit train concept.

5. Freer intermodal movements of a wide variety
of commodities, perhaps even common own-
ership of such modes.

6. As the system becomes less encumbered and
more efficient, ultimately paperless car move-
ments as your computer tells ours when and
where to move your cars.

7. A physically smaller but vastly more efficient
rail system, particularly here in the Midwest,
handling a very much larger slice of the inter-
city freight pie.

It's always difficult to pinpoint specifics with so
Many unknowns. One certainty that I believe I can
Predict is the C&NW, one of the largest railroads serv-
ing the Midwest, regardless of what measure you se-
lect, will, as it has done in the past 6-1/2 years under
employee control, continue to improve its plant, faci-
lities, and equipment and thus be in a continuing
better position to handle the commerce of Minnesota
and the Midwest.

Transportation
In the 1980's

Springrose
Vice President — Transportation
Cargill, Incorporated

Those who say that the regulations of the ICC
have caused the problems confronting the transporta-tio •

industry are not looking at the whole picture. The
'CC administers laws but does not pass them. All of us

Shippers, carriers, unions, and government offi-
cials ----- are partially to blame. We need to concentrate
°4 solving those problems rather than on finding
fault.

The decade of the 1980's is one of opportunity,
°1ding the promise of expanding world markets and

g_rowth in volume and profits. Our expanded hori-
t4_ons depend on our ability to transport this increas-

.tug volume Agriculture will have to adjust its inter-
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nal logistics to take advantage of the most efficient o
the transportation elements available, a process it has
been slow to follow in the past.

What are the transportation pitfalls that might re-
strict U.S. agriculture? Little improvement in logis-
tics can be expected from the inland waterway system
in the 1980's. Increase in grain volume by barge will
be restricted by the cost of waiting for lockage. Per-.
haps tonnage patterns can be diverted through the St.
Lawrence Seaway. -

Trucking is expensive over long distances, and
the supply of vehicles is short. We need to preserve
agricultural exemptions and the flexibility they
provide.

In the rail industry, the fleet for grain is modern,
efficient, and growing. Amounts spent for mainte-
nance and modernization have increased. However,
what is needed is better car utilization. Much of the
railroad industry serving the grain belt is in poor
financial straits. Much of its upgrading is between
major cities, which does not benefit agriculture. The
needs of agriculture are given too low a priority for
what is justified by its importance.

The Local Rail Service Assistance Act of 1978
provides federal money for rehabilitation and allows
the state to decide which lines should be upgraded
Some lines will have to be abandoned.

Today I am guardedly optimistic because I see the
opportunity to shift priorities on railroad rehabilita-
tion toward rural agriculture's needs. A 20 percent
increase in utilization will perhaps accommodate
agriculture's needs through 1985. Unit trains are the
principal means of improving this utilization. Many
agricultural interests are participating in unit trains
and contributing to the growth of agriculture. Neither
agriculture nor the railroads are yet equipped to han-
dle all the distribution complexities, but they should
accelerate the effort toward that end.

In this talk, I will project forward a little, re-
cognizing all the while that agriculture is an industry
which is still dominated by the "nearby."

But before proceeding with a view of the decade
of the 1980's, I feel obliged to give my perspective to
the assertions which tend to blame the Interstate
Commerce Commission and its "heavy hand of regu-
lation" for the problems confronting the transporta-
tion industry and.the railroads in particular.

In my view, most of these assertions are ground-
less and self-serving for those who make them. The
ICC's fundamental responsibility is to administer
laws (which they did not pass) in the public interest.

When one objectively assesses the problems in
transportation today in terms of ICC culpability, one
is inevitably drawn to the following conclusions:

ICC does not determine the dividend policy of
railroads on other transportation companies.

ICC did not negotiate or sign union contracts
which contain featherbed work rules, nor is it ICC
who insists these provisions be perpetuated.
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ICC does not control maintenance programs
nor capital allocations among transportation
companies.

"Interested Parties," exercising their right to be
heard, are more responsible for delays in litiga-
tion than is the decisionmaking process within
ICC.

ICC does not invite Congressional interference
and pressure.

Litigants conjure up the complexities of issues —
not the ICC.

This is not a complete list of problem areas in
transportation, but it serves to illustrate my point. . .
that extending fingers at "who's to blame" does not
now, or ever has, solved "the problem." It seems
clearly in order for participants in these issues to
spend their energies on paths toward solutions in-
stead of on detours to sanctimonious self vindication.

The real truth is that we are, all of us, partially to
blame — shippers, carriers, unions, appointed and
elected officials. Would we but collectively admit
that truth, say "Amen" to the past, and attack the
future intelligently and objectively, many of today's
problems would become tomorrow's staples.

And, as to self-vindication, isn't it more gratifying
to say, "I helped fix it" than to say, "I fingered the
culprit"? Who deserves more esteem — the person
who complains. "The hot sun soured my milk" or the
one who says, "I invented refrigeration"?

With this in mind, I come to you with guarded
optimism about the 1980's. While this optimism is
restrained, I believe the next decade can produce out-
standing results if we, as an industry, concentrate on
those problem areas which offer feasible solutions.

The decade of the eighties is generally viewed as
one of opportunity, of expanding world markets, of
growth in volume and profits — bullish on many
fronts. But with the decade of the bullish 1980's beck-
oning and tinting our glasses with roses, we should
now pause to review the lessons, often painfully
learned, from history.

The opportunities we foresee can be fully real-
ized only if we guard against the pitfalls which lie in
the path of reaching fulfillment, pitfalls whose gen-
esis perhaps is outside of agriculture, specifically
within the transportation industry.

It is easily recognized that our expanded horizons
depend on our ability to transport the increasing vol-
ume we anticipate. Too often we take this external
dependency for granted — until it fails. It seems pru-
dent, then, to concern ourselves with those transpor-
tation elements upon which we depend, so as to fort-
ify them against failure. History surely teaches that
crying "discrimination" in the panic-riddled climate
of high volume and advancing prices does not help
and frequently does more harm than good.

Before I discuss areas in which we might concern
ourselves to improve our chances of optimum bene-
fits from the bullish 1980's, let me say that some of the
historical failures we have experienced were caused
by agriculture's unwillingness or inability to adjust
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internal logistics to the most efficient of those trans-
portation elements upon which we depend. Our in
dustry is sometimes painfully slow in adapting to
technological advances in transportation. Perhaps
the transition is correlated with the supply and de-
mand factors of the marketplace. If so, it is as it should
be, but I 'submit that those among us whose percep-
tions of supply and demand suggest an early transi-
tion should not be hampered or penalized by others of
us with perceptions or conclusions to the contrary.

So as we approach the 1980's with fOrecasts of
significant growth in world population, with impro-
ved per capita incomes and better diets, and with 16
billion bushels of grain-storage capacity, of which 9
billion is on-farm storage, what are some of the trans-
portation pitfalls which might restrict U.S. agricul-
ture from becoming the dominant supplier of food
around the world?

For the sake of simplicity, I have separated the

transportation network by modes. There is intermo-
dal overlap and intermodal competition, to be sure,
but these tend to build or decline depending upon the

circumstances within each mode at given points in
time.

If we begin with the inland waterway system, we

quickly come to focus on Locks and Dam 26. As I am

sure you are all aware, Congress has just passed the

bill to rebuild or rehabilitate that worn-out structure.

Congressional approval, however, is only one ele-

ment of the rehabilitation process. The engineering

and construction components are such that little im-

provement in logistics can be anticipated from 
the

river system during the 1980's.
Locks and Dam 26, for all practical purposes, is

already operating at capacity on down-bound freight.

This means that increases in grain volumes by barge

will be severely restricted and will offer little chance

to capitalize on expanding world markets. Inde
ed,

increased volume has and likely will continue 
to

work to the detriment of grain exports because the

cost of waiting in line for lockage is already high and

will go higher. These costs cannot be passed through

by either the barge lines or by the exporter because t
he

grains being transported must compete at the Louisi-

ana Gulf with F.O.B. values of like quality at Texas

and North Atlantic ports and with suppliers in other

surplus-grain-producing countries around the 
world.

There may be some opportunity to take the 
pres-

sure off Locks and Dam 26 and increase volumes via

water by diverting tonnage patterns on the Il
linois

River from southbound to northbound through Chi-

cago and the St. Lawrence Seaway. I have not made

any studies to determine where the economic or ge°:

graphic breakpoint for such a diversion should be. It

is an alternative whose implementation will become

feasible depending upon how hard the bull ch
arges:

Be that as it may, the inland waterway system is

limited by forces beyond the control of 
agriculture.

We must turn elsewhere, then, to accommodate 
our,

growing transport needs. While trucks have 
served

agriculture extremely well in the traditional sense'

they are much too expensive for long hauls, and 
the



supply of vehicles is woefully short to meet the antici-
pated volumes over greater distances.

The most significant thing we can do for trucks is
to preserve the freedom and flexibility they provide
under the agricultural exemptions. In addition, we
must recognize that motor carriers and their drivers
are somewhat in a CATCH 22 situation. On the one
hand, highway weight restrictions limit their pay-
load, and on the other, limits on speed and hours on
duty restrict their productivity. Of the two obvious
solutions, I would expect to see rates increasing
rather than drivers accepting a reduction in take-
home pay.

This leaves railroads as the remaining practical
mode to whom we can turn. But assessing railroad
capacity is always a tricky business. If we consider
fleet expansion, the immediate future is bright.
Freight car manufacturing companies are turning out
new cars to the limit of their capability. New orders
are booked into the winter of 1979. Estimates of new
Covered hopper cars coming into service within the
next 12 months reach 20,000. These will be added to
the 88,000 placed in service since 1969. The total
covered hopper fleet should reach 254,000 by 1980.
Of these, over half will be the standard 100 ton grain
hoppers.

Without question, the rail fleet for grain, if not
always adequate, has what can be called modern
equipment. From our view of loading and unloading
Characteristics, it is much more efficient than the old
boxcar. Gravity does all the work; losses in transit
have been eliminated except in unusual circum-
stances; we no longer have to spend time and money
installing and removing grain doors.

I think back to the early 1960's and the legal bat-
tles over the "Big John" rates in the southeast. Those
Were the rates that originally introduced 100-ton cov-
ered hopper cars. I recall one of the objections ad-
vanced by the ag-industry -- that such big cars would
40t fit under the loading spouts. Whereupon South-
ern Railway said, "Let me introduce you to the hack-
saw." Today, less than twenty years later, boxcars are
scorned by our industry, I suppose now because the
sPouts won't reach far enough to avoid spillage and
Waste.

So, today the rail fleet for grain is modern, effi-
cient, and growing.

In addition to fleet expansion, railroads spent
6.2 billion for maintenance and modernization in
077 — the second highest total in the industry's
11istory.

From all of this, one might conclude that rail-
roads are primed to absorb the increasing grain vol-
Ilines of the 1980's. I honestly believe they will give it
hard try, but it will not be easy.

re There are other studies and statistics that are wor-
'some. For example, in times past when grain ex-
Ps.°rts were heavy, additions to the rolling stock have
t1,11/1Ply served to clutter up the system. In my view,

answer to car shortages is no longer more cars but
()otter utilization.

One of the yardsticks for freight car utilization is
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the average number of trips per year. In the period
1969-1977, boxcar utilization declined from 17.4 to
12.2 trips per year; covered hopper cars declined from
17.6 to 15.2 trips per year.

During this same period, agriculture adjusted to
unit trains with average trips per year at about 35.
Forty trips per year are now commonplace, and 6C)
trips on some trains have been reached. These signifi-
cant improvements in unit trains are included in the
system averages and, because unit trains were just
beginning in 1969, they tend to make the figures on
hopper cars in later years look better than they really
are.

But we cannot move crops with system averages.
We need individual railroads, either singly or in joint
route coordination. Regrettably, much of the railroad
industry which serves the grain belt is in poor or
weakened financial straits. The capital invested for
maintenance and modernization among these rail-
roads is disproportionately low and much of what is
done requires federally supported loans. Another ele-
ment is that much of the money which is being spent
for system upgrading goes to major corridor lines be-
tween major cities. For example, the bankrupt Mil-
waukee spent $25 million rehabilitating their line be-
tween Minneapolis and Chicago, where the benefits
to agriculture are remote and speculative.

I do not intend to single out the Milwaukee as
anything more than a visible example of circum-
stances and policies penetrating deeply into the en-
tire industry. Other examples might be Aintrack or the
Northeast Corridor or ConRail. Agricultural needs are
too low on the priority lists of rehabilitation for what
is justified by the importance of agriculture to the
railroads and to the overall economy of the country.

There is hope that these priorities will change as a
result of the passage of the Local Rail Service Assis-
tance Act (P.L. 95-607; November 8, 1978). This Act
provides for 80 percent of the capital coming from the
federal and 20 percent from the state treasuries.
Of major significance is the provision which retains
control at the state level for determining which
lines should be upgraded and which lines should
not. Adjoining states will be required to closely co-
ordinate their decisipns regarding rehabilitation and
abandonment.

We cannot argue against line abandonment.
Transportation development and geographic shifts in
business and commerce have significantly reduced
the need for many main lines and even more branch
lines. Neither the government nor private industry
should be asked to support these nonproducers.

So, today I am guardedly optimistic, notwith-
standing capacity restrictions on the waterways, eco-
nomic constraints on the highways, and operation
short falls on the railroads, because I see the opportu-
nity to shift priorities on railroad rehabilitation to-
ward rural agriculture's needs. This, in turn, would
improve utilization of rail equipment. Based on sev-
eral studies I have made and/or read, an optimist
might conclude that given the fleet available and on
order through 1980, a 20 percent increase in utiliza-
tion would accommodate the rquirements of agricul-



ture through 1985. An uninterrupted, adequate sup-

ply of cars for five years seems a worthy goal to pursue

before the bullish 1980's passes us by with embar-

goes, congestion, car shortages, disappointment and

bitterness. But, can a 20 percent improvement in utili-

zation be achieved? I believe it can with the assistance

of intelligent planning and the use of the resources

provided by the Local Rail Service Assistance Act.

In the past decade we have entered the age of unit

trains in ag-exports. As the industry has adjusted, it

has proven time and again that this distribution sys-

tem is the wave of the future. No more graphic illus-

tration can be made than the experience in 1978,

when all previous export volume records were shat-

tered. To be sure, there was a car shortage, but not

because ports were congested and not because inte-

rior railroad yards were cluttered with individual

shipments waiting for space at port facilities. Port

facilities were fluid throughout these record-breaking

months. They were able to remain so because of the

discipline and predictability of unit train logistics.
The car shortage was caused by the decline in

utilization on single car shipments. Unit trains by-

pass interior classification yards, so any clutter there

was caused by other types of movements. Unit trains,

therefore, represent the major hope we have of pre-

serving and fostering our goal of expanding exports in

the 1980's to the benefit of all of agriculture, the rail-

roads, the balance of payments in international trade

and, last but certainly not least, the American con-

sumer. Yes, the consumer benefits because export vol-

umes make possible the economies of scale in grain

production which reduces or holds down the cost of

domestic food.
Today the numbers of agricultural interests

participating in unit trains are many and grow-

ing; farmers, country elevators, cooperatives, sub-

terminals, terminals and exporters are among the list

of coordinators of these trains. They represent a com-

posite of independent interests who have spent their

capital to upgrade their handling and track capacities

to accommodate modern transportation. In doing so,

they have made ongoing and long term commitments

to greater segments of agriculture and to long, range

railroad service. They are and should be in the fore-

front of beneficiaries during the 1980's.
Conversely, single car shippers who have not ad-

justed their operations to modern, efficient transpor-

tation circumstances, for whatever reason, or ship-

pers who expect to use railroads only when the rail

market heats up are not contributing to agriculture as

significantly as are members of the composite group.
This does not mean, however, that they will be

bypassed because of new and improved distribution
systems. There are many services they can still per-

form and thereby participate in the expected growth.
The opportunities for agriculture in the 1980's

can be fully realized if we prepare now to handle the
distribution complexities those opportunities im-

pose. Better car utilization seems to offer the potential

on which to concentrate. To give you an example of
what can be accomplished, I once determined that
under ideal unit train circumstances, a billion-bushel
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export corn program could be achieved with fewer
than 9,000 covered hopper cars. This is a scant 6-3/4
percent of the 133,000 standard grain hoppers we ex-
pect to see in service by 1980.

Neither agriculture nor the railroads are yet
equipped to fully operate under these ideal circum-
stances. Both industries should continue to work to-
ward that end. Now is the time to accelerate the effort.

Grain Transportation
Issues and
Alternatives
C. Phillip Baumel
Professor of Economics
Iowa State University

I agree with Mr. Springrose that railroads are go-

ing to be more important to us in the 1980's. The river

system will remain fully employed, but the possi

ity of increased costs from freezing, from a s
horter

navigation season resulting from more frequent free
 

mg, from user charges and from capacity problems 
ot

Locks and Dam 26 will make rail more valuable t°

grain shippers.
If we look at train car loadings by month, we seie

lots of fluctuations but a general downward trent'.

That's because of the shift to the jumbo covered h°r.

per car. We're moving more grain with fewer cars. Tile

urnbo covered hopper is the car of the future.
Predictions are that we vill export 5 billion tons

of grain by 1985. This means that we need to improve

the efficiency of the transportation system in a mull.-

ber of areas. The public must decide whether it is

willing to spend large amounts of money to upgrade

branch lines to handle jumbo hopper cars. Studies

indicate that only a few branch lines would 
return

enough benefits to repay the cost of upgrading the

lines. Roads, especially county roads, need to be UP 

gradedno matter what is done with the branch lines:,

The ICC Service orders have resulted in reduceud

car utilization, decreased ability to move grain,
lower prices to farmers. Studies show that large unl`

trains are the most efficient and give the best ret
urn;

In Illinois, several 125 car unit trains make a roun°

trip to the Gulf in 6 days, and grain bids to farmers

have gone up as shippers filled those trains.
A national grain car fleet would not solve 

the

grain car shortages because we do not get back-bauls
regularly. State-owned hopper cars used at peak 

sea'
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sons would be very costly. The short-run solution to
the grain transportation problems include efficient
Use of existing equipment, equalized car loadings
throughout the year and reduced turnaround times.
We must get maximum use from those cars we have.
In the long run, the solution is to upgrade main lines
and to build more coordination into the system.

I want to pick up where Jim left off. I agree with
him that the capacity of the river system is essentially
fixed for the 1980's. I would like to make a couple
more comments about the river. Some of these com-
ments are somewhat speculative. The Illinois River,
for example, is frozen now for the third year in a row.
It's been frozen since about January 1. Many people
are saying that pollution control is one of the major
reasons why the river has frozen three years in a row.
The speculation is that as we take chemicals out of the
river, and prohibit the utilities from dumping warm
Water into the river, the clear water tends to freeze a
little faster than water with anti-freeze. Whether this
is truly the case or not, we'll find out presumably in
another year or two, but it is a possibility that the
inland waterway system will freeze more often and
longer than it has in the past. We all know that the
Upper Mississippi River freezes every year as far
south as southern Iowa.

Another problem with the river is in the construc-
ttion of the tow boats that are being built today. They
ave up to 10,000 horsepower and cost somewhere
"tween 3-1/2 and 4 million dollars — a major capital
utlay. In an effort, I'm told, to reduce the cost of these

large tow boats, manufacturers are reducing the thick-
triess of the steel going into the hulls of these
°Oats from 1/2 inch steel to 3/8 or 1/4 inch steel. This
akes them suitable for running on water but not on

lee. As a result, owners are reluctant to use these
ewer tow boats to break the ice when it does freeze.

lV e been told that in the past, ice on the Illinois River
as thick as 17 inches has been broken with some of the
Older tow boats and that owners of the new tow boats
dvon't go within a mile of a chunk of ice for fear of

t, The other thing that's happened on the river is
,Jlat user charges will become effective in October of
1980. Table 1 shows the estimated increase in barge
c?st per bushel of grain resulting from the user
i!arges. Unfortunately, many of my numbers deal

tiwith Iowa, so please bear with me. A 4-cents-a-gallon
ti er charge goes into effect in October 1980.1 estimate
b at will add about 1/2 cent a bushel to the cost of
va. rging grain from Davenport to New Orleans. Ob-
1\14°. usly it will cost a little more out of St. Paul or

1,1-ineapolis because the tow boat will use more fuel
1ng to New Orleans. A 10 cents per gallon user

,.1.1.arge is scheduled to go into effect in 1985, which
gill add roughly 1.3 cents per bushel for grain from
s avenport to New Orleans. Now I think there will be
w°.Ipe effort to increase that user charge. Whether it
arlil Pass Congress or not is anybody's guess. But the

inistration at one time indicated that they were
°°lng to go for 40 cents a gallon. Well, simply multi-
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ply that 10 cents a gallon — 1.3 cents per bushel— by
4, and it will give you the approximate additional cost
to barging grain with a user charge of 40 cents a gallon.
It would be a little over five cents per bushel.

The reason that I raise this is that I agree with Jim
that railroads are clearly going to be more important
to us in the 1980's. The increased cost from freezing (if
it continues to shorten navigation season) and from
user charges is going to make rail more valuable
to grain shippers in Minnesota, Iowa, and Illinois.
Clearly the river system is going to remain fully em-
ployed. I'm not saying that we're going to reduce the
amount of grain moving by barge. But, much of the
additional grain moving to export will move by rail.

Jim mentioned that the Midwest railroads are the
ones that are in trouble. I have some data on 1978
earnings. The healthy railroads that I could see on
that earning list were the Burlington Northern, the
Santa Fe, and the Union Pacific. All three basically
operate in the West. Many of the western railroads
have coal resources. In the South, the Southern and
the Seaboard Coast Line operate in the rapidly grow-
ing area of the Southeast and the Missouri Pacific
serves the chemical industry. In the East the Norfolk
and Western and the Chessy System rely heavily on
coal. The one profitable railroad in the Midwest is the
Soo Line.

Let's look then at the weak railroads, and we can
all name them. The Rock Island is going before a judge
today to present their case on whether they should be
liquidiated or restricted or remain operating as they
are. The Milwaukee has been suffering enormous
losses. In 1978, their railroad revenues were 63 mil
lion dollars short of their railroad costs. The North-
western has a small operating profit. The Illinois Cen-
tral Gulf is losing money. Conrail is losing a bundle.
These railroads all operate in the Midwest, serving
our grain-producing regions. So we have some real
serious problems facing us.

Now I would like to talk just for the moment about
grain movements. We all talked about the railroads
not being able to move grain. Figure 1 shows the rail
grain car loadings by month from 1971 to June 1978.
These data came from the Association of American
Railroads Report on ,rail car loadings by month. The
largest number of grain cars loaded — about 160,000
cars per month — was during the Russian wheat sale.
From there on the trend has been basically down-
ward, with large fluctuations around that trend line.
These fluctuations were caused by a variety of factors,
including an export embargo by President Nixon,
strikes, and low export demand.

The long-term downward trend in grain car load-
ings is basically caused by the shift from the small 40-
foot boxcar to the jumbo covered hopper car with
increased volume per car. In 1973, we were loading
anything that had wheels on it including open top
coal cars and cattle cars that were boarded up with
plywood. I heard a report — I don't know how true it
is — of a passenger car with the seats in it, loaded with
corn and shipped to New Orleans. Anyway, we found
out that these kinds of cars do not work for grain. One



co-op in Iowa almost went broke because it shipped a

25-car shipment of soybeans to the Gulf in an open

topped hopper. The damage to the soybeans almost

took that co-op under. We now know that the way to

move grain is in the jumbo covered hopper car. Physi-

cal losses are essentially eliminated. The cars are easy

to load and unload and so it is the car of the future.

This has important implications for many branch

lines.
To illustrate that we are indeed currently moving

more grain then ever before Figure 2 shows the

monthly grain exports from 1972 to June 1978. The

peak exports in our history were in April and May of

1978. We moved about 410 million bushels in each of

those two months. Now multiply those by 12, and

we're talking about annual volume of somewhere

around five billion. Obviously we cannot sustain that

level over twelve months if the river system isn't

operating at full capacity during the winter months.

So if we're going to ship five billion bushels, we've got

to make some additional change. The other observa-

tion we can make from Figure 2 is the large fluctua-

tions in exports. This means that there will be times

when there are going to be car shortages.

Q: Is there a car shortage right now?

Baumel: I don't know what the report on car short-

ages is, but the shortage is fairly severe. Do you want

to comment on that, Jim?
Springrose: It's down, but it's not as severe as it was.

The last numbers I saw suggest that on the national

scale it's a shortage of about 7,000 cars.

Baumel: A year ago the reported car shortages were

about 35,000 cars per day.

Q: The reason I ask is that in my neighborhood there

are 13 hopper cars that have been sitting there for

quite a few days.
Springrose: Loaded?

Q: No, I don't think there's anything in them. They've

just been sitting there.
Springrose: Right now there are whole trains that are

sitting loaded, some of them since September, and

that's a power problem, and a weather problem.

Baumel: Would you care to explain why we have

power problems this time of the year, Jim?

Springrose: Well, I'm not a mechanical engineer. Are

there any railroad people in the audience? Perhaps

they can do it better.
Comment: Moisture gets into the undersides of loco-

motives and shorts out the electric motors that drive

the turbines. I see Ralph saying that's correct. Now

that sounds to me like some engineer ought to be able

to design around that and get rid of the problem. It is

one that has plagued the industry for at least the last

two or three years when the snow gets severe. The

whole train sits, and utilization obviously goes com-

pletely by the board.

Baumel: Trains are sitting all over the Midwest wait-

ing for power to pick them up. Would Ralph Avery

care to comment on that?
Avery: Well, one of the problems you have when you

go for 30 days below zero is that the efficiency, the

output, drops considerably. Instead of pulling 100-car

trains, you're down to 75 or 80. Instead of turning 110

cars in 7 or 8 days, you're only turning 75 to 80, and

you're using up a lot more power. It's just been one

hell of a winter.
Baumel: Any other comments on the subject?

Comment: I might just add— they've got a little pro
b-

lem on air brakes. It seems that if it's — 20° and 
you're

trying to shove air out the back end of a train, it

doesn't get there. It quits before it gets there.

Baumel: There are a number of weather
-related

problems.
Comment: Also, they suck air into their intake 

for

their diesel engines, and the stuff melts, and that

shorts out motors.

Comment: I think another point is the fact that 
the

power that the railroads have was designed to pull

40-foot boxcars and the equivalent 70-ton hopp
ers.

They've gone into the 100-ton hopper car and h
ave

not built the engine to pull that size.

Avery: I've heard that before, and that's a myth. Most

of the power that's available right now on the m
ajor

roads came on since 1970. The type of power that's

being purchased is anything but designed for the 
so-

called 40-foot box.
Baumel: I've got some numbers that will tend to sill)"

port that. Table 2 shows the total number of locoino-

tives. The number of locomotives is down, but 
the

total horsepower is up slightly.

Q. We're talking about the number of cars added each

year, but I haven't heard anyone tell us how many cars

they junk every year.
Baumel: I'll show you in just a moment. 

Table 3

shows the historical level of exports through 1978

and a projected five billion bushels of exports in 1985.

I don't know how good that five billion projection is'

but that's the number that the 'grain industry con;

tinues to talk about. The reason I show it here is 
that

wanted to relate it to this slide showing that we were

able to sustain 400 million bushels a month fo
r two

months. To get that kind of an export we will have 
to

sustain it for twelve months, and that means more

improvement in efficiency. Basically we're talking

about improved railcar turnaround times.

Let me go to the question that you raised. 
Table 4

shows the number of rail grain cars. I got these nuillj

bers from a leasing company. There are no pu
blishe."_

numbers on grain size covered hopper cars. 
There

an official railroad equipment register which 
lis 

every car in the United States by size and serial rincili

ber. The leasing company went through the r
ailroau

equipment register and pulled off every cover
ed 110P:

per car with 4400-4800 cubic feet of cargo 
space f

il
°'e

the years 1975-77. Now this was through 1977. T t

numbers show that during 1975-77, there 
was Ili°

much of an increase in covered hopper cars 
of tlia

grain-carrying variety. You can see also that roughl
Y s

third of the cars are controlled by private shiPRere

including Cargill, Continental, Farmer's Co
operatot

Company at Ralston, Iowa, Farmer's Grain 
Dealers 11;

Des Moines, and probably some co-ops in so
uthwes

Minnesota. But these are in the hands of private s
hiP-

1
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pers, and they're not available to people who call the
railroad and say, I'd like to have a car. I've been telling
the people in Iowa that that day is essentially over
When a grain shipper can order a car by phone and
expect to get it in the next few days. Shippers are
going to have to make some kind of commitment to get
these cars.

Let's go back to the question of how many cars are
being junked. We need to refer to the 40-foot narrow-
door boxcar. Again, I have only three years of data on
the table, but the trend is clear, strong and irrevers-
ible. We have not made any 40-foot boxcars since
about the early 1960's. You can see there that about
24,000 of these cars were junked in 1976 and another
21,000 cars in 1977. Railroad companies will con-
tinue to scrap these 40-foot narrow-door boxcars. The
average age of these cars is about 26 years. They're
Obsolete and worn out!

Now what does this mean for branch lines? Many
of the branch lines in the Midwest were built from
1880 to 1900, and they were laid with 70-pound rail;
that is, 70 pounds per 36 inches of rail. The rail was
designed for these small 40-foot narrow-door box-
cars. The problem that arises is if we don't upgrade
these lines to carry the 100-ton jumbo hopper car,
there won't be cars to put on them. So there are only
two options for the branch rail lines: either upgrade
them to handle the jumbo hopper car or abandon
them.

Table 5 shows the cost of upgrading branch rail
lines. These are estimated costs for upgrading in a
typical light branch line in Iowa in 1978. The total
cost is about $146,000 a mile. Scrap can be picked up
from an upgraded rail line worth about $7,500 a mile.
Thus the net upgrading cost is somewhere in the
neighborhood of $140,000 per mile. But this estimate
does not include any costs for bridges or culverts.
These costs can be up to $183,000 per mile. So the
total cost can be between $140,000 and $320,000 per

le to upgrade these branch lines.
(4: Why are we pursuing the philosophy that the
,grain has to be put into a unit and stay in that unit to
,Its final destination? It's almost like you're telling us
ilere that because the "747" is the most efficient way
t° move people, unless you build an airport where a
‘‘747" can land, you can't have air service. That's
What you're telling us with the railroads; unless you
Can handle 100-ton hopper cars, you can't have rail
service. Why can't we have 70-ton hopper cars to pull
grain in a 300-400 mile radius to a terminal where all
?:°11 have to do is change it to the 100-ton hopper unit
13̀° take it the additional 1000 miles?
Thallinel: We've got somewhere around 110,000-
to 
0,000 100-ton hopper cars that we're going to have
live with. We've got some 70-ton hopper cars, but

We're making very few of those.
17: Why? Why don't we rebuild them?
aumel: The present rail on these branch lines is up

t° 100 years old. Much of it is worn out. Much of it
rWould have to be replaced in any event. Certainly the
Load bed including the ballast, ties, and bridges will
tiave to be replaced. Using 70-ton cars will reduce the
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upgrading cost only a small amount. Jim, do you want
to comment on this?
Springrose: I think the reasons go beyond just the
upgrading and the rehabilitation of branch lines. His-
torically, the system for distribution, as described,
has relatively short haul movements to elevators.
Then they unload the grain, and subsequentially, as
demand catches up with supply, then reload. it and
ship it out to wherever that demand might be. That's
been the history of distribution since I got into this in
1946. I have to say that there have been severe car
shortages. For my entire 30-plus years, there's always
been a car shortage of one kind or another that I had to
deal with. The problem is that back then we were
getting 50-bushel yields on corn, and something like
22-bushel yields on soybeans. We weren't exporting
nearly as much as we are now. So what we're looking
at is growth of demand of a great magnitude. If we
now tried to revert back to the old system of distribu-
tion, it would not simply be branch line upgrading at
these costs; every major and some submajor railroad
terminal yards would also have to be rehabilitated,
and the cost would be astronomical. I have no way of
even visualizing what that would cost.
Q: So what's the-alternative?
Springrose: The alternative, in my view, is to expand
the distribution system in a way that recognizes the
technology of transportation in 1979. That includes
large vehicles on the highways, unit trains, at least for
agricultural exports, and, I think, there are unex-
plored opportunities for unit trains moving into do-
mestic commerce.
Q: How much does it cost to build a highway per mile
to handle the high-tonnage trucks?
Baumel: Could we delay some of this discussion? I
would like to deal with this branch line question. I
appreciate your comments, Jim. You're absolutely
right; the marketing system has changed. It has not
changed very much in the wheat country, but the corn
and soybean areas have changed. Let's talk about
branch lines for the moment.
Speaker from audience (X): Okay, I'm a country ele-
vator operator and I don't care to load 70-ton cars. You
can't think about just today; you have to look where
you're going.
Baumel: You want to load 100-ton cars?
X: I want to load 100-ton cars or more. When I go with
the change, I want to go all the way.
Baumel: Why do you want to go all the way with it?
X: Because I don't want that corn to be broken up by
handling it in another terminal.
Baumel: This is one of the major reasons why we're
going to unit trains. He wants his grain to go directly
to the Gulf port, if that's where it's going, and get those
cars back so he can load them again.
Speaker from audience (Y): If he's not on a main line,
it's going to be impossible to do it because he'll have
to put it in a truck to get it to a place to put it in the unit
train he's. . .
X: You have to put it in a truck?
Y: If you're not on a main line, you're going to have to
put it in a truck to get it to a main line to put it in a unit
train. You're still going to have to handle it once.
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X: What is a main line?
Y: It's a line, according to the way they are looking at
it, that can carry 100-ton hopper cars and has the
facility to ship the 100-car unit trains.

X: But there are no main lines.

Y: Alright, that's again part of the problem.

X: I want you to know that, because nobody knows

what's going to be a main line 10 years from now. I'm

on a main line, and if I wasn't, I'd move my elevator.

Y: Better start moving.

Springrose: Between these two we hit the substance

of the debate. And I think the trends in marketing

suggest that first of all, boxcars are out. There are

elevators around who won't even unload a boxcar.

We're no longer equipped to unload boxcars. If we get

one, we'll reject the load. It's just that simple. We're

dealing with ocean vessels. Right after World War II

you had a bunch of converted liberty ships that might

take 18,000 tons. Today the average of the dry vault

cargo vessels that ply the seas is something in the

range of 50,000-55,000 tons. You cannot fill the mam-

moth demand for grain movements in export com-

merce with yesterday's distribution system. It simply

will not work. Now, we've always trucked or pulled

with horse-drawn farm wagons to some initial point

of loading. That still happens today. Sometimes

there's an intermediate stop. The country elevator

will unload and dry the corn, will hold it back, will sit

on it for many different marketing reasons, and even-

tually will retruck it. All these things are within the

context of what I think is the new distribution pattern,

the pattern agriculture needs to adjust to and is al-

ready doing so in many ways. Whether or not it's the

main line or a branch line is not important. I don't

care what you call it, as long as it will handle the unit,

the efficient unit, of a 100-ton car.

Q: We're talking about futures, and of course, all
these people are thinking about the cost of handling
their product. I see something that's coming up.
Union Pacific recently started questioning whether
bigger cars should have a cheaper rate. I talked to a
cost analyst who did the figures for the Big John case,
and he also acknowledges that there was a large error
in the setting of the percentage that made it cheaper to
handle a bigger car. He said that maybe that should
have been higher, instead of less than a regular-sized
car. I think this is something that we're going to have
to keep an eye on in the future. All the railroads may
decide it's going to cost more and want more money to
handle that.
Baumel: I assume you're talking about track mainte-
nance cost because of the 100-ton cars. Do either of
you care to comment on that?
Ralph Avery: I don't, on that one, but it seems to me
that discussion is leading directly towards exporting
only. I don't think we want to design a national trans-
portation system that's directed only to exports. Let's
remember that we export a billion bushels of wheat
and that we produce over two billion. We produce
almost seven billion bushels of corn, and we export
1.5 or 1.8. We crush more soybeans than we export.
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We have to take into consideration the requirements

of the domestic market.
Baumel: You're right, Ralph, that the domestic mar-

ket is still the larger segment of the total grain market.

Jim pointed out just a moment ago that many of the

domestic processors are gearing up to take 25- and 50-

car shipments, which also means we're talking about

export.
Springrose: Let me elaborate on that a little bit. First

of all, the domestic market is important to all of us,

but if we look at the road of opportunity, I doubt that

per capita we're going to be eating much more than

we're already eating, and God help us if we do. So the

real growth potential is in export. The second thing

that's happening started in the early 1960's as a result

of Big John. That is, that we're seeing the decentraliza-

tion of the soybean processing industry. It's no longer

just in Decatur, Illinois. Soybean processors have

moved out to where their demands were. They're

crushing soybeans all over the South. They're crush-

ing them in the West. So transportation is decentra-

lized a lot in the soybean processing industry. It's do-

ing the same thing with wheat. There are unit train

rates on wheat to what are now called satellite mills

scattered throughout the dense population corridor

between Washington, D.C. and Boston. Those satel-

lite mills are having a profound impact on the market-

ing positions of the historic mills in Minneapolis and

Kansas City and the interior of Kansas, who relied

on the old transportation systems that have been

described. I agree with Ralph that we shouldn't just

concentrate on exports. We should look at the oppor-

tunities to make the transportation system more ern'

cient for domestic use, but we should not forget that

the real growth opportunities for all of agriculture are

in the export.
Comment: I think the two have to be bound, but we

still have to put a tight transportation system together

to move the commodity from where it is produced 
to

the elevator, to put it then into the domestic port 
or

the export port. Basically what We would see if we

followed this projection is main terminals in Minne"

apolis so that grain could either go down the river 
bY

barge or maybe go by unit train up to Duluth to go out

on the ocean. You can't move the river, and you can't

move the Great Lakes. So you're going to have your,

major train center there to handle the big unit train; all

other grain would move into the metro area by truck.

Baumel: I'd like to deal with this branch line clues"
tion a little bit more. The point I wanted to make 01-1

this slide is that it is very costly to upgrade these

branch lines, to maintain them, and to operate on,

them. There is no question that any elevator locate°

on a branch line is going to incur additional cost if Its

line is abandoned unless it's not shipping or receiving

anything by rail. There are some elevators on branch

lines that do this. The relevant question is not

whether they're going to have some additional 
costs 

It's will those additional costs be greater than, equa
to, or less than the cost of providing that service? ,

We looked at 71 branch lines in Iowa and askeciL

this question. On most of them, the answer was tha'



the benefits to the shippers were significantly less
than the cost of providing that service to them. On
some, the benefits to the shippers, if we were to up-
grade these lines, would be in the magnitude of $15
for every $1 we spent on upgrading. But on lines like
that, you either had to have a Winnebago factory, or a
gypsum plant, or a meat-packing plant — an industry
that ships enormous amounts in and out by rail. We
had some lines that basically handle grain that had
benefits from upgrading in the neighborhood of $2 for
every $1 that was spent. Most of the lines would gen-
erate about 50 cents in benefits to shippers, or less, for
every dollar we spent on upgrading rail lines. The
question then, I think, is one of economics. Do we
Want to spend a dollar to get back 15 cents? I guess I'd
like to raise that question. What do you think of that?
We've seen other studies that have come up with es-
sentially the same result.
Comment: If you take it off the railroad, you have to
Put it on the highways. The farmer's basically paying
for the town roads himself. He maybe is paying for
some of the state roads, but the city people are paying
for some, too. You get to the federal roads, and
everybody's paying for some. There are an awful lot of
People who have the feeling that the trucks plying the
highways are not paying their full cost.
Baumel: I would think that if they aren't paying their
costs, we ought to raise their taxes to pay them.
Comment: But in the long run, it's going to end up
costing the person who's shipping the grain more.
8aumel: Let's talk about rural roads for the moment.
PRI talking about the county roads. We've got some
enormous problems out in the country on these
County roads. In fact, the magnitude of the investment
niay be greater than what is required on railroads.
Those roads were built back in the 1920's and 1930's
When we had six- to eight-ton trucks. These bridges
Were 16 to 20 feet wide and could handle those small
trucks. What have we got today? We've got farmers
Tnning up and down the roads with cultivators and
gisks that spread out to 54 feet. It's true that this
,eLquipment will fold up, and you can squeeze them
lurough a 20-foot bridge, but we've got a lot of bridges
out there that are 16-18 feet wide. There was one
county engineer in Iowa who reported that one day he
got a telephone call that said, "Hey, you don't have
any rail on the side of this wooden bridge!" He went
(t)ut there, and it was pretty obvious some farmer had
aken his chainsaw and widened the bridge so he
()1-11d get his equipment across that bridge. How
inany elevators are delivering feed and fertilizer and

king up milk in six- to eight-ton trucks today?
1 tteY'ye got tandem-axle trucks with a 23-ton weight
jnit• Many of these bridges are not designed to han-

those kinds of loads.
Those things are taking place with or without rail

f'euandonment. As long as we either take fertilizer and
n,ed out to these farms and bring grain in to the local-

vator with the rail line upgraded, we've still got to
,1412grade the local rural roads and bridges. Rail aban-,u

rirnent may have slight impact on this. But the sys-tem, 
We've got today demands that we do something
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about these county roads and bridges, or we're going
to have some disasters fall upon these counties
through tort claims from accidents causedby in-
adequate roads and bridges. There are about 5,000
bridges in Iowa that won't take a loaded 72-passenger
school bus. So the kids get out; the school bus goes
across; and they board and go on. The same thing is
true in Illinois and Minnesota. Why do we have 72-
passenger buses with a nine-ton load? Because we've
got school consolidation. It's a lot cheaper, in terms of
fuel and costs to have the bigger buses. I firmly believe
that we have got that problem facing us no matter
what we do to the railroads.
Comment: I would suggest that with higher fuel
costs, we will continue to go to the smaller automo-
biles. People who drive Toyotas or Volkswagens do
not need 11 inches of reinforced concrete, as does a
big, wide rig. Now my solution would be that trucking
is going to have to pay for these bigger, heavier, roads
because automobile drivers are not going to continue
to do it; they don't need it. So therefore your truck
rates will have to go up, relative to rail in the next 10
years.
Baumel: I wouldn't argue that.
Comment: The small car drivers have an economic
benefit, whether they actually use it or not. I feel they
should pay a little bit of that, too.
Baumel: Are you a trucker?
Comment: No, I'm a farmer.
Baumel: You're obviously from Minnesota. If you
were in Iowa, you might be driving a 140-horse tractor
with 600 bushels of grain behind it and not paying
one cent in fuel taxes. And maybe not paying very
much if you have a twin-screw truck, unless you re-
port all of your gasoline consumption correctly. Any-
way, my conclusion is that the local rural road and
bridge problem is here with us, no matter what we do
with the branch line problem.
Q: Is it smart to invest $2 or $5 to get a $1 return on
the upgrading of a branch line? My answerto that is, if
you look at the economics all the way through, in
many cases it is. Because if you spend $5 to get a $1
return in one year (that's because the freight is paid
100 percent by the farmer), that would give you a $1
more spendable intome in that county. Using the
multiplier factor that any Federal Reserve banker will
tell you how to work, five-seven times, the dollar
multiplies as it goes up through. If you can put one or
two more dollars into the local economy and let it use
its multiplier factor, it's not going to take too many
years to amortize the high cost of rehabilitation, pro-
viding that the line has the ability to make money
once it is upgraded. That has to be the determining
factor, not how much it's going to cost to get it there.
Baumel: The question is should we invest $1 in a
branch line to get 15 cents back? That's a public deci-
sion. I'm here to report to you that in most cases, we
will only get 15-20 cents. -Let me give you just one
more example. The Iowa Legislature has funded three

million dollars a year for branch line upgrading. The
funding was originally run through an agency differ-

ent than the D.O.T. They put some money into some



branch lines that our benefit-cost analysis indicated

were very poor investments. After the Iowa D.O.T.

took it over, they started looking at this benefit cost-

ratio and put the money into lines that indicated there

would be a high return. Those are interest-free loans

to the railroad, and the investment is to be refunded

on a per-car basis. The data I saw three days ago indi-

cated that those lines that had a high benefit-cost ratio

are paying back the loans very rapidly. Those that had
a low benefit-cost ratio are paying back very little to

the state, indicating that the benefit-cost ratios are

pretty good predictors of whether those things will

truly pay or not.
I'd like to talk about regulation here for a moment

and about these Interstate Commerce Commission car

service orders. I want to lead into some questions that

this gentleman asked. The Interstate Commerce Com-
mission has authority to issue service orders to direct

railroads to do certain things. Last winter, when we
had a severe car shortage, they issued a number of

directives. I've listed some of them here on Figure 3. I

want to talk about one that was cancelled, but only

after a great amaunt of debate. Service Order 1234 was

the authority to substitute small cars for large cars in

unit trains. Service Order 1301 required that

Burlington Northern Northwestern's 40-foot boxcars

and covered hopper cars greater than 4,000 cubic feet

return empty so that they could be reloaded. Service

Order 1304 restricted the use of covered hopper cars
greater than 4,000 cubic feet in unit trains to 20 per-
cent of each railroad's ownership. This service order
resulted in the grain trains being broken up, and the
cars were placed in single-car service. I'm going to
argue that agriculture was the loser from this service
order. Let me try to demonstrate this, and at the same
time I want to deal with some of the questions you've
been raising. Table 6 shows data that I got from some
shippers in Iowa that lease large numbers of cars. We
got into their records and pulled off the number of
days it took to go to Chicago and to Gulf export ports,
whether they be Texas or Louisiana ports. Let's just
take a look at these numbers for 1977. A single car
took 34 days. There were some three- to ten-car ship-
ments, which took 26 days. Twenty-five-car ship-
ments took 20 days, and 50 cars, 18 days. Seventy-
five-car trains took 17 days. A single car took twice as
long as a 75-car train. Now Jim was talking just a little
bit ago about cars out of Illinois making 60 trips per
year. That's six days to the Gulf ports! He's talking
about roughly, a 125-car train. By breaking up these
75-car trains and putting them into single-car service,
what did this service Order do to the ability of the
transport system to move Iowa grain to Gulf ports for
export when prices were high? Obviously, it took al-
most twice as long. This regulation effectively re-
duced our car supply and our ability to move grain.

It also reduced the price that was paid the
farmers. Let me explain why. Table 7 shows prices
paid to farmers by certain elevators. These prices paid
are reported by the Iowa Department of Agriculture.
From May 7 to June 14, 1978, the average price paid
the farmer by one 75-car shipper was $2.29. A nearby
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single car shipper was paying $2.23, a difference of
six cents a bushel that the farmer had to take because
the 75-car shipper had to have two trains broken up
because of Service Order 1304. There was a 19 cent

difference on prices paid to farmers for soybeans,

combined with a reduced capacity to move grain.
Now I'd like to throw that out to you and see what you

think.
Comment: I don't think anybody disagrees with you.
It's the worst thing ICC could do, but it just points out

that one single solution is not the answer. You can't
design a rail system to move the grain from the ter-

minal to the Gulf, to the West Coast, and use that same
system to gather the grain up to bring it to that point.

My point is that what we need is similar to the

airline's system. You have to have the "747" flying
cross-country, and you have to have smaller planes to

feed into the big airport where you can put them on

that "747".
Baumel: What's wrong with taking that 75-car train

from the elevator 10 miles from Fort Dodge and ship-

ping it directly to Gulf ports, and never going through

any switch yards at all?

Comment: Because all the farmers around Fort

Dodge may not want to sell their grain all at the sanle

time so that he cannot load a 75-car unit train on 3

consistent basis.
Baumel: What if he's got 3 million bushels of grain

storage, and he gets it full every fall?

Comment: If everybody wants to sell in the fall, 
that's

fine, but if you can dictate to the farmer and tell hill'

he's got to sell when you want to haul it, you
're a

greater genius than I am.
Springrose: The answer to that is, as anyone that has

been in the grain trade knows that there are elements

of risk in the business that go well beyond the trans'

portation element. Certainly the ability to buy the 
re:

quired volumes to sustain a unit train, with some 0
1

the onerous provisions that those tariffs contain, is a

substantial risk. Cargill pioneered unit trains in 
Illi-

nois in 1968. The first crop was a disaster, but after

that the risks were reduced. A detailed study went

into choosing the location of new train loading facili-

ties. Eventually they found they could consistentlY'

on an ongoing basis, pay the farmer more than he was

able to attract anywhere else. Everybody goes int°

these things recognizing that you're not going to 
buY

the grain unless you're paying the top dollar.

need to do it with a great deal of economic foresight'

but having done that, the risks can be reduced. 13?;

1978, the 10th anniversary of that train, it had move('

over six million tons of grain — one train, six milli°

tons of grain! Historically, that train had been eX"

cluded from the export marketplace because of the

high cost of transporting it in single car shipments, s°

everybody benefited. There are still a lot of countr,Ye

elevators who cannot load unit trains, but not a singi_

one of them has gone out of business. They c
onfirm',

to take care of the domestic market and single 
car

shipments, and they become important customer

and feeders of high volumes to the unit train 
loadinga

facilities so that they can sustain themselves 
on
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Year-round basis. I think the same thing is coming in
Iowa, but it's. . .
Comment: How do they get the grain from the coun-
try to feed the unit train?
Tim: By truck.
Comment: It's all pushed over on the truck then, no
rail feeds into your terminal to reload?
Springrose: Right. There have been experiments
With mini-trains, and they really didn't do well. For
instance, when the mini-train shows up, you must
load it right away. There's more flexibility with
trucks. But only large trucks are encouraged into the
unit train loading facilities because they have the big
dumps. The farmer who comes in there with a wagon
Pulled by a tractor is really going to muck up the
Works.

Comment: How much does it cost to build a 10-ton
road to feed into those?

Baumel: We've got those built. The question is, is the
tax high enough to pay for their damage? Two weeks
ago I was over in Illinois to speak to the Land 0'
Lincoln Soybean Association and the Illinois Corn-
Growers Association. I thought I'd better prepare
some material for them they would recognize, so I put
together some rail rates. Table 8 shows the current
rates from Paxton, Illinois, to Gulf ports, in cents per
ushel. Paxton is an Illinois Grain Corporatin

Initial that's loading the Colt 45, 125-car train that gets
6-day turn. They, as I understand it, have contracted

rot' this jointly with Continental Grain Co. I mention
;his to indicate that we need more examples of this
'ciucl of cooperation as we adjust to this system. Thereare apparently six of these 125-car trains running
spUthbound out of Illinois to Gulf ports. I understand
Cargill has got three of them running in Illinois now.1 he rate is 18 cents a bushel. The shipper has to fur-
lush the the car. Figure about 4 cents a bushel per car for a
t°tal cost of 22 cents. For the 100-car train, the rate out
°f Paxton — and I believe this is 10 consecutive turns

is 29-1/2 cents. That's in railroad-owned equip-
1113 ent. A 25-car train is 36.4 cents and a 5-car train is
4,7.6 cents. The large train has a significant rate reduc-
i on that can be used to compensate for the risk of not
eing able to buy the grain that this gentlemen is talk-

'ng about. With that kind of a rate reduction, you're
f°ing to be able to offer a price that will induce the
armor to bring it to you. After I presented this at the
,Ineeting a farmer who lived near Paxton came up to

4" and said, "You should see what happened to our
ai,gr n bids when this kind of a train came in. They just

went up!" He was very pleased with it.

}?: How much?
Ournel: I didn't ask how much. Well, here's what
ri'lJPened in Iowa. We had 'six cents and 19 cents
egifference, and I can document those.
:Inment: Aren't barge rates even cheaper? Let's get
utile comparison in there.
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Table 1. Impact of users charges on barge costs

User charge

Increase in barge
cost per bushel

Davenport to New Orleans

40/gal. (Oct. 1980) 0.50
100/gal. (1985) 1.30

Baumel: Barge rates, right now, are running in the
neighborhood of 200-250 percent of tariff for open
navigation shipments. Here are barge rates out of Pe-
oria, which is directly west of Paxton. I have to ex-
plain this just a bit to you. There is a barge tariff which
has been cancelled but is still used as a benchmark for
quoting barge rates. Barge rates, as you know, are not
regulated. They are negotiable. And there is one open
market for barges at the Merchants' Exchange of St.
Louis. Most of the barge trades are made indepen-
dently. You call a barge company and say, "What
would you sell me a barge for on a given day or for X
number of barges, one per week for the navigation
season?" Some barges are contracted for 20 years at a
time. So when you're talking about barge rates, you
have to be very careful what you're talking about. At
100 percent of tariff out of Peoria, the barge rate is 13
cents per bushel. Figure a nickel to transfer it from a
truck to the barge. Every bushel has to be trucked or
railed to the river. So figuring 5-10 cents for trucking,
we're talking about a total cost of 23-1/2 to 18-1/2
cents of 100 percent of tariff. Remember we're talking
about tariffs today in the neighborhood of 200 per-
cent, so the total cost would be in the neighborhood of
37-42 cents per bushel.

Springrose: Well, we need to be sure that we're com-
paring like with like. The transfer cost and the truck-
ing to the river are elements of the cost in the distribu-
tion system that are separate, over and above the barge
rate. To some extent you have those with unit trains as
well.
Comment: How much does it cost to get it to the unit
train and to load the unit train? We don't produce all
the corn along the side of the railroad track.
Baumel: In Iowa at least, grain moving to these sub-
terminals moves by farmer to the elevator.
Comment: I agree, but you still have a cost to get it
there, Dr. Baumel. That's the point; nobody wants to
consider the fact that it costs the farmer to move grain.

Springrose: Everybody's got that cost.
Baumel: Everybody's got that cost, whether it goes
rail or barge.
Baumel: I guess I'd like to ask a question of the
farmers in this audience and not the consultants.
We've heard a lot of comments from the consultants.
What do you farmers think about these kinds of
changes?
Comment: I hauled grain to a grain elevator, a little
over one mile away. I hauled by team, 50 bushels at a
time. We finally got to haul by a small 100-bushel
truck. Then we moved into a larger truck. Now this
grain terminal is still operating but their rail shipment
is almost nil. It's all going out by truck. And now that

cc

co

IJI



elevator is transferring all our grain by truck to a larger

terminal about 8 miles away.

Baumel: That ships by rail?
Comment: Yes, they are going out by rail, I would say

90 percent by the unit train and in moving it to the

unit train area, we can't compete with our small ele-

vator. I can't compete to unload, reload again, and

transfer it back to the large elevators.

Baumel: You would prefer going directly to a larger

elevator?
Comment:I would prefer it.

Baumel: This is the way it's being done in southwest

Minnesota and Iowa. These 125-car trains that Jim is

talking about — all of it is moving by truck into those

terminals. But in Iowa, farmers are delivering it di-

rectly and going past the branch rail lines. But the

small elevators are filled at harvest time when the

pressures for storage are great. I bet you're taking it

into that elevator at harvest time.
Comment: Yes.

Comment: I'm a farmer north of Rochester. We dry

our own grain, and it goes directly,to the terminal at

Red Wing.
Baumel: By barge. And you're delivering it yourself

by truck?
Comment: No, we usually hire somebody or sell it to

someone who goes there.

Springrose: There's an element to that barge move-

ment that I think needs to be emphasized. Really the

efficient navigation on the inland waterway system

exploded right after World War II. The late 1940's is

when the barge distribution pattern began to form,

and they've been expanding ever since. Well, what

we're talking about here in terms of a distribution

system is precisely the way the rivers have been

fed for over 20 years, with trucking that sometimes

reaches out 150 or more miles. Somebody is paying

the truck freight to get that done. And the highways

are able to handle the load someway. I don't know

how, but they get it there. When you reach 150 miles

either side of a navigable waterway to bring trucked

grain into a large unloading terminal to reship it by

barge, in terms of the transportation economics and

the cost of providing the service, 150 miles cannot be

justified for a truck. It should be going in a unit train

with shorter truck hauls.

Baumel: Someone was talking about wanting to go to

the larger terminal farther away. I estimated the cost

of going an additional 10 miles after you've loaded the

truck. There are a lot of figures here on Table 9. It

comes out about 1-1/2 cents per bushel to go an extra

ten miles. If you are going after a 6-cent higher bid,
you could go up to 40 miles and still make money.

Comment: Can you estimate what the cost is to re-
load a bushel of corn or grain through a small elevator,
which is probably the way it would be most of the
time? I want to compare it to the variable cost per

bushel for an extra ten miles.
Baumel: Here's an elevator operator here. What's it

cost to receive it and load it out in your elevator?
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Comment: That changes considerably. I Would say in

this case, some of the smaller elevators feel they can

do it for 3 cents. I would say that some of the terminals

get 4 or 4-1/2 cents, and the terminals in the city prob-

ably get 6 cents.

Baumel: Would anybody else care to comment on

that? I would argue that those are about right. The

numbers that I see are in that range.
Comment: It costs more for the small guy and less f

or

the big guy.
Baumel: He's talking about 6 cents in the cities. If you

are talking about a brand new facility out in the coun-

try that has a 30-40,000-bushel-an-hour receiving ca
-

pacity and a 30,000-bushel load-out, you are right
. It

is cheaper in those kinds of facilities than in the

smaller wooden house, or with a small leg.

Comment: I think the explanation for my figures is

that the new facilities require pollution control 
sys-

tems and everything else. Those things increase th
e

cost of handling that grain. The old elevators are

grandfathered on.
Baumel: That's another side of that.
Comment: I own a small elevator, and I wouldn't

handle anybody's for less than 6 cents. We've got all

the troubles the big ones have. I have a guy who calls

every day. "I got a little dust."

Baumel: We're about out of time, and I would like to

talk briefly about a few more items. Last summer the

Interstate Commerce Commission held a series 
of

hearings around the country. Figure 4 shows some

suggestions that came out of these hearings on what

to do about car shortages. First is shipper leasing,

which we are doing. Second, national car fleet, w
hich

won't work very well because we don't get backhauls

on grain. How much phosphate comes into 
southxvel

Minnesota as a backhaul on grain shipments 
out.

Maybe one for every ten cars. We've got an imbalance

in the Upper Midwest. We ship more out than we

bring back in. A national car fleet is predicated on 3

load out and a load back. It isn't going to work up 
here.

Third is the use of open-top hoppers. We tried t
hat

during the Russian wheat sale, and we learned 
the

hard way that they won't work for grain. 
Fourth,

eliminate short hauls by rails. Fifth is a standby fleet

leased at high rates. A number of states are talking

about buying cars and leasing them out at high 
rates

during periods of extreme car shortages.
Table 10 shows an analysis of this type of in

vest-

ment. These numbers are almost a year old so they are

a little out-of-date, but the conclusions still hold. VVje

are assuming a new 4750-cubic-foot jumbo covere"

hopper car, with lining in it so we can handle 
fertil-

izer, for early 1979 delivery. At that time, the Gar

would have cost about $37,300. Today it would 
prob-

ably cost about $43,000. So we are talking about some

farily rapid price escalation. I calculated the dePre"

ciation and interest costs over a 20-year life at 10 
per

cent interest to be about $4500 per car per year. Maid"

agement costs were estimated at $500 a car — an

there are management costs with these cars. The an-

nual cost per car, then, is somewhere in the 
neighbor;

hood of $5000 per car. If we lease this car out, wha
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kind of revenue would we get? Well, let's assume that
the car is used six months of the year and it is used in
single car service. That may be optimistic. Assume
the cars are shipped out of Iowa to Gulf ports, so we
get 1200 loaded miles. The railroad will pay us a mile-
age allowance of 24 cents per loaded mile, so we get
$1728 revenue from the railroad for 6 trips in 6
months. Out of that, we've got to take a maintenance
cost of 5-cents-per-mile. I think that is a little high, but
it doesn't make all that much difference. Our total
revenue is $1000 per year so the net revenue is a loss
of roughly $4000 per car per year. Assuming those six
trips with 3500 bushels a time, we've moved about
20,000 bushels. Our loss is about 20 cents per bushel.
This shows why railroads are unwilling to provide
cars for these peak period shipments! The states can
very well do this if they wish, but they ought to recog-
nize what it is going to cost them to engage in this kind
of a luxury.

I've got one more slide - Figure 5 - that I want to
show you. Here are my conclusions on what needs to
be done with the rail system. First of all, agriculture is
best served by an efficient rail system. I am not really
sure we are willing to have an efficient railroad sys-
tem. I know some shippers on the Rock Island in Iowa
Who were asking, "What if the judge says that we are
going to liquidate the Rock Island. What will happen
to my line?" They were told, "The Northwestern may
take it over." They said, "We don't want that to hap-
Pen because the Northwestern may become too
strong." Isn't that what we want is for these railroads
to become strong? I am not sure we are prepared to
have a strong railroad.

The short-run solution is, I believe, not to over-
react and to maximize the efficient use of the existing
equipment. I don't see any other alternative. •

The long-run solution in addition to getting effi-
cient use of existing equipment is upgrading main
lines particularily north-south main lines. And there
InUst be limited increase in rail cars by railroads and
Shippers. If the cars are in the hands of the states, we
are not going to get very good use out of them. If we
Were really efficient, we could get by with fewer cars
than we have today.

The third alternative is to try to even out these rail
ear loadings. The problem we face is that during the
Winter when the river system freezes, everybody
Wants rail cars, and when the river opens up, we have
reduced utilization. And we need to reduce turn-
ajound times. That is all I have to say for a very short,
1111Promptu speech.

4ble 2. Number and HP of Class I railroad
tacornotives 

_
Number of Billions

...Date units of HP
I,tay 1, 1976 , 27,545 58.5
laY 1, 1977 27,080 58.1
;viaY 1, 1978 26,913 58.7

1979 27,209 60.0
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Table 3. Total U.S. grain exports

July-June, year Billions of bushels

1970-1971
1971-1972
1972-1973
1973-1974
1974-1975
1975-1976
1976-1977
1977-1978
Projected 1985

1.9
1.8
3.0
3.4
2.7
3.5
3.5
3.8
5.0

Table 4. Number of rail grain cars, U.S.

Covered hopper cars
4400-4800 cubic feet 

Railroad
owned Private

or leased shippers

40-foot
narrow door

boxcars

1975 61,345 25,581 131.135
1976 64,704 25,044 107,269
1977 68,660 25,701 86,081
1978 73,523 32,686 62,351
Expected
1979 addition 17,000

Table 5. Per mile cost of upgrading two light branch
rail lines in western Iowa to Class II, 263,000-pound
carrying capacity, 1978

Item

Cost per mile

Line 1 Line 2

Ties $ 51,400 $ 65,700
Ballast 3,440 19,700
Rail 26,460 56,800
Road crossings 2,860 2,550
Bridges and culverts 183,400
Other material 500 1,000
Less value of
salvage material 7,500 7,500 

Total $260,560 $138,250

Table 6. Turnaround times from Iowa to Chicago
and Gulf ports

Destination
- Size of

shipment

Turnaround time
in days

Jan-
1977 Apr 1978

Gulf export ports

Chicago

Single
3-10
25
50
75

Single
25

34.4
26.5
19.8
17.9
16.9

22.7
12.5

38.5
27.4
26.0
25.6
20.7

20.1
15.0
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Table 7. Rail rates, central Iowa to Gulf port, X-343

Size of
shipment

Rate per

Prices paid by
two elevators,
May 7-June 14

bushel Corn SB

75-car train 37.2

Single car 48.2

Difference - 11

$2.29
2.23

$6.67
6.48

so 190

Table 8. Ex parte 357 rail rates from Paxton, Illinois

to Gulf ports in cents per bushel

Size of shipment
Rail
rate

Cost of
cars

Total
cost

Colt 45- 60 trips
125-car train
100-car train
25-car train
5-car train

18
29.5
32.4
37.6

4

4

22
29.5
36.4
37.6

Table 9. Cost of hauling grain an extra 10 miles

Table 10. Cost of standby jumbo covered hopper
fleet

Price
4750 cubic feet, with lining
early 1979 delivery

Annual cost, 20 year life,
10% interest
Management cost

Total annual cost per car

Revenue
Assume car used 6 months
per year, 1200 loaded
miles per month
240 mileage allowance
Less 50 per mile
maintenance

Net revenue

Net loss per year

Number of bushels hauled
Assume 1200 miles
per trip

Net loss per bushel

$ 1,728

720

19,800

$37,300

4,434
500

$ 4,934

$ 1,008

$ 3,926

19.0

Type of vehicle

Single axle truck

Tag axle truck

300 bu wagon

450 bu wagon

Gooseneck trailer

Fuel, oil
and tires

23.40

30.00

44.70

51.80

16.90

Wages

22.50

22.50

75.00

75.00

25.70

Variable cost per loaded mile

Total variable
cost per mile

Variable cost per

bushel for 10 miles

45.90

52.50
119.70

126.80
42.60

1.50

1.20

4.00

2.80

1.40
tiof )

Figure 2. Monthly grain and soybean exports, Jan
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Figure 3. ICC car service orders
S.O. number
1234

1301

1304

1312, 1313

1315

1310, 1311,1325

1319

1322

Fi

A.

13.

C.
t.

I.

Description

Authority to substitute small cars for large
cars.

Requires return of BN and CNW 40-foot box-
cars and covered hopper cars >4000 cubic
feet.

Restricts use of covered hopper cars >4000
c.f. in unit grain trains to 20 percent of each
railroad ownership.

Authority to move multi-car shipments with
fewer cars than required by tariffs.

Amends demurrage rules to speed up load-
ing and unloading time.

Authorizes specified railroads to reduce the
minimum tonnage required under certain
tariffs.

Requires Seaboard Coast Line jumbo cov-
ered hopper cars to be returned empty for
fertilizer loading.

Requires railroads to assign 50 percent of
covered hopper cars to transporting grain
from country elevators. Originally set at 70
percent but reduced to 50 percent.

gUre 4. Solutions suggested at ICC hearings
Increase car numbers.
a. Shipper leasing
b. National car fleet
C. Standby fleet leased at high rates
d. Use open top hoppers

Eliminate short hauls by rail.

Revise grain inspection rules.

Increase car per diem and demurrage rates.

Seasonal rates.

Viglire 5. Conclusions
1. Agriculture is best served by an efficient rail system.
2. Current rail regulations result in rail system being nei-

ther equitable or efficient.
3' Short-run solutions

A. Don't overreact.
B. Maximize efficiency of existing equipment.

4. 
Long-r solutions
A. Upgrade main lines.
B. Limited increase in rail cars by railroads and

shippers.
C. Study alternative systems to even out rail car load-

ings and to reduce turnaround times.

Regulation: A
Trucker's Perspective
Richard T. Murphy 'President
.14. Murphy Trucking Company
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In the mid-1920's a regulatory system was set up
o stop cut-throat competition within the trucking
industry. It provided some controls over operations,
rates, and entry. The controls have worked so well
that the U.S. motor carrier system is the finest trans-
portation system in history.

Recently there has been a movement aimed at de-
regulation of the trucking industry. The Administr-
tion plans to introduce de-regulation legislation, and
the ICC has already begun some de regulation by ad-
ministrative fiat.

Those who favor do regulation say it is to cu
down on excessive regulatory meddling. However,
the real over-regulation is in the social area, not in
transportation. The need for regulation is illustrated
by what has happened to the airlines since they were
de regulated small toxvris and even some cities have
lost service, government subsidies have been neces-
sary, mergers have increased, passenger service has
deteriorated, and cargo rates have gone up.

If the trucking industry is de regulated here
will:

be an increase in prices for those able to get
service and

2. a reduction in service.
The industry plans to go to court where necessary

to fight administrative decree, and it will alert Con-
gress to what is at stake. But you who use the system
should also make your feelings known to the Ad-
ministration and the Congress before this complex
and successful network of production, transporta-
tion, and marketing is wrecked beyond repair.

I want to tell you how much I appreciate being
invited here to talk about this thing known as de-
regulation. It is a vital issue, not only to those of us in
_the trucking business, but also to shippers and con-
sumers. In fact, it is a vital issue to all Americans,
although most, I am sure, are unaware of it.

I have been asked to talk on "Regulation: A
Trucker's Perspective" — but I think the matter is too
important for a provincial viewpoint. I hope I can be
somewhat statesmanlike in my presentation here. If
only my company or the trucking industry would be
adversely affected by de-regulation, then the chances
are I would still speak out against it. But this issue
goes far beyond that. So while I have been asked to
come here to give you a trucker's perspective on de-
regulation, I would like you to look at de-regulation
not from my perspective, but from yours.

As a trucking executive, however, I guess I am a
bit more personally involved in the de-regulation
movement and what it entails than those of you who
are not in trucking. I think most of us regulated truck-
ers feel a bit like Dr. Semmelweis at the time he was
driven out of his hometown of Vienna a little over a
hundred years ago.



Li]
Dr. Semmelweis was a young assistant in an ob-

stetric clinic at a time when a great number of new
mothers were dying of what was known as childbed
fever. Dr. Semmelweis dramatically improved the sit-
uation by instituting a new kind of hospital regulation
— he made everyone, including medical students,
wash their hands thoroughly with soap and water
before entering the obstetric ward.

While the success was immediate and while logic
insisted that there was a cause and effect relationship
between the washing of hands and the immediate
drop in fatalities, Dr. Semmelweis' superior, a man
named Johann Kelin, wasn't buying it. He blocked
Semmelweis' promotion and drove him out of town.

Time, of course, proved Semmelweis right.

I wonder what the reaction would be if someone

were to begin a movement today to de-regulate this

phase of the medical profession. Supposing someone

were to come along and say that it is costing the

American public millions of dollars in soaps, antisep-

tics, and other cleansing products used in hospitals,

that this is unnecessary, that times have changed

since Semmelweis' day.
The idea sounds absurd — but is it really anymore

absurd than the current movement to de-regulate

trucking?
Like the obstetric wards in Austria of 130 years

ago, trucking was having its problems 45 years ago.

No, people were not dying, but trucking companies

were and shippers were, and there were discrimina-

tion and cut-throat competition — all kinds of ills.

After a tremendous amount of research and study,

starting back in the mid-1920's, a remedy was sug-

gested. The soap and water here was a regulatory sys-

tem that put some kind of control over motor carrier

operations, including control over entry and a mea-

sure of control over rates.

And you know something? It worked. It cleaned
up the industry. It has worked so well that even the
leaders of the de-regulation movement will concede,
if pushed to do so, that the motor carrier system in the
United States, under regulation, is the finest transpor-
tation system in history.

The fact is being virtually ignored as the de-
regulation movement picks up steam. Senator
Edward M. Kennedy says he plans to introduce truck
de-regulation legislation during this session of Con-
gress. The Administration indicates it plans to do
something similar. And the Interstate Commerce
Commission has proceeded to introduce some de-
regulation by administrative fiat.

Would you please listen carefully to an appraisal
of the motor carrier system as it is working under
regulation:

". . the motor carrier system at present is
providing good service to the satisfaction of
most of its users and that fact must be given
some weight."

That statement was not made by a truck operator. It
was made by ICC Chairman O'Neal last April. But
since then, he has presented a working draft of sweep-
ing de-regulatory proposals to his fellow commis-
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sioners while the Commission, under his leadership,
has introduced a number of de-regulatory measures.

In fact, certain members of Congress are as

alarmed as we are oyer this drastic and sudden

change in ICC philosophy. Congressman Harold T.
(Bizz) Johnson of California, Chairman of the House

Committee on Public Works and Transportation, and

James J. Howard of New Jersey, Chairman of the

House Surface Transportation Subcommittee, a few

weeks ago asked Chairman O'Neal to stop any further

activities aimed at de-regulation of trucking and

charged that some of those actions were illegal.
Chairman O'Neal wrote back to the congressmen

that the ICC was acting within its legal rights and

would continue to do so. This from the chairman of a

commission that is an arm of Congress and which,

presumably, is responsible to Congress.
Let me quote Chairman O'Neal again, as he de-

scribes what he thinks a freight transportation system

ought to be doing:
"The purpose of freight transportation ser-
vices should be to enable firms and individ-
uals to, as buyers, have access to the widest
range of product alternatives available to
them in terms of economic efficiency. Pro-
ducers, correspondingly, should be able
to penetrate the most distant markets that
economic factors will allow them to reach.
These economic goals should be met not just

efficiently but reliably and equitably with

respect to all producers, consumers and

regions."
No doubt, Chairman O'Neal is avivare that those were

the same goals stressed when the industry was first

placed under regulation in 1935. Moreover, he has

correctly described what the motor carrier system,

under regulation, has attained.

In fact I will go as far as to say that you cann°t
reasonably ask the motor carrier system to do much
more than it is doing already. What improvem

ents

can be made — and we do support constructive

change — can be made within the regulatory system.

Why, then, the move to de-regulate?
Well, first of all, it sounds good. The movement t°

de-regulate the airlines and trucking sounds like it

might have something to do with cutting down 
ofl

what everybody agrees is excessive regulatory me'
dling by Big Government. In reality, one has nothing

whatsoever to do with the other.
And in that sense, proposed transportation

de-regulation is a red herring. The real problem ill,
government over-regulation is in the area of socia'

regulation. The Occupational Safety and Health Ad-

ministration, the Department of Health, Educati°

and Welfare, the Environmental Protection Agenc,!'

and other social watchdogs have been nit-picking tile
American businessman and the American public t°

death. The expense is enormous. That's where tile

costs of regulation breed!
The Civil Aeronautics Board and the ICC are n°

even in the same league. And yet these two agenciers,'

neither of which has appreciably expanded its star'
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increased its budget, or added to its authority over
the years, have been absorbing the brunt of the de-
regulation attack.

And I would suggest you take a good look at what
has happened in the airlines. They were de-regulated
Considerably just a short time ago, but already indica-
tions are it isn't proving to be the panacea its propo-
nents predicted. For one thing, a great number of
small towns have lost all their regularly scheduled air
service. Even some bigger towns and cities have suf-
fered severe cutbacks. The CAB has scheduled a num-
ber of regional meetings starting this month to decide
O n government subsidies to guarantee airline service
to certain small towns.

Government subsidies. You understand, of
Course, that the idea behind de-regulation of the air-
lines was to reduce the cost to the taxpayers.

And there has also been a dramatic increase in
Inerger activity. As the monthly newsletter put out by
the Marriot Travel Agency put it in a recent issue:
"Recent changes in airline philosophy and competi-
tion have resulted in several carriers looking toward
Inergers as a means of survival." One airline, Con-
tinental, has announced it may abandon all passenger
service and go into the airplane leasing business if it
does not get approval of its proposed merger with
Western Airlines. Continental officials say they can-
riot make it alone under the new de-regulatory game
rules.

Meanwhile, air passengers are up in arms. Never
in history has the CAB been deluged by so many 
Plaints. Flights are being canceled and delayed; seats
are overbooked; baggage is being misplaced; and ac-
Lec)rding to the New York Daily News, passengers are
ring hit with the old bait and switch scheme. The
,uiscount fares they thought they were going to get (the
°ait) are no longer available — But they can switch to
a more expensive kind.
, You know, of course, they de-regulated air cargo
also. Alfred Kahn, the former CAB Chairman and one
,IE){ the proponents of de-regulation for airlines and
'rucking, kept telling you shippers air cargo rates
w, ere too high but that de-regulation would cure that
sitUation. Well, apparently cargo rates have zoomed
rut) after de-regulation. Mr. Kahn's explanation: Cargo
,tes were probably too low under regulation. That is
what would happen in trucking, also.
th I would like to quote at this point from an article

at appeared in the January 8 issue of Forbes Maga-
,41ne and written by James Cook, a Forbes Executive

"By cutting prices, the airlines have induced
more people to fly, but truckers and railroads
move goods, mostly, not people. Cutting
freight rates is not going to expand the size of
the market. Cheaper shipping rates are un-
likely to cause the appliance industry to
Produce more refrigerators, say, or the steel
Mills, more steel. Instead of expanding the
Market and lowering 'unit costs in transporta-
tion, lower prices are simply going to come
out of the hides of the truckers and railroads.
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The ultimate result could be less competi-
tion, not more, as the weaker companies are
forced under."

Mr. Cook goes on to say, "You would be hard put to
find anybody in the regulated surface.transport busi-
ness who thinks that truck de-regulation is a good
idea. . ." A lessening of competition followed by a
rise in prices is the outlook under de-regulation, Mr.
Cook contends.

And what about service? While the federal gov-
ernment has plans to subsidize air passenger service
for those towns not able to attract it on their own, who
is going to subsidize the hundreds, probably thou-
sands, of small towns that will lose trucking service
under de-regulation?

Make no mistake about it. There will definitely be
a loss of such service. American Trucking Associa-
tions conducted a survey among more than 3,000 car-
riers in 1976. More than 70 percent of them said that
under a nonregulated system, they would eliminate
service to some or all of the small communities they
now serve. On the average, those carriers stated they
would reduce the number of small towns served from
the current average 84 per carrier to an estimated 58!

We can predict with a degree of certainty that de-
regulation of the motor carrier system will mean two
things, at least:

1. An increase in prices for those able to get
service.

2. A reduction in service.
The regulation of freight transportation simply

means that every shipper, no matter what his size and
where he is located, can get the guaranteed freight
service he needs to conduct his business at reasonable
rates. De-regulation would turn transportation into a
competitive weapon. As they did in the 1920's and
early 1930's, cut-throat rates, discrimination, and
overall chaos would rule the industry.

We in the regulated motor carrier industry are
determined to do our best to prevent it and to improve
the regulatory process. Among other things, we plan
to go to court where necessary to keep the ICC from
de-regulating this industry through administrative
decree. For another, we are doing our best to alert
members of Congress and the shipping public just
what is at stake here.

But in the final analysis, I think, you, the ship-
pers, have the trump cards in your hands. You ship-
pers and consumers are going to have to decide if you
really want a common carrier system of freight move-
ment in this country. You are going to have to decide if
the system, under regulation, has been-serving you
well enough to maintain it as it is. From every indica-
tion we have, the overwhelming majority of shippers
favor the regulated system and oppose de-regulation.
But you had better make your feelings known to the
people who count — President Carter, ICC Chairman
O'Neal, Secretary of Transportation Brock Adams,
and your senators and congressmen.

I think America's shippers would be very prudent
to sit down and make a list of the advantages and
disadvantages of the regulated system as it now oper-



ates against the advantages and disadvantages likely

to develop under a de-regulated system. I believe an

honest appraisal by the overwhelming majority of

shippers would have to conclude that service under

the regulated system is efficient and reasonably

priced. And I believe an honest projection — even by

its loudest advocates — of what would likely occur

under a de-regulated system would have to include,

at the very least, a large question mark.
What we are dealing with here, ladies and gentle-

men, is a complex and, in some respects, a fragile
network that is intricately involved with every facet
of the American production and marketing network.

If the hospitals decide to de-regulate their system of
antiseptic control, illness and death will probably re-
sult — in which case antiseptic regulation could be
reinstituted at a moment's notice. However, once the
trucking industry is de-regulated, Senator Kennedy
and President Carter and Brock Adams and Dan
O'Neal won't be able to say, "Oops, sorry about that,
let's return to regulation." No, sir. Like Humpty
Dumpty, nobody will get it back together again. We
will have wrecked the finest transportation system in
history and won't even be able to tell future genera-
tions that we had good cause, that the risk was worth
taking.

And that. too, is something to think about.

De-Regulation
or Re-Regulation
George Chandler
Interstate Commerce Commission
Washington, D.C.

We are in the middle of a debate over deregula-
tion, stemming from a general disillusionment with
big government and particularly with government
regulation of business. This uneasiness is generated
largely by expensive social welfare programs and by
programs that require a lot of unnecessary paperwork.

Transportation regulation is being attacked from
several directions. The DOT and other government
departments have put together a proposal reducing
the ICC 's jurisdiction over rail and motor transporta-
tion. Senator Kennedy has attacked collective rate
making in the trucking industry. Many economists
believe that the trucking industry can be naturally
competitive. A number of shippers are supporting de-
regulation, as are a lot of railroads. Few truckers favor
deregulation, but they do not necessarily fear it.

Even. the ICC itself is questioning its role. In the
1920's and 30's, the ICC actively analyzed the trans-
portation system and the economy in general. Since
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World War II, it has functioned more as a court of law.

Recently the ICC has begun to rebuild its analytical

capabilities and to question whether it can regulate in
a better way.

ICC regulation is generally the type that requires

businesses to get approval before doing something.

People who favor deregulation want to rely instead on

antitrust laws to regulate business. We at the ICC be-

lieve antitrust enforcement comes too late to be use-

ful, and that some prior restraint is necessary.
The government is deeply involved in transporta-

tion today. It develops and maintains the highway,

waterway, and airway systems, and it is involved in
technological developments. A national transporta-

tion policy is implicit in the way those systems are

run. The government wants a transportation system
that provides service to everyone, not simply one that

is efficient. And so it is also involved in comprehen-

sive regulation of surface transportation.
Why should regulation exist? We want an eco-

nomically healthy transportation industry, and We
want service to be reliable. It is doubtful that the free
market can assure that service. Common carriers have
an obligation to provide service to those areas that are

not economically attractive. But can a carrier be re-

quired to serve a small rural town without some quid
pro quo protection from competiton?

Railroad car service regulation has not been verY
effective and has interfered with efficient use of cars

in unit trains. However, the question of service comes
up again here; shippers in isolated communities need

access to rail cars. Public interest in preserving this

service is enormous. Perhaps if the ICC announces a

change in car service requirements 2 or 3 years in
advance, adjustments such as consolidation of stor-

age facilities could be undertaken.
In the past, one purpose of regulation was to pro-

tect transportation companies from poor decisions by
their own management. Today this protective atmos-

phere is no longer needed.
However, the Commission feels that regulation iS

essential in regard to monopoly pricing and intends

to retain control over that kind of rate. Market domi-
nance and collective rate making in the railroad in-
dustry are the two areas having aspects of monopolY

pricing.

Regulation also attempts to prevent price dis-

crimination. The Commission encourages spot pric-

in. of individual services to meet particular market

conditions. Railroads have responded to some extent.

Motor carriers now have sophisticated costing proce-

dures that facilitate spot pricing.
Another advantage of regulation is price stability.

But perhaps an unstable price system is not a bad

thing. Exempt transportation of produce has marl'

supporters.
Regulation is also necessary to provide an inter-

connected transportation system which provides a

broad range of price and service options.
In addition to these economic objectives, societY

has imposed on the transportation system a numb0r.

of social goals. These include safety, consumer Pro"

1

1



tection, promotion of small and minority businesses,
rural community development, energy conservation,
and --- affecting virtually every action it takes — en-
vironmental protection.

What is the ICC doing? It is easing entry into the
trucking industry by granting more applications and
by placing more emphasis on competition than on
Protection. It is analyzing the trucking sectors to see
Where selective deregulation may be possible. And it
is allowing most rate reductions and giving mana.e-
ment the freedom to make individual rate increases.

In regard to railroads, the ICC is beginning to use
its new general exemption authority, probably start-
ing with the transportation of fresh fruits and vegeta-
bles. It is following up on the reform measures of the
4-R Act to see if better implementation will encoura
Iriore use of those provisions. And, as with trucking,; the Commission is analyzing all areas of rail regula-tion — abandonments, mergers, rates, rate bureaus —
to see if any areas can be less regulated.

The next session or two of Congress will see a lo
of activity concerning deregulation, first for railroads
and then for the motor carrier industry. The perspec-
tive may be that of the user of the service, not of the
Provider. The results of that activity will affect the

„IvaY you do business in the future.

I represent that infamous and incompetent or-
ganization you heard spoken about earlier today, the
Interstate Commerce Commission. Sometimes I'm
not so sure how competent it is, either. But we are
trying, and despite the fact that there seems to be a
general attitude abroad that the Interstate Commerce
Commission is gung ho to put itself out of business
and de-regulate the surface transportation industry, I
,don't think that is really quite the case. Mr. Murphy
"as said a lot of things that I thought I might have to
say. He said them very well. What I would like to do is
Use my status as the Washington guru — sometimes
m not sure whether I'm a lawyer or really just, a

Politician — to give you some of my ideas as to why
I, think we are in the middle of this debate over
"-regulation.

I think that it must be clear everywhere in the
Country that we are seeing a general disillusionment
vith some of the great society programs that were
neralded with great fanfare a few years ago; programs
such as welfare and housing, which were supposed to
take care of all of the ills of the country. I think there is
a pneral feeling that big government is not a good
lng and that some of the ideas we had in the past

`"at solutions to problems had to come from govern-
Ment and particularly from federal government was
not really very good wisdom.

I think much more specifically, as Mr. Murphy
Mentioned, that there is an obvious reaction today
against government regulation of business. I saw an
a,c1,111 the press not long ago that might show you how
euective advertising is. I don't remember what com-
sP,anY paid for it or what goods were advertised, but it
ticlOwed a picture of a burly football team lined up on
,L? field. It said that some of us in business used to
gunk that the government was the umpire, but now

we are beginning to think the government is the other
team. I think there is a lot of truth in that. The public
sector has gotten involved in so much of what is really
the private sector's business that we often seem to be
competing with you rather than trying to call the balls
and strikes.

I think this attitude toward government is gen-
erated largely by the expensive kinds of social welfare
programs and health programs, which OSHA, EPA,
and some of the others administer. One of the great
examples that Dick Murphy didn't mention is the De-
partment of Transportation (DOT) air brake standard,
which has been the cause of a major fight for some
time. One of the major problems that all businesses
have, and of course I'm including agriculture as one of
our most important and significant businesses, is
the requirement that businesses make reports, which
the government probably files away and never looks
at. There is clearly a great deal to be said about the
unnecessary burdens imposed by the federal
government.

But I'm not really sure that it is fair to tar eco-
nomic regulation of certain industries with this same
brush. Clearly, to the extent that we have a public
utility which can price in a monopolistic way, some-
one must control it. To the extent that business be-
comes so large and so powerful that it can trample on
the rights of those that must necessarily come to it
for goods and services, someone has to guard those
rights.

The current attack on transportation regulation
comes from a number of different sources. The Carter
Administration has before it legislative proposals de-
veloped largely by DOT in conjunction with other
government departments — including the antitrust
division of the Justice Department, the office of the
President itself, the Council on Wage and Price Stabil-
ity, and the Council of Economic Advisors. The pro-
posals would greatly reduce the ICC's jurisdiction in
regulating both rail and motor transportation. I'm
sure you are familiar with Senator Kennedy's attacks,
in his position of chairman of the antitrust subcom-
mittee of the Senate judiciary committee, on collec-
tive rate making in the trucking industry. The Con-
gress has just reconvened this week and I think no one
doubts that Kennedy will use his new position as
Chairman of the full judiciary committee to continue
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his attacks on trucking regulations. This is not some-
thing to take lightly.

Many academic economists believe quite sin-
cerely and, as far as I know since I'm not an econo-
mist, perhaps accurately that the free market is a
panacea for all of society's ills. There are many other
economists who, although they don't go as far as the
first group, are convinced that the trucking industry
in particular, if not the railroad industry, should be
naturally competitive and really needs no regulation
to operate successfully and provide service at the
price and level that the economy really needs. A num-
ber of shippers are actively supporting de-regulation.
In particular, the larger companies have directed their
attacks against collective rate setting by freight rate
bureaus in both the rail and trucking industries. A lot
of the railroads actively support de-regulation. I'm
not sure how unanimous that feeling is. If it is unani-
mous, it's probably the first time anything ever was
within the board of directors of the Association of
American Railroads. Certainly there is a generally felt
need in the railroad industry for more freedom, par-
ticularly in pricing and in being able to select services
to be offered.

I would say that very few truckers favor de-
regulation, but I have found in my conversations with
many of them that they do not necessarily fear it.
Certainly, the larger, well managed, profitable firms
do not look with great trepidation to when they might
have to compete without the umbrella of the ICC.

The ICC itself has been questioning seriously the
need for much of the regulation that it has performed
during the last 90 years. The ICC for a number of years
in the past, particularly in the 1920's and 1930's, was
an active analyst, reviewer, and studier of the trans-
portation scene and of economics generally. The ICC
had a strong staff of analysts and took the lead, for
example, in proposing the Motor Carrier Act of 1935.
Since World War II, the ICC has left that particular
analytical talent wither somewhat. It has conducted
its business much as if it were a court of law simply
letting parties come before it to put their facts and
opinions on the record, with the ICC itself simply
reaching a decision based on the four corners of the
record just as a court of law settles a contract dispute,
for example.

The ICC now does something which I personally

think is the responsibility and duty of a regulatory
agency charged with not only settling disputes be-
tween parties but also filling the gaps in a necessarily
rather broad legislative scheme. The ICC today is at-
tempting to build up its analytical capability. It is
asking itself whether it is doing the right thing,
whether the things it is doing make sense, whether

it can regulate in a better way, and whether it is really
.spending the taxpayer's dollar efficiently and
effectively.

Nobody is talking about complete de-regulation;

even those who want to completely wipe out the ICC

and burn down the building are selective in their at-

tack. They oppose the kind of regulation which the

ICC imposes which is characterized usually by a re-
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quirement that something be obtained fromthe gov-
ernment before you do something. Before you start to
charge a rate, you must file it with the commission.
Before you can abandon a branch line, you must get
ICC approval. Before you can start a trucking opera-
tion, you must get a certificate.

There is no question but that some form of gov-

ernment control over this industry would remain, no
matter how radical the de-regulatory approach taken.

The antitrust laws still would be there. The govern-

ment sector de-regulators in the Administration and

Congress feel that the antitrust laws are somehow per-

fect. They think that if the trucking and railroad

industries were included under those statutes, we
could get rid of the other laws. I seriously doubt that

this is true. My experience with antitrust regulation is

that it almost always closes the barn door after the

horse has been stolen. Businesses merge and elimi-

nate competition, and then the FTC or Justice Depart-

ment tries to take action. We at ICC believe that there

are areas in which some kind of prior restraint on

business decisions and business activity may well b
e

necessary and that transportation is one such area.

The government has always been deeply in-
volved in transportation and is involved heavily to-

day. It is involved in funding and in development and

maintenance of the highway system, the waterway

system, and the airway system. It has been involved

in technological development. I would like to see a

little more involvement on the rail side, especiallY

some more practical, technological 
development,

such as something to replace the air brakes that have

been around a long time. In the past, I'm afraid our

technology people have been more interested in run-

ning trains through pneumatic tubes and/or other far

out things, but I'm sure more practical advancements

will come.
I think in the actions of government and in the

way it spends its money you find a national transpor-

tation policy. You find a concern with the 
creation

and maintenance of a system that will work. I think

that what you find in the Congress as you look at

legislation is that Congress wants and is going to in-

sist upon a transportation system that provides 
ser-

vice to all, a ubiquitous system. I think that those wh°

think the most important aspect of that system is eff
i-

ciency are mistaken. Efficiency obviously is imP°r:

tant, but I have some very serious doubts 
abow

whether anyone in a policymaking position is goingt

to concede that we can let the forces of pure make

efficiency determine who does or does not r
eceive

transportation services in the United States.
Finally, government involvement comes througi'

the regulatory scheme. Surface transportation regula"

tion is comprehensive on the motor side embracin.

rates, entry, acquisitions of all traffic except 
certain

unregulated movements, the most significant °f

course being unprocessed agricultural 
commodities:

ivIn rail, the regulatory scheme is even more pervas e'

everything is regulated.
Now why do we regulate? As we go into the t

bate whether to regulate or not, we must always u



asking ourselves what we want the transportation
System to be. We want it to be economically healthy
and stable. We want it to be in place. We don't want
the companies in it to be going bankrupt every time
We turn around. We want reliable service. We must
ask ourselves a question in this regulatory debate: can
the free market assure the provision of that service? I
don't think it can. I'm not sure that regulation can
guarantee it either. At least with some remaining reg-
ulatory authority, we do have some opportunity to
Control the carrier and to enforce some kind of com-
mon carrier obligation.

The chairman of the ICC in November, in propos-
ing to the Commission that it consider whether sub-
stantial de-regulation of the trucking industry should
take place, was very careful to emphasize that he
firmly believes that the enforcement of the common
carrier obligation was essential where the public gen-
erally was relying on service, especially where the
services of those motor carriers who transport general
freight and handle smaller shipments are involved.
The question we have to ask I think, is whether this
service obligation can be enforced without the quid
Pro quo of protection. Can we require a carrier to go to
the small town in rural America and pick up a small
Shipment at a marginal profit unless we somehow
protect him from competition that would dilute his
Profit? The other question is whether you really need
regulation to provide that kind of service. Is the
American free enterprise system flexibile enough to
assure that someone will come out of the woodwork?
T,his assumes that someone will be there to perform
he service that the larger carrier perhaps does not

'Ind attractive. We can speculate about these ques-
tions, but we really don't know the answers. The ICC
Members made it very clear during a public confer-
ence discussion in November that they are concerned
about the possibility of loss of service to small com-
Munities and the urban ghetto, which is at least as
unattractive to serve as rural America. The ICC would
not be willing to give up the regulatory control with-
out an assurance that some other mechanism would
guarantee service where it was needed.

Another question about the degree of regulation
°ver the common carrier responsibility comes very
ci°se to home here. What do we do about freight car
suPPly and distribution? My own opinion is, and it is
11°t generally shared by the Commission, that our car
service regulation has not been very effective. It
clearly interferes with efficient movements. For ex-
rnPle, the requirement that railroads spot freight cars
gill °Tie or two car lots at small country elevators rather
an leaving them in a unit train is not a very efficient

waY to use the railway system. The railroads are com-
41°,11 carriers. People need the service. What are we
,?lng to do about the problems? If we try to require

`
inat the single car shipper pay his own way, I suspectsnat the rates would be so high that the Commission`ii\Tould be subjected immediately to a Congressionalvil
id
Yestigation. If we stop -requiring railroads to pro-

single car service to small and often isolated
"Ilnunities on broken down branch lines, the tele-
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phones in the ICC offices start to ring off the hook. The
Congressional and public interest in preserving this
kind of service is enormous. Somehow we must ac-
commodate the fact that the people believe the ser-
vice is necessary. How do we do it? I would suggest
that perhaps we should let people know a long time in
advance, maybe 2 or 3 years, that we must begin to
change our car service requirements and regulations
to permit the railroads to use their cars more effi-
ciently, not to break up their unit trains. Perhaps stor-
age facilities could be consolidated. For example,
grain storage could be consolidated at terminal or
subterminal locations where the traffic then could be
tendered in large enough volumes to make the use of
unit trains or at least multiple car tenders effective.

Another thing we are asking as we debate
whether to regulate is whether some kind of regula-
tory agency protection is necessary for the companies
themselves. A lot of our regulation is based on the
assumption that carrier managements are stupid and
will get into trouble if we don't watch over them like
big brother. They will file noncompensatory rates and
go bankrupt, or they will make injudicious invest-
ments in other carriers, thereby bankrupting both
companies and leaving the public without service.
The Commission's feeling today is that this kind of
protective atmosphere is no longer needed on either
the rail side or the motor side. Where there is an op-
portunity for monopoly pricing, there is no question
that the Commission's position is that regulation is
essential. This is what market dominance is all about.
Market. dominance, a term injected into the Interstate
Commerce Act for the first time in 1976, has caused a
tremendous furor in the railroad industry. There is
railroad traffic in which the individual railroad has
the power and the opportunity to price in a monopo-
listic way. The Commission is convinced that it must
retain control over that kind of railroad rate.

We also have aspects of monopoly pricing wher-
ever we have collective rate making. In the general
freight motor carrier area, we still have a very substan-
tial proportion of the less than truckload traffic mov-
ing under class rates. Virtually all of the class rates
published and collected by the regular route general
freight motor carriers are published collectively
through rate bureaus. The Commission recently did a
dastardly thing and reduced the rate of return for gen-
eral freight motor carriers operating in the southern-
most motor carrier freight territory to a rate of return
on equity of 14 percent. This has caused incredible
howls in the industry. Certainly some carriers in that
rate bureau and some other carriers are not able to
make that kind of a return. At the same time some
carriers in that bureau make double those returns,
because they are able to price in a collective way. I
believe, personally, that the only way that the rate
bureau system can be saved from political attack is if
it is regulated very closely. I think the carriers could
have it one way or another, but not both. Either they
will have to accept regulation of bureau rates and
accept at what appears to the Commission and ulti-
mately the courts and the Congress as a reasonable
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level, or they are going to lose the right to make rates

collectively.
Regulation always has been designed to prevent

price discrimination. How important is price dis-

crimination today? The Commission has encouraged

railroads to spot price individual services to meet par-

ticular market conditions. Railroads are responding

to a certain extent. It has been quite some time since

the Commission has found a violation of the prefer-

ence and prejudice or discrimination sections of the

statute. On the motor carrier side, too, the Commis-

sion has suggested that selective pricing regulations

be taken by the industry. For example, trucking could

publish rates that would provide for lower charges for

the volume tender of small shipments or where ship-

ments are tendered on a pallet, as it makes handling

easier and reduces the carrier's costs.
Another point often raised in support of regula-

tion is price stability. I think one of the things we need

to know more than anything else is how important

price stability is to the user of the transportation sys-

tem. How important is price stability to the public at

large? Is an unstable price system really a bad thing?

How big a disaster is the transportation of exempt

agricultural commodities? We hear both sides. The

U.S.D.A. transportation people feel that the exempt

truck movement of perishables works quite well. The

price structure is favorable. From the trucking indus-

try side, many of the carriers of livestock and exempt

produce would like to be regulated. If not fully regu-

lated, they would at least like to have the opportunity

to band together collectively and set rates or at least to

publish rate sheets.
It is important that we have an interconnecting

transportation system. This started out in a railroad

industry where there are hundreds of different car-

riers and traffic has to move over more than one line.

The motor carrier system, in particular the general

freight system, has developed in much the same way.

The shipper must have the opportunity to put a ship-

ment in the hands of a carrier on one line and have it

delivered by some other carrier that connects with

him. The shipper must know what the rate is, that he

has to pay only one carrier, and that each carrier has

the collective responsibility for any loss or damage. I

think that regulation is necessary to keep this kind of

system going. We want to be sure that the public is

provided as broad a range as possible of both price

and service options.
Someone asked this morning whether railroad

rate regulation unduly inhibits price flexibility and

thus the opportunity of the railroads to offer a variety

of price options to their customers. We hope it

doesn't. We rather think the Commission has been

liberal enough in permitting rates filled by railroad

managements to go into effect. We suspect that the

problem is more one of rail managements than of the

regulatory structure. Railroad officials have said to

me that they do not have the experience or the market-

ing talent to price on a traffic lane or a spot price basis

even if they were allowed to. If they can demonstrate

that there is a demand for these kinds of services at

the prices they offer, I think the commission will
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be receptive.
The big question, perhaps, is in the area of m

otor

carrier collective rate making. Certainly by preserving

a large number of competing motor carriers who ar
e

able to price their services identically, you provid
e

the shipper a tremendous variety of service op
tions.

This is surely a good thing. It may be, however, 
that

the trade-off, a wider variety of price options, would

actually be more attractive to a great many 
shippers.

We must explore this further. Of course, the bottom

line is whether eliminating regulatiqn and permitti
ng

carriers to compete freely would end up, particularl
Y

on the motor side, with the service options as well
 as

the price options.
At the same time as we are looking at transport

a-

tion matters and transportation issues in trying to d
e-

cide the de-regulation vs. re-regulation battle, we, as

government regulators, must be concerned with all

kinds of other social goals. The first one I would like

to talk about is energy conservation and envi
ronmen-

tal protection, because there was a statement m
ade

this morning that I want to challenge. One of the

things that all government agencies have to d
o is

watch out for the environment, whether they know,

anything about it or not. The National Environmenta'

Policy Act requires the ICC and other regulatory age'"

cies to consider environmental issues in virtuallY

everything they do. In deciding whether the railroads'

for example, can raise their rates on recyclable 
corn-

modities such as scrap metal and paper, the Commis"

sion must consider what impact those rate 
increases

might have on the environment. The scrap 
dealers

and the environmental interegts have challenged t
he

Commission by stating that the freight rate st
ructure

on recyclable commodities unjustly discriminates

against the movement of those commodities in 
favor

of the movement of virgin ores and similar 
materials

and that this discrimination is bad for the 
environ-

ment. The Commission has tried consistently 
but u11,"

successfully to decide these issues in favor of th
e ray'

road industry. We permitted the railroads to 
raise,

their rates on recyclable commodities. We los
t thai'

case in court. We appealed to the Supreme Co
urt an°

won it, but Congress promptly changed the law on us'

They placed the burden upon the railroad 
industrY

to prove that there is no discrimination in this ratet

structure before they could raise the rates. We well.,

through a proceeding and found for the 
railroads; 1`

went back to court, but we lost it again. So please

don't blame the ICC for everything that hapPensi

Don't blame us at least for things that are the 
dire'

offshoot of other social programs.

Congress has come out in favor of rural and small

community development. We have in our statute
'

in the provisions for the railroad abandonmentsi

a specific requirement that we consider the effect

abandonment on rural development. Sorry, Mr. Rail

roader, but there it is. We have to consider it befo
r,es

we can permit a railroad to abandon even a line that lci

losing money. We may not have looked at it hare

enough to satisfy the small communities, because W

almost always find for the railroad if there is a los5.

a

a

a
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We are concerned with safety. It is very difficult
to impose effective safety regulations on railroads,
trucking companies, or airlines, if you don't also regu-
late their rates, fares, and services.

We are concerned with small business and minor-
ity business promotion. Here we have a trade-off.
Should we have less regulation so it would be possi-
ble for small businessmen or minority businessmen
to enter the trucking industry, or should we look at it a
different way? Perhaps if we keep our regulation andthe stable rate structure I was talking about, it might
be easier for the small businessman in fields other
than transportation to compete with the big company,
knowing that he has someone to protect him against
Price discrimination for transportation services.

What is the ICC doing? On the motor side we cer-
tainly are easing entry. We are granting more applica-
tions. We have placed greater emphasis on the role
of competition in deciding motor carrier entry cases
and have placed less emphasis on protection. We
have done it largely by degrees because of the chang-
ing membership of the agency itself, because of the
Changing economy, and because of what we perceive
as the general healthy nature of the motor carrier
industry. It simply does not need the protection it
needed as an infant industry in the depression years
When the statute was originally passed.

We are attempting to look at how to de-regulate
and whether to de-regulate in a selective and analyti-
cal way. We have staff people 'working to identify dif-
ferent kinds of carriers, carrier service, and kinds of
Motor vehicles. We are trying to find out whether the
Particular user of those services needs regulation for
his protection, and whether that particular segment of
the motor carrier industry needs to be regulated if it is
to survive and be able to be responsive to service
needs.

We are becoming more liberal on the rate side. We
rarely have blocked a rate reduction. We are allowing
motor carrier managements substantial freedom in
rate increases made on an individual basis. However,
as I noted before, we are more carefully monitoring
collective rate making proposals. We are examining
all existing rate bureau agreements with a view to-
ward deciding whether the particular bureau really
needs immunity from the antitrust laws. In acquisi-
t!on cases we are shifting emphasis from protecting
,tne carriers against injudicious investments and will
°e attempting to place greater emphasis and give
More concern to the possibilities of anti-competitive
impact when one carrier is smaller than the other.

On the rail side we have begun to use the general
,exemption authority we were given in 1976 by the
'origress. We have a proceeding which proposes to
exempt the transportation by rail of fresh fruits and
vegetables from all regulation, not just the right to
lise or lower rates, but from the car services regula-
_loris as well. We hope that a long-term agreement cann

`'e made between railroads and major shippers so that
the railroads will be able to invest in the necessary
equiDment to get- back into the fresh produce busi-
ness. We are following up a number of the reform
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measures made in the 4R act of 1976, particularly the
market dominance test, with a view toward trying to
determine whether we have implemented those pro-
visions in such a way that will encourage the carrier
to use them. They haven't been used much yet. Is that
our fault or is that the carrier management's fault? If it
is the Commission's fault, we will try to rectify that
error. Again on the rail side we are examining rate
bureau agreements. We have issued a general policy
statement to encourage railroad merger activity. And,
as in the motor side, staff members are analyzing all
areas of rail regulation, abandonments, mergers,
rates, and rate bureaus, in an effort to decide whether
further changes should be made in the direction of
less regulation.

The Commission has not been actively involved
in the preparation of the Administration's legislative
package, although we have had an opportunity to re-
view it. During the next year, certainly during the next
session or two of this Congress, I think you are going
to find a great deal of activity. The pressures are on us
and the Congress to reduce transport regulation. For
the record, the third letter in that exchange of corre-
spondence between the ICC chairman and the chair-
man of the House Public Works Committee seemed to
most of us a complete capitulation on the part of the
committee chairman. The committee seemed to be
agreeing that what we are doing is all right. That re-
mains to be seen. The ultimate word is with the Con-
gress. We are going to have some interesting changes
in the Congress. We expect to see some substantial
activity, first on the rail side, followed by hearings
and activity about motor transportation. So keep your
eye on the bulletins from your nation's capital,
because they will affect the way you do business and
the way that the carriers you rely on do business with
you.

Discussion
Tyrchniewicz: I think .we're into a rather interesting
area, quality of service and whether it makes a differ-
ence in what the rates are. As was mentioned earlier,
in North Dakota the railways presumably are making
270 percent above variable costs. In Canada, the rail-
ways are covering only about 1/3 of their compensa-
tory costs in the freight rates they get for grain. Yet we
in Canada tend to complain about service just as
much.

An interesting dimension of the discussion that I
would like to relate to the Canadian situation is the
whole matter of rail line abandonment. Would Lorne
Parker come up here for a few minutes to enlighten us
on how abandonment has been handled in Canada
and whatever other matters he may wish to comment
on.
Lorne Parker: The statutory rate on export grain in
Canada already has been mentioned and discussed by



this group. Perhaps I should say that I am a farmer.
I get involved in a few other things, but I live on the
farm in St. Agathe that is still my major source of
income. There is no question in my mind, as a farmer,
that the rate has led to a rapid deterioration of our
grain collection system or network. We have a short-
age of cars. We have poor service. These are the things
that you people were talking about here today. At the
present time, the rate plus the federal branch line
subsidy does not even cover the variable or the
operating costs of the railways.

I'd like to go back to 1973. Art Wilson, research
director of the Canada Grains Council, is here. That
body set up a grain handling and transportation com-
mittee in 1973. Among other things, the committee
examined our grain collection network, which was
approximately 19,000 miles of rail line at that time.
Over a period of 2 years, we decided that we could
recommend that about two-thirds of that mileage in
Western Canada (some 12,500 miles) should be
guaranteed as part of our basic rail network. That
mileage now is guaranteed to the year 2000. But that
still left up for grabs about 6,500 miles of line. Nobody
would make an elevator investment on lines that were
in doubt; so not only did we have a rundown rail
system, our elevator consolidation was not happen-
ing as rapidly as it might otherwise have.

The Grains Council, which was a forum of the
industry, carried the issue as far as it could before we
did what we always do in Canada, set up a Royal
Commission. Called the Hall Commission, it is one o 
many Royal Commissions we have had in the trans-
portation area. The Hall Commission spent some-
thing like 2 or 2-1/2 years and about 2-1/2 million
dollars I think. When the Commission was finished, it
had put a few more miles of line into the basic net-
work, but still left some 2,400 miles of line unde-
cided. Those 2,400 were the toughest ones to sort out;
that is why they were left undecided.

The Hall Commission recommended that a sepa-
rate rail authority be established to operate these
2,400 miles of line for the next 15 years with 100
percent government subsidy picking up the losses.
Now, if that had happened with the highly-sub-
sidized rail rate, any further elevator consolidation in
Western Canada would have occurred without any
thought about the actual rail cost.

To make a long story short, the farm community
and our elevator companies (most of which are coop-
erative, as you know) said, "we can't wait 15 years
with uncertainty. If possible, this thing must be sorted
out in a much shorter time frame than that." The Hall
Commission had some other things to say.

This kind of a public exercise or public forum
debate on the issue was necessary in Western Canada.
To some extent, I think, it was a political exercise. Dr.
Tyrchniewicz was the research director for the Hall
Commission, and I think it's accurate to say that that
Commission reported things that Ed Tyrchniewicz
hadn't even dreamed were going to be in the report. In
other words some of the recommendations weren't
particularly well-researched.
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In any case, after the Hall Commission Report

came out, another committee called the Prairie Rail
Action Committee was set up to take a crack at this

branch line system. The chairman was a University

professor, and one of the three farmers appointed hap-
pened to be me. Our assignment was to take these

2,400 miles of line and decide within 18 months

whether they should go in the basic network guaran-

teed to the year 2000 or if they should be abandoned

and, if so, when.
The cooperation from the grain industry and the

farm community was excellent. Most Of the grain ele-
vator companies showed us their corporate plans and

told us things that they could not say in a public
forum. We completed our committee work in about a
year. We recommended that another 1,044 miles, I

think it is, of that 2,400 miles go into the basic net-

work, and that happened less than 1 month later by

Cabinet decision.
We made some other recommendations that

haven't been acted upon yet. Our report was just
made public, I think, yesterday. We suggested that

producers who would have to haul more than 20

miles as a result of our recommendations be compen-

sated at the rate of 1 cent per bushel per mile for the

excess mileage as an adjustment system assistance 
to

them perhaps for 10 years. We also recommended

that the federal government put up some money for
road assistance, provided that the municipalities 

or

the provincial governments could prove that they

were incremental road costs attributable to grain as a

result of rail line abandonment.
I think the farmers on our committee were verY

conscious of the facts that as producers, this comPen"
satory adjustment rate was not going to last forever

and that we were likely to pay in the future an increas-

ing share of railway costs. I think that the present

government in Ottawa is committed to rehabilitatin

to hopper car standards at federal expense all rail

lines that are hauling grain in the basic network. (
10

other words, it recognizes that the rate that has eX-

isted for the last number of decades has not been a

compensatory rate to the railways and that our systern.

has run down the same as yours. The parts of it that

we want to keep need federal input to put it back int°

shape.
I want to say a bit more about our special rates. It

no longer exists, at least to the same extent. Faralers

this winter are show,ing an increasing willingness t°

discuss the rate openly and publicly. There se
er11.:

now to be a general understanding that the ra
te 1

completely unrealistic, given today's costs. MarlYt

farmers apparently are willing to pay more, but no_

without some form of statutory protection, hecau!

we don't have any barge options either. Our situati°11t

is identical to Montana's and North Dakota's. Tha_

statutory protection would have to give us some gua'd

antee of service; we want to be sure that increase_t

revenues from increased rates go into grain fleu

equipment.
But given those things, I think that many farmer_sf.

now will accept an increase in rates. In fact, two of oiwa

major grain handling cooperatives in Western Cana"'



already have spoken positively on the issue, and their
elected officials are still in office. I think that says
more than I can put into words.

In the meantime, our Canadian Wheat Board has
responsibility for the marketing at least of our export
Wheat, oats, and barley. It also helps coordinate grain
transportation. I'm one of eleven producer-advisors
to that Canadian Wheat Board. We are elected by the
grain producers, who are permit holders of the Board.
Each of us represents about 14,000 grain producers in
our district. The Canadian Wheat Board is faced with
a situation where, for a number of reasons including
railway problems, we just physically can't get more
than about 21 million tons of grain out of Western
Canada. Also, we face an annual loss of something
like 1,500 to 2,000 boxcars from our already small
existing fleet of 12,500 boxcars. In a few years, on this
basis, we'd have no boxcars left. We have 8,000 new
government hoppers bought by Ottawa 2 or 3 years
ago, that are the real nuts and bolts of our grain trans-
Portation fleet now.

But that source of funding, in my estimation, has
dried up. We've had a standing order for the last 1-1/2
Years, and Ottawa's answer is an emphatic "No,
You've shot your bolt." I think I'm hearing the same
thing here today, not just in the grain transportation
area.

So what really happened was that the advisory
committee to the Board (elected representatives of

producers) put pressure on the Board to call forenders on hopper cars and use producer money to
Pay for them. Those tenders are now being sorted out;
1113 to 2,000 cars will be purchased as early in 1979 as
Possible. One of the tenders calls for delivery starting
°n August 1.
„ I wouldn't want to leave the impression, though,
in at our only problems are rail transportation prob-
'erns. We're short of capacity at the West Coast. We're
1:39,king at several options, and one way or another we
,v111 Provide the incentive to get expanded handlingfacilities.
w. A decision on the rate question must reflect a
illingness on the part of the farm community to al-

tr()1Y for variable rates that would accommodate solid
aik.n movements or unit trains. If we don't have some

of a variable rate to go along with some increaseeu rates, in 10 or 15 years we'll end up with another
:ininittee trying to pare down further that basic net-

elevators continue to consolidate, we'll find
bquditional lines that obviously shouldn't be in that
ouasic network. If we don't let hard economics sort it

tLthen we'll end up with some kind of committee
a'cing those decisions.

pujou are going to see western farmers in the future
'tie ling up an increasing share of the cost of move-
\AT of their grain because we have no alternative.

-ti,„e "n't have the political clout to continue to win,r use kind of arguments in Western Canada.
yoYurc.Lhiliewicz: Thank you very much, Lorne. I think
Of nave a perfect opportunity here to ask questions
han6omeone who is very knowledgeable about grain
ri,dling and transportation in Canada and who is
61It in the middle of the action.
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Q: You mentioned abandoned branch lines. We, of
course, have the same problem in the United States.
You seem to be way ahead of us. In the U.S., under the
4-R Act, the railroads must publish a map, and tell us
which lines they are studying for abandonment, but
that's just 3 years before abandonment. Many lines
now are being abandoned, and some are up for study.
We have just 3 years to make our plans. On your aban-
donment proposals, what you are doing is paying a
fee or subsidy to the farmer really. Are you subsidiz-
ing the producer 1 cent per bushel to bring that crop to
the closest elevator or closest terminal point, or are
you subsidizing the existing elevators on the aban-
doned line for cost of this additional transportation?
Parker: The 1 cent per bushel per mile figure was our
committee's suggestion. It is not government policy at
this time. Canada has a federal election in the offing,
and I'll bet you that it's an election issue if they don't
accept it. I want to clarify one other thing. No rail line
in Canada is abandoned without a hearing by the
Canadian Transport Commission. Our committee
suggested establishing abandonment dates after close
consultation with not just the railways, but most par-
ticularly the grain companies. My concern, and the
concern of other producers, was that if a branch line
has to go, that they get the service and facilities in
place on the adjacent line to accommodate their grain.
In effect, then, the grain companies set the abandon-
ment dates that we recommend, and said, "We can
have those facilities in place. We would like to see
this final Canadian Transportation Commission oc-
curring as soon as possible to get that final decision
and the exchanges taking place over the next 4 to 5
years."

Q: Would you continue to operate the facilities that
you have on the old line? I also represent farm cooper-
atives, where the farmers are owners of our plants. I
hate to see the farmers lose their investments in those
plants if the railroad is abandoned. After all, when
that plant was built, we thought that the railroad
would be there forever. Now, all of a sudden, the ser-
vice is being pulled out.
Parker: As a committee, I think that we would have
been willing to suggest 8, 9, or 10 years for that phas-
ing out. The consensus in the grain industry was that
about 5 years in most cases was enough. If they tried
to run it down any further than that, they'd get into
the situation where they'd need a bigger scale and
they just couldn't put it off any longer. Sometimes
they recommended 3 or 4 or 5 years. I think the
longest term that they agreed to in any one situation
was 7 years for only one elevator.

Oja: My proposal for the U.S. will be that during
these railroad abandonments we'll try to introduce
subsidized service for a certain period of time into
those communities where we abandoned the railroad,
like they're doing in Canada. I would expect the sub-

sidies to be based on equalized freight rates for com-

peting terminals, elevators, or fertilizer plants now

being served by rail.
Tyrchniewicz: Part of the National Transportation

Act in 1967 stated that services would be provided



at cost, except where in the public interest it was
deemed necessary to provide a rail service and that
the shipper could not bear the full cost. Then a sub-
sidy would be paid. There are a number of subsidies
— a passenger subsidy of 80 percent of losses and a
subsidy of 100 percent of the losses incurred on
operating on an uneconomic branch line.

Now, that is not quite as simple and straightfor-
ward as one might think. I had mentioned earlier
about the difficulties of establishing the costs of mov-
ing grain. The costing orders have gone as far as the
Supreme Court of Canada before they eventually were
sorted out. As with any regulation, the immediate
reaction is to start playing games and figuring out hovv
to beat the system. We came across some pretty fas-
cinating ones in the branch line area.

There is no subsidy on the freight rates, but there
is a subsidy to the railways on the operation of unec-
onomic branch lines. As Lorne mentioned earlier, the
most recent cost calculations were that the farmer was
paying about 32 to 33 percent of the cost, the railways
were cross-subsidizing about 50 percent, and the
other 18 percent or so came from the branch line sub-
sidy, which was designed for -something quite unre-
lated. So, subsidizing is a rather complex situation.

Oja: In some cases, when I look at a branch line, I
think no way can you subsidize that line. It's not fit for
service, and it would cost way too much money to
place it back into service. Rather than wasting money
improving that line, I think it would probably be bet-
ter to subsidize freight rates into those communities
for the time being. In the long run, you could save
money. In many cases I feel that subsidizing a railroad
is just a waste of money.
Tyrchniewicz: I think you have a valid point about
using subsidies to perpetuate a service for a long time.
The trucking subsidy that Lorne mentioned would be
a phasing-out process. For a railroad to collect branch
subsidy in Canada, the railways must first apply for
abandonment of the particular branch line. Although
the legislation is perhaps intended to be a phasing-out
-process, in reality it hasn't really worked that way.
Mr. Chandler, would you like to comment on that?
Chandler: I think the point you make is an excellent
one. You may be aware that in the last days of the last
Congress, Senator McGovern introduced a bill that
would provide for funding assistance for the con-
struction of and purchase or lease of transportation
facilities by state and local governments. It's a very
broad-based idea, and it would include the federal
assistance for building new grain storage facilities, for
example, in addition to buying hopper cars or rail-
road equipment. Basically the idea was to provide
some sort of assistance to the elevator operator who
finds his branch gone, or about to be gone, and who
faces retirement, bankruptcy, or simply moving that
facility someplace else. We haven't yet come to the
idea of actually subsidizing the freight rate, but it
seems to me that it is a logical outgrowth of the kind of
legislative approach that the Congress has tried. First,
the Congress said, "We'll provide for subsidies of
branch lines." Well, that didn't work very well. In the
last Congress we have a new bill providing for federal

assistance for state agencies in rehabilitating an exist-
ing branch line. Funding was triggered previouslY
only if the ICC granted abandonment application.
That's too late; everybody knows that. Now there has
been a change; federal funding can be available for

fixing up a line before it has to be abandoned. The
McGovern idea is to relocate the transportation facili-

ties attached to a line scheduled for abandonment.
They would be moved to where they would have a fair
opportunity of staying. Your thought seems to be to

take that one step further. Why don't you write him a
letter?
Q: I have a question for the moderator. Let's say that it

has become necessary to increase subsidies to Cana-
dian railroads. Where should those additional funds

come from? Why can't Canadian grain producers paY
the full cost of providing for grain transportation ser-

vices like U.S. farmers do?
Tyrchniewicz: That is a very interesting question,

one that's being debated at some length within Can-

ada. A significant number are prepared to say, "Yes,
we can't expect statutory rates to stay. They should go
up, whether they go up 3 times or 2-1/2 times or 3-1/2
times, perhaps the amount doesn't matter as much as
who would bear that additional burden." I guess the

options that have been raised include the range fronl

the producer paying the whole shot on the so-called

open-market competitive basis to having the federal

government pick up the total tab on the difference.
The federal government has said a rather emphatic

"no" on some issues, particularly buying hopper cars,

so I would expect that the federal government is not
likely to pick up the full tab. I think there are times
when the farmer can afford to pick up the full tab. A
lot depends on what the price of grain is. Maybe what
we should be looking at, rather than some kind of a

fixed basis, is that the farmer either picks up the full
tab all the time or half of the Price all the time, per-

haps in relationship to the price of grain.
As some of you know, we have a Western Grain

Stabilization plan in Western Canada, the objective of

which is to attempt to provide some stability to farni

incomes. If we are going to include some form of
transportation subsidy, perhaps it should be tied tc),
the Western Grain Stabilization Program. You conic'
subsidize when the going gets really tough and let the

farmer pay the full shot when the prices are high.
When we are talking about the Canadian grain

transportation system versus the U.S. system, I woulid

like to mention that much of the U.S. grain ends up !II
domestic markets. In Canada the bulk of the grain

ends up in the international market. The price fluc-

tuation faced by the farmer in international markets

are such that the export dimension is certainly wag"
ging the dog. We could get into some interesting

political ideologies about how much stability there

should be and whether a farmer has the right to g,c)

broke, but I'm not sure I want to return to last weeks
discussion. Lorne, do you wish to comment further

on whether the farmer should pay the full shot?
Parker: Your chairman has covered most of the
points. Western farmers are not willing to throw the
baby out with the bath water. Until recently the one
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thing that the grain industry had going for it was assis-
tance in regard to grain exports. We don't have a sen-
ate like yours, and the Political imbalances are much
greater. The prairie region does not have adequate
representation in Ottawa because of our population
base, and we are very conscious of that fact in Western
Canada. The message I want to get across at this meet-
ing is that we are now willing to negotiate. I think that
is a fair reflection of the farmer community. It is not
nearly so clear yet as to whether the prairie govern-
nients are willing to negotiate. That's the political de-
cision. The hard nuts and bolts of it are that we must
be willing to give up a few more dollars if we are going
to move any more grain. At the same time, because we
do export about 75 pecent of that wheat, making it one
of the major earners of foreign exchange in Canada,
We have a fair amount of leverage in retaining some
assistance.
(4: You speak of the export rates. Do you have differ-
ent rates for exported products?
TYrchniewicz: Very definitely. Though I don't think
We mill any flour in Vancouver, the rate on feed grains
that might be going into the Vancouver area would be
in the neighborhood of at least 4 times what the export
carload would be.
Q: Who pays that difference then, the farmer or guy
Who buys it?
Tyrchniewicz: Well, it depends on the kind of deal
You negotiated. If your shipping base is Vancouver for
,dorriestic use, then you pay that rate. If your shipping
1°aSe is Calgary, Alberta, then the buyer would pay. kt
is whatever is negotiated, just like in any other ship-
Per-carrier arrangement.
(4: You mentioned stability in groups as our possible

oal. What if the producer had to pay the full bill?
Let'S say he found that there was not enough stability
in the industry. Is a subsidy of the railway not a better
f°rIn of subsidization? Doesn't it give the producer
Lore managerial flexibility?

TYrchniewicz: Are you suggesting that we subsidize
the railway rather than the producer? Or is it the other
rIt‘,Tay around?
L"ene: I think the producer in essence is subsidized,
,put it is an informal subsidy, using different channels.
41,Yrchniewicz: Many people and groups, including

re Hall Commission, have recommended that the
.Lederal government subsidize the railway rather than
lue producer. As an economist, I like to see a business,
Whether a farming business or a railway business,
1,110cate its resources on something resembling the
ivasis of cost or comparative advantage. If the subsidy
on transportation rather than on the producer, a

'Istortion occurs in the amount of wheat produced orW_ hatever product is being subsidized. We've found
s°Irie interesting results in our research on the effect
°I removing statutory rates and having the farmer
13)aYing the shot. We have looked at it on a crop district
asis in Manitoba and in the context of the different

:
it'Pes of agricultural enterprises. I personally get a
tile concerned about distorting what happens by
tlbsidizing the messenger rather than the end user.

Comment: I'll bet that not all of the farmers love
those lines recommended for betterment or are clap-
ping their hands and praising the Lord at all. There
will be many battles, and I think that they will be
fought all the way down the line. And right this year, I
think that with the additional costs of trucking to far
away points has come the loss of personal association
with the local elevator. This year we face the prospect
of sitting in line at country elevators for a consider-
able time and not being able to find space. We may not
have the communication with that elevator manager
to know when there will be space and when there,.
won't.
Q: Mr. Conrad made an observation, I wonder if you
would respond to it? An analysis done in Iowa the
past few years leads to a similar conclusion. Some
elevators that lost their railroads had higher returns
on investments after a number of years than did some
that retained their railroads. This brings in the ques-
tion of quality of management. Should the govern-
ment be concerned about elevator management as
well as transportation systems in deciding about
subsidies?
Tyrchniewicz: Perhaps Don Fraser, who is with
United Grain Growers, will put the shoe on the other
foot and answer that question.
Fraser: For many years we have been faced with
guessing which line is going to stay. Many elevator
lines have deteriorated during the last 15 to 20 years
simply because we guessed that line would go. I'd like
to go one step further. I doubt very much that we will
be able to generate enough capital to provide the alter-
nate facilities that we have in mind.
Q: With the Canadian National, you should have no
problem with losses because you're hauling at only
one-third of the cost of wheat. Eventually that will
be paid by the taxpayer. How about the Canadian
Pacific? Isn't it anxious to operate?
Tyrchniewicz: That is an interesting question, be-
cause both railways claim they don't like to operate at
a loss. They both have lost money in the movement of
grain, yet Canadian National over the last 2 years has
shown an operating profit. I think the extent of gross-
subsidization, and I guess grain is the most obvious
example, would suggest that somewhere in their sys-
tem the railways are doing very well, thank you, to
cover those losses. If you told the railways that they
did not have to haul grain, I don't think they would be
too pleased.

You should understand that the structure of the
railways in Canada is somewhat different than here.
Although the Canadian Pacific is privately-owned,
Canadian National is a Crown corporation that is a
collection of bankrupt railways from the early 1900's
through about 1920. The government picked up the
debt on those railways and consolidated them.

I'd like to throw out a question. Very few coun-
tries other than the U.S. and Canada have any private
railways. I am not suggesting, only asking the ques-
tion, "What about the possibility of some equaliza-
tion in terms of the problems raised this morning that
some private companies may want to consider na-
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tionalizing the road-beds, then leasing them to pri-
vate companies?" This would put them on the same
basis as the trucking companies. Is this an appropriate
question for any of the panelists to comment on?
Chandler: I've decided that I'd like to comment on
just about everything. I think that you have a very
interesting idea, and it is about time it surfaced. I
think that one of the major lacks in government gener-
ally is that we don't know precisely where our public
dollars go. I strongly suspect that a number of trans-
portation services should be provided by rail, even if
that means some government spending. An obvious
example is in a highly populated, highly travelled
passenger corridor. I think it is a good investment of
public money to support passenger service in the
Washington-New York-Boston corridor. Considering
the expenses of building additional highway lanes
and the pollution by highway vehicles or trying to
find a place for a third airport in the New York Metro-
politan area, it is really cheaper for the public to in-
vest in the railroad. As Bill Smith mentioned this
morning, we must come to grips with scuttling a rail
system that is in place, running the risk of giving up
existing rights of way, and then spending a lot of
money to redevelop a highway system, build new
bridges, and so on just so you can move heavy quanti-

ties of grain relatively short distances by motor vehi-

cle. I have real doubts about it. Since the decision has
been made that we build highways and waterways
with public money, why shouldn't we look at how to
spend public money on railroad rights of way also?
You are not going to equalize the railroads' position
simply by charging the motor carrier more gasoline
taxes. You ought to look at it more rationally than that.

I'll throw my question back to the economist here.
I often think that some of the decisions we made about
public spending back in the good old days, when it
was pork-barrelling and log-rolling, may have been
just as good as those decisions we make today after all
the expensive economic analysis. Sometimes I think
our politicians probably know how we ought to be
spending our money, and it wouldn't bother me if
we could figure out a way to spend it on railroads. I
made a proposal that the ICC adopted back in

1972-73 for a possible solution for the Northeast rail
situation which involved a very substantial expendi-

ture of public money on railroad fixed facilities in the
Northeast. It was a very simple plan; I simply copied

it out of the Highway Act. The only difference was
that the people who would spend the money were
private corporations instead of state governments and
county highway administrators. Right about the same
time Lockheed almost went bankrupt, and some gov-
ernment money was paid out there. The atmosphere
was such that people did not want to spend govern-
ment money to bail out any more private corpora-
tions. The results were, of course, that Penn Central is
already in bankrupcy and Conrail evolved. Millions
of dollars are going into that system from the tax rolls
right now.

I think that your question is a very good one. I
don't think we necessarily need to buy the right-of-

way. As we look at the transportation needs, particu-
larly the transportation needs of these big expanses of

territory, somehow the word must get back to the poli-

ticians that you want them to spend it on a transporta-

tion system that works to move your goods and
products.

Discussion
Q: Do you perceive any regulatory restraints on the

railroads which might inhibit their being competitive

with trucking?
Murphy: Not really. I guess basic economics is going

to play its part. There is a role in this country for

railroad transportation, and there is a role for truck

transport. It gets down to a matter of timing, equiP;

ment utilization, turnaround capabilities, things 0'

this type. I think that when the rails and the trucks

work out a system in which each concentrates on,

what they're best able to handle, we probably will en°

up with a better transportation system all the waY

around.
Q: By your response, are you implying that 3701-1

should carve the territory up and not compete, rail-

roads versus trucks?
Murphy: No, I'm not implying that at all. I'm just
saying there are certain areas where each can better

serve the public. There is also an area where there is

very viable competition.

Q: Should it be Commission procedure to deregulate

the transportation of fresh fruits and vegetables hY

rail, would there be an opportunity for the larger shir

per to make a deal with the railroads and preclude

a smaller shipper from enjoying the same kind of 3

deal?
Chandler: Yes, very definitely. What is contenl-

plated is something very much like what you hav,e

today in terms of unit train rates on quantities of coal

The rate obviously is available only to someone Wil°

ships in enormous quantities. This is a kind of dis'

crimination. I think what we're looking at is sornet

way to permit the railroads to discriminate. 1111

sounds like a bad word, but if the railroad industry

going to make the profits it needs to survive as a Po-

vate enterprise, it may be necessary to permit it to

what it does best. We suspect that what it does 
best Is,

to haul large volumes. In terms of fresh fruits ana

vegetables, a large cooperative like Sunkist, for exarrie-

ple, would obviously have the tremendous advantag f

of being able to approach a railroad with the offer fs

making a huge volume tender over a period of montilid

or years. A smaller, independent producer woul

probably not be able to get the same rate. This is soI1l.

thing which obviously has to be considered in decl
d
,.

ing whether this whole idea is a good one or n°`
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When we floated the idea of exemption for fresh fruits
and vegetables, we got no opposition to it from any
respective user of this kind of service. The only lim-
ited opposition we received was from the organized
trucking industry.
Q: The ICC mandated that truckers be compensated
by the shipper for any trucks that were held for load-
ing or unloading beyond a particular time period.
What would happen to that if there were de-
regulation?
Chandler: I'm not sure I can answer that question
very well. If you're talking about some kind of total
deregulation, obviously there would no longer be any
such detention charge. If you're thinking of some kind
of selective deregulation, I think the whole question
of ancillary charges and that kind of thing which has
grown up in the tariff structure is a tough one. People
tend to think of rates as just being an amount you pa3T
for transportation of a volume of a particular com-
Modity for a particular distance. But, of course, there
are all kinds of other charges too. Some of them we
require; some the carriers publish on their own. This
is, again, something that I'm not sure has been com-
Pletely thought out. It seems to us there are good rea-
sons for requiring a carrier to charge or not to charge
for a particular kind of service or a particular aspect of
the service. If we give them greater freedom, which I
think the Commission is inclined to do, that could
Mean in some cases "throwing out the baby with the
bath water." But this is a form of risk we might betaking.

Q: Mr. Chandler, we have had a policy in this country
of dispersing industry, and at one time, also, the ICC
had a policy that said a carload shall be the unit of
,transportation. I'm sure you remember all that.
'-handler: Certainly it is an example of the kind of
conflicting social programs we get caught up in. OneOf the problems that we have as regulators is that the
Priorities aren't clearly spelled out for us. How impor-
tant in the national scheme of things is promotion of
rural community development, for example, or dis-
persion of industry? I would be inclined to agree that
u. rider the present state of rail service, a business or
industry which would have to rely upon rail service
and in relatively small quantities would be dis-
couraged from starting up at any point which is not
lready on a railroad mainline. Certainly this is what

,the railroads want to happen. They want to concen-
(rate their system into fewer lines, and I think that the
clever railroads, the successful ones, are those that
ic.an encourage their customers to move to the larger
Ines. It's not helping the small communities to de-
veloP. But then, since there are a lot of industries that
can depend largely on truck or other forms of trans-
Portation, pel haps it's not that important. That would
naVe to depend on the kind of business that one
Wanted to establish and the nature of the other busi-
vilesses around it which might tend to produce a total
Qiume of traffic which would .be attractive to a rail

carrier,

?: I want to expand on the unit train concept. I be-eve you said that the car service regulation has not
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been very efficient and that one of the reasons was the
necessity of pulling cars out of unit train service and
putting them into single or multiple car service. If
rates are compensatory at the single level, which they
are in North Dakota for wheat, then the efficiency of
the railroad is their problem to solve. They are charg-
ing 270 percent of their variable costs, and they are
still not giving efficient service. Secondly, we are in
an area where unit trains are probably not feasible. So
there is a discriminatory type of operation between
regions.
Chandler: In theory, obviously, you have to be 100
percent right. The carrier is charging a rate that is well
over its long-term variable cost, a rate by which that
particular traffic is bearing its burden toward the op-
eration of the whole system, and it ought to be able to
provide the service, whether it's one car or a hundred.
And yet there isn't any place in which the service
complaints are any greater than in that particular part
of the Upper Midwest where the rates are that high
because there isn't any competition. You can't move
grain out of Montana or North Dakota by barge. They
are the classic examples of the captive shippers. Yet,
the service is still lousy. I'm still waiting for someone
at the railroad to tell me what they're going to do to
make it possible to move single cars or even small
groups of cars through freight yards in a reasonable
length of time and provide efficient and reliable ser-
vice. This may very well be an area in which we really
do need the continuing heavy hand of the regulator.

If the charge is such that there is an opportunity
for a real profit, there isn't any excuse for not provid-
ing service. The argument usually is that even though
the particular traffic does make some profit, it doesn't
make as much as some other traffic would make. In
this case, I don't know if that could be true or not. If
there is something wrong with the rate structure, it is
probably somewhere at the other end of that struc-
ture. It's not the grain mving out of those captive
points. However, I think we have got some tough
trade-offs to make. A little preliminary analysis that
we've done and haven't published yet indicates that
free running cars which are not subject to car service
at all are much more efficiently utilized than cars that
are subject to the car service regulations, which leads
one to ask why the devil we have them. I was thinking
more of those general regulations, orders one and two,
which require the car to go back toward the owning
road rather than specific emergency-type car service
orders. It ought to be something that we could leave
up to rail management. Perhaps we could ask that
question again tomorrow and get a better answer than
I can give. I don't know why the service isn't there.



Agricultural
Transportation
Issues
Hugo Oja
Manager, Supporting Services
Distribution Department
CENEX

From the speakers and discussions at the Agricul-
tural Policy Seminars, it is apparent that we do have a
transportation problem in agriculture.

As I see it, problems that are causing a hardship
011. farmers in rural communities who want to move
their product to market and supplies back to the farm
are:

1. The increasing need of farmers for fast trans-
portation services. With modern machinery,
the spring crop can be planted in a 2- to 3-week
period, and in the fall it can be harvested in 2
to 3 weeks.
A terrific burden is placed on truck transporta-
tion to deliver fertilizer, including anhydrous
ammonia, seed, and fuel during the spring
planting season. During harvest trucks again
must move grain to market, because there is no
storage capacity on the farm or in the eleva-
tors. In the fall, truck transportation is also
called upon to meet the farmers' anhydrous
ammonia and power fuel demands during
plowing and preparation for next year's crop.

2. The abandonment of branch line railroads
and failure of both shippers and the rails to
provide adequate numbers of hopper or other
cars for moving agricultural products and
supplies.

3. Unrealistic weight limitations where trucks
have been limited to 73,280 pound gross vehi-
cle weight regardless of highway standards.
This continues to be a problem in Minnesota
where many of the roads do not come up to
10-ton standards and bridges have not been
built to carry the weights.

As we in the agricultural supply business see it,
the problems that we have mentioned will continue
t° be with us for the immediate future.

In the areas that are served by the Milwaukee
Road and Chicago Northwestern, especially in south-
ern Minnesota and South Dakota, abandonment pro-
ceedings against nonprofitable rail branch lines are
ccelerating. The loss of rail service will place a larger
remand not only for truck equipment, but also on
1.ilighways that will be traveled moving grain to ports
In the Twin Cities, Winona, and Duluth-Superior.
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With the heavier truck movement, congestion will
increase at grain terminal elevators where delays of 5
to 10 hours were common last fall.

The hopper car storage will continue to plague
fertilizer shippers, and the deterioration of some
branch lines will reduce the amount of fertilizer mov-
ing by rail. The availability of trucks from regulated
carriers will not increase sufficiently to take care of
the additional volume.

Petroleum supply problems will continue. With
product availability switching from one terminal to
another, 25 to 50 percent more miles will be added to
deliver the same number of gallons.

We see no easy solutions in meeting agriculture's
demands for transportation, but the agricultural co-
operative groups recommend consideration of:

1. Coordinated transportation planning by the
different state Departments of Transportation
that takes into account the availability of rail
transportation, highway condition, and trans-
portation needs of the various areas. I would
like to compliment Minnesota on its transpor-
tation study and hope it can be implemented
to benefit rural Minnesota.

2. When railroad abandonments are proposed,
a complete study of alternate means of trans-
portation and needs for it in the communities
affected should be made before any area is
deprived of rail service. The study should
include highway and bridge improvements
necessary to provide alternate volume trans-
portation service.

3. Before considering subsidizing a branch line
railroad or upgrading tracks, cost studies
should be made about using these monies to
subsidize truck transportation to the area af-
fected instead. The subsidy should equalize
rates on volume bulk shipments of grain, fertil-
izer, etc., to and from the affected communi-
ties, to meet competition from points served by
rail.

4. To meet peak demands, open up transporta-
tion opportunity to all available truck equip-
ment. To manage this available transportation
pool and make most effective use of it, estab-
lish a centralized co-op dispatching agency.
The agency also could serve as the office for
handling any subsidy credits if they become
necessary and workable. The dispatching
agency should act not as a carrier but as a vehi-
cle by which established carriers or truck
owners may participate in the movement of
products during critical periods.

5. As owners of farm businesses, we definitely
think that we should be able to lease any
available carrier or owner operator, as inde-
pendent contractors, on a direct basis for the
duration of peak agricultural demand periods.
The rates or percentage of rates established for
the service may well be monitored by the vari-
ous State Public Service Commissions or the
ICC, if they deem it necessary.
Other interesting concepts:

IL
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LLJ
The Cooperative League of the United States

suggests that thought and consideration be given
to creating a Rural Transportation Administration
(RTA), similar to the Rural Electrification Ad-
ministration, in the Department of Agriculture.
The RTA would provide technical and capital loan
assistance and management supervision in the ac-
quisition, rehabilitation, and operation of eligible
rural branch rail lines by transportation coopera-
tives, made up of shippers and receivers of freight,
community development agencies, and other in-
terested parties.

We should consider the Canadian Prairie Rail
Authority plan of placing all questionable branch
rail lines in a new entity funded by the federal
government. This new body, independent of the
railways, would have complete jurisdiction to
manage the lines and keep them in sufficient state
of repair and in operation for as long as they are
needed. The Authority would be finished after de-
termining the survival of the lines and shippers
have been protected from any adverse impact from
abandoment.

Conclusion
Agriculture's transportation needs are enor-

mous and growing. We need more flexibility in
meeting demand during the peak or critical spring
and fall planting and harvest seasons. Any opera-
tional or regulatory change that will make addi-
tional transportation available to us will be
welcome.

Discussion
David Jones
Nationwide Carriers

The Department of Transportation (DOT), in their
wisdom, has compiled a list of hazardous materials.
DOT classified them, and the rules require that they
be identified by name, by description, and some kind
of a special designating label. This makes the job of
identifying the commodity much easier. We do not
have to try to memorize the names of these hazardous
materials; we simply look for a certain diamond-
shaped label on the material as the driver picks it up.
This now gets to be pretty complicated.

I am not sure exactly how much of this is of real
interest to you; but I think it is necessary for you to
become a little familiar with it so that when we get the
stuff to the truck or farm, at least we know what we are
talking about. At any rate, the rules require that these
items be identified in writing with a very specific
description. The rules say exactly how the items must
be described on a bill of lading and what the bill of
lading must contain. They also tell what the commod-
ity itself must bear as far as labels and other identify-

296

ing marks. This makes it easier for people handling it,

the dock man and truck driver, to know whether they

are handling hazardous material. There have been

questions and requests for clarification about the

rules. One basic question is who is subject to these

rules. Are only the regulated carriers? Is it anybody in
the interstate commerce? Does it apply to intrastate
operations? According to the final or the most recent

interpretation, the rules apply equally to all people.

I have talked a little bit about the problems that

the trucking industry has in transporting hazardous

material. In addition to identifying the materials, we
must do certain things to assure that the bill of lading
is with the shipment on its way down the highway.

Also, the trailer, the vehicle itself, must have the

proper placard. At last count, I think there were 24

different placards possible, and there are certain re-

quirements under which a trailer must have more

than one placard. When a trailer requires a placard,

for example, one that says flammable, the rules say

exactly what size the placard has to be, what it has 
to

say, and that it must be on all four sides of the vehicle.

In the case of a multiple shipment, you must have 3

placard for each. In some cases you need a placard 
for

each commodity you are carrying. If you have three 
or

four different commodities, the trailer could end up

looking like a circus wagon going down the highwaY.

This could scare a lot of people. If you see a trailer that

says dangerous, explosives, flammable, you would

kind of back off.
The rules are very specific, very precise, and a lot

of work and time have gone into training members of

the trucking industry to at leastthe familiar with these

rules so that they can conform. I want to give you all

example of something that really happened. This in-

cident took place on the beltline around Washingto ,

D.C. One rule states that when the hazardous 
mate-

rials are removed from the trailer, you make sure that

you remove all the placards. In rush hour traffic, on

the beltline in Washington, D.C., a tractor-trailer bear-

ing a radioactive placard was turned on its side along

the road. Police barricaded the whole area, flew in

experts from someplace halfway across the country t°

deal with this shipment of radioactive material. Try t°

visualize this: in rush hour, in Washington, D.C. all
our legislators are in a hurry to get home or some-

place, but they cannot do it because some truck is o
n

its side. The person finally gets there to open the
trailer, and it was empty. Somebody had forgotten t°

remove the placard.
We have a big job to do. I tried to give you sonle

background about some of the problems of the truck

ing industry and others involved in transporting 
haz-

ardous materials. Farmers and farm-related workers

are exposed to hazardous materials. Farmers u
se 1a

vast amount of insecticides and hazardous materials

of all forms. Everything is getting more sophisticated,

and farm people and agribusiness people are beconl;

ing more and more involved in the transportation 0'

hazardous materials.

Another point to bring that point home, you nlaY

recall about 4 or 5 years ago that a whole city or town



somewhere in Mexico almost got wiped out because
of food poisoning. When they got to the bottom of it,
What caused it was a shipment of flour that had been
transported in the same trailer that had just hauled a
load of poison. The flour that went to the bakery that
supplied the bread for this whole town was laced
With poison. So, when you look at it that way, you
Probably will agree with me that every person
involved, in any way, with agribusiness should have a
real interest in eliminating any hazards or any expo-
sure to hazardous materials. Otherwise, the same
thing could happen any place in Minnesota, Iowa, or
any place else in the country, if proper precaution
isn't taken to eliminate it. We are dealing with food-
stuffs for human consumption and for animal
Consumption.

Discussion
Q: I would guess that well over 90 percent of the
agricultural products which move by truck go by
deregulated truck and have for years. I know in my
recent job at the Grain Exchange, we almost never
got any complaints about either rigs or service by
truck. We got all kinds of complaints continually
about service by rail, which was totally regulated. Mr.
Murphy, do you think that anyone here would really
be interested in regulating trucks which haven't been
regulated and are now handling their stuff very
successfully?
Murphy: Well, I think quite obviously they would
like to continue as they are doing. I think the tragedy
of the thing is that this whole deregulation concept is
designed to help the little guy, the guy that's trying to
take care of himself, and he's caught in a terrible bind
that I don't think they're really addressing themselves
to. In most cases his means are reasonably limited.
About 6-8 years ago he could buy, for example, the
power unit for $20,000. That same vehicle today is
somewhere between $50-60,000 or even higher than
that. You couple that with the cost of money today,
because in most cases the man who goes out to buy his
truck and trailer doesn't pay cash for it; he finances it.
He's caught in a double squeeze, and I don't think this
whole deregulation concept is even addressing itself
to that aspect. Therefore, I don't think the person it
seeks to help is really being effectively helped in this
process.
Oja: In the State of Minnesota, the intrastate grain
truckers are not deregulated. They do operate on au-
thority from the Minnesota Public Service Commis-
sion. It's only those carriers who cross state lines who
operate under the soction 203B6 Interstate Commerce
Act commodity exemptions. It's only the interstate
carriers, not the state truckers, who are deregulated.

Q: I couldn't agree with you more, and I think it is
totally ridiculous that we have a minimum mileage-
based scale for trucking within the State of Minne-
sota. In other words, you can charge as much as you
want to to truck grain in Minnesota, but you can't
charge less than a certain minimum. And this is like, a
guy running a shoe store who provides an equally
essential service, like telling him, "Well, okay you
can sell your shoes for $25 a pair or $50 a pair, but you
better not get caught selling them for less than $20 a
pair." I think we ought to damn well get rid of this
minimum truck scale in Minnesota.
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LLI Comment (Wes Hallman): I have to respond to that.
The livestock carriers in the United States have been
pushing Congress to get regulated for the last 5 years,
and they are completely deregulated now. Grain
truckers in the state of North Dakota at a convention
in 1977 made a motion to attempt to be regulated in
their transportation of grain. You are talking about
small truckers. I've been in transportation for 22 years
and I remember when I first got started how the small
truckers used to come in and say, "Jones said that if I
lowered the rate to 32 cents, I could haul all the roof-
ing he's got." Six weeks later another trucker would
come in and say, "Jones said if I lower to 31 cents I get
all the roofing I want." They got the rate down to 23
cents, and nobody could afford to haul it. So the
truckers finally got disgusted and quit hauling it.
Jones went to the ICC and complained that truckers
wouldn't give him service. The ICC came out and
tried to force the carriers to give service, and they said
we can't give service if we can't make money. The rate
went back up to 33 cents and he got all his roofing
moved. Transportation has to make a profit, just like
any other business. And the trucking industry needs
some stability. The small trucker needs it more than
the large, and that's what we're fighting for and why
we have minimum scale in Minnesota. Also, they just
can't arbitrarily raise their rate as high as they like.
They have to go to the Commission and file a tariff,
and the Commission has the authority to stop that rate
increase if they feel it's unjustified or excessive. The
shippers can file a complaint to limit that rate in-
crease. So there are controls to stop a carrier being
exorbitant in his charges. Some of our truckers are
competing with the rails, and when you can't get the
rail cars, the truckers are just fine. You say, "We love
you, boys; we want you around." But when you get
your rail cars, you guys go to hell and disappear. Well,
trucking is no different than anything else. We can't
survive on only three months out of the year. If we, at
this conference, can come up with a solution to move
our agricultural commodities on a 12-month basis
and get rid of those peaks and valleys up there, we're
all going to be very happy. And the federal govern-
ment doesn't know what transportation is about.
They call in a corn contract at the very, time the har-
vest comes in, and they want to know why they can't
get it moved.
Comment (Pickrel): One of the purposes of this semi-
nar is to enlighten the discretion of some of our
friends in Washington. Unfortunately we are the vic-
tims of the snow, but we do have some from St. Paul.
Maybe we can find ways to pass it through them back
to Washington.
Q: I've got one more comment to make on the issue of
deregulation. It will never solve the problem of deten-
tion at the terminals to get those grain trucks un-
loaded. Some of you said maybe 4 or 5 hours. I tell
you, some have sat up in Duluth for 24 and 26 hours.
How many in this room would like to make a living by
driving 300 miles and sitting for 24 hours to get your
truck unloaded? It's not going to get solved under
deregulation but with regulation it would get solved.

298

I've had the same problem transferring other com-
modities, and I went to the shippers under regula-
tions and sat down at the table and dealt. They solved
the problem. We're not interested in sitting 24 hours
collecting $10 an hour to sit there. We're interested in
getting in and out of there in two hours so we can keep
that truck moving so it can move three times as many
loads as it moves now.
A: I would agree with the gentleman on that. It can
be solved rather simply. But actually, that truck
shouldn't have left the farm or the country elevator
until it was scheduled in the teiminal, so that he
could probably make two or three trips a day. The
government isn't going to regulate that. That's be-
tween the country elevator, the terminal, and the
truckers.
Springrose: We've gotten into this thing a few times.
The problem with that is those country elevators get
plugged. The elevator owner gets a whole bunch of
farmers behind him that like that price of the grain,
and they want to sell, and he says, "Well, I'm sorry I
can't buy your grain because I can't take it, because I

can't load the truck, because they're plugged at the
terminal where the best market prices are." So the
whole thing is really kind of a domino effect. We don't
like trucks sitting around our yards any more than
truckers like to be there. I am in full sympathy with

you drivers, but I don't know what to do about it. The
simplistic solution at scheduling a truck in there is
fine, except for all of the back-up problems that it
creates. All it does is dump our problem, our collec-
tive problem, back further into the country level. It

really doesn't solve anything in terms of more effi-
cient logistics. I think that's really where we want to

look at where we can get more efficient logistics.

Q (Chuck Anders, Minnesota DOT): Jim, we've long
heard these tales, where we never pin down the actual
source, that the unloading facilities for trucks could
actually operate at a much greater efficiency than they
do today. Can you comment on that?
Springrose: No, I remember a long time ago one of

my first assignments at an elevator was to go out and
probe the grain trucks in a line that was over a mile
long. I had to pull the samples out for grading pur-
poses, and I had to walk that mile and a half at night,
often times in the rain. And I thought, my God, there's
got to be a better way to do this. I think the trucks g°
when the market demands it. I think you have to un-
derstand that oftentimes we have unloading grouPs,
sitting around on their hands doing nothing for lack ni
trucks.

Now what we're really talking about here is denY-
ing a lot of people a lot of freedom that I think theY

would be very reluctant to give up. I'm not going to be

the first to tell a farmer he has to sell his grain now
because from a logistics standpoint it's convenient to

do that. He looks at the market and says, "I'm going t°
sell now; that's crazy. If I sell now, I'm going to lose
money. I'm going to wait for a better price." Those are

the kinds of things that I think really have to influence,
what happens. The market system has done a lot or

adjusting for thirty odd years, but obviously it still has

more adjusting to do.
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The experience in the grain industry has been
that when producers were offered cheaper transporta-
tion services they iresponded by producing more
grain. If you take a look at the statistics you see a
dramatic increase in grain production. There are a lot
of things in those statistics, but one of them has to be
access to markets that you didn't have before because
of cheaper transportation. Now, I can't see how, if
the rates would go down from deregulation, there
wouldn't be a response from the manufacturing sec-
tor. Let's say, for example, that an appliance manufac-
turer in St. Cloud, Minnesota, all of a sudden finds
that he can have access to markets he was cut out of
before. He would have the opportunity to develop
those and it would be beneficial to that manufacturer.I see that happening throughout the United States
as transportation rate structures change under
deregulation.

In the goods and services market, you have to take
an overall look at the nation's production. Yes, you
May find that a manufacturer in St. Cloud suddenly
can now serve the eastern point that he couldn't be-
f.ore. But in the overall, the supplier that's now serv-
ing the eastern market customer is not going to have a
Place for his products. They are going to pile up.
When you look at overall national statistics, you don't
get a large increase in the Gross National Products.
OM: This manufacturer in St. Cloud, by the way, can
tap that eastern market with totally deregulated
trucks, and that's through private carriage. There's
nothing stopping him from putting his own trucks on
the road and hauling that product out east.
Comment: Except he can't get them back.
Comment: Well, with deregulation, you're not going
!0 create one more pound of traffic to move. There's an
imbalance of any kind of traffic out of the east. Thereare regulated carriers that can't get back out of the east
with enough traffic. The same goes for the west coast.
So that's not necessarily the solution at all.

299

Energy,
Transportation,
and Food,
Interdependent
Policy Issues
James Shaffer
Michigan State University
iliNamiimermunsere

To avoid economic and social disruption, we
must make appropriate investments in new energy
production and adjust to changing patterns of energy
availability in a timely manner. The difficulty of this
planning is increased by our uncertainties about what
technologies will be available in the future.

A plausible scenario for the real price of high
grade energy (e.g. gasoline or electricity) over the next
50 years shows serious problems in our energy supply
beginning about the year 2000. Over the following 15
years, political disruption leads to an authoritarian
government, which institutes a huge program of in-
vestment in energy from coal. By 2030, the currency
has been revalued, the economy is stable, and there is
much emphasis on economic planning.

This scenario is based on the assumptions that
the government will leave energy allocation to the
market until there is a crisis and that the market will
not make timely investments. A more satisfactory sce-
nario would show an energy policy that assures a
reliable and predictably priced supply of energy for a
30-50 year period. Large investments and very long
lead times will be required. They probably will neces-
sitate government underwriting of investments in
coal, possibly with a guarantee of prices for specific
amounts under contract. We need a competent, re-
spected policy body to make judgments about these
investments.

We are very dependent upon finite energy
sources. Research, development, and organization of
alternative sources will take time. What adjustments
to new levels of real energy prices can be made by the
transportation and food systems?

Transportation will need to develop intermodal
systems because long truck hauls and short rail hauls
will be inefficient. It willneed improved technology
for intermodal transf3rs, more standardization, aban-
donment and rehabilitation of rail lines, and revision
of operating procedures. Transporting energy itself
will be a problem, which will affect the location of
coal production and transportation. We need public
policy decisions that evaluate each system in terms of
its effects on several other systems.

Our food system is highly dependent upon en-
ergy and transportation. Changes in energy costs
will cause adjustments in both the production
distribution system and consumption patterns.
Again, long run investment decisions are needed in



energy I mean something comparable to gasoline, nat-
ural gas, or electricity. By real price I mean the price
of high grade energy relative to all other prices,
eliminating inflation. If the index of 1980 is 100, what
do you expect it to be at 5-year intervals to 2030? What
assumptions would you make? Let me suggest a plau-
sible scenario:

Year

1980

1985

1990

1995

2000

2005

Index or
real price
of energy Commen s

100 Some surpluses of natural

gas on market.

100 OPEC loses some influence,
but state trading maintains

world oil price. Some tempo-

rary gluts and shortages cre-

ate fluctuating prices during

the decade.

150 Major problem with imports

of oil increases prices. Consid-

ered a temporary problem.

120 Total use of energy has conti-

nued to increase. Some con-
servation. Little change in
life styles. Discusion of new
oil finds and new technologY.

180 Serious problems in energY
supply. Price increases and

some Tationing. Serious stag-

flation (economic stagnation

combined with inflation).

Gas and diesel fuel from coal

cannot be produced at conl-

petitiye prices. Use of coal for

utilities causing major en-

vironmental problems, manY
bottlenecks.

500 Has become clear that do-

mestic oil and gas is almost

depleted. Cost of finding

and extracting five times

1980 level. Foreign supPlY
limited and withheld for pro"
ducing country uses. EnergY

rationing.

Disruption so great that au-

thoritarian government is

called upon to deal with cri-

sis. Economy disrupted. VP"
employment and inflation.

Equity problems.

Huge program of investment

in production of gas and die-

sel fuel from coal initiated.

order sto modify the systems. Integrated, intermoda
distribution will require new rail-truck-warehousing
facilities and standardization of items such as trans-
portation containers, food preservation methods, and
store design. Water supplies will be important to agri-
culture and also to the production of energy from
coal.

We probably have the technical capacity to cope
with changing energy supplies in the next 50 years.
The question is whether we can cope with the related
social, economic, and political problems: As the real
price of energy rises 5 percent and more a year, it 
increase will be reflected in higher overall prices. In-
flation and employment are intimately related to en-
ergy. We will need not only investments but disin-
vestments, including the loss of jobs.

I propose a fourth branch of the federal govern-
ment, a Supreme Council for Long-Range Policy and
Planning, to investigate alternatives and offer plans
for coping with future problems. I suggest it be ap-
pointed, like the Supreme Court, and that it submit
policies and plans to Congress for ratification. This
plan is no panacea, but it could help us address these
complex issues realistically and in time.

I recently visited with an executive of a firm that
develops large shopping centers. I asked him what
assumptions his firm makes about future energy
availability and relative prices in the planning of the
new centers. He told me that the firm simply assumes
that the price of energy will increase and the higher
price will reduce the growth of real income and thus
the demand for other goods. I pushed him about the
possibility of real shortages of fuel for automobiles
and the obvious implications that would have for the
design of an energy-efficient distribution system. His
response upset me. He said they had considered the
possibility and had concluded that fuel shortages that
would make shopping centers obsolete would result
in such social change that private investments would
not be worth anything anyway, so why worry about
and plan for such a contingency. This comment
points to the crux of the energy problem. We must
figure out how to make appropriate investments in
new energy availability in a timely manner to avoid
very serious economic and social disruptions.

Uncertainty makes timely investment and eco-
nomic adjustment very difficult. We simply do not
know, for example, what technology will develop to
influence the supply and relative price of energy in
the future. Public and private planning and policy
must be made in the context of this uncertainty.

We have had sufficient experience with tempo-
rary energy shortages to begin to understand these
disruptive effects. Recall the electrical brownouts,
the gasoline lines, and the winter natural gas short-
age. We currently are dependent on imported oil.
What do you project for the future?

Think with me about a critical relationship for
energy policy. On a piece of paper plot an index of
what you believe is the most likely real price of high
grade energy over the next 50 years. By high grade
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2010 600 Investments in facilities to
produce gas and diesel fuel
from coal require large quan-
tities of energy. Economic
and political crisis con-
tinues. All environmental re-
strictions on coal eliminated.

2015 300 Facilities for production
of gas and diesel fuel at
full production. Nonfossil
fuel energy sources ex-
panded. Major adjustments
in use. Economy adjusts and
expands.
A radical group circulates
underground literature call-
ing for reestablishment of
elections.

2020 200 An energy price war de-
velops due to overbuilding of
coal transformation capacity.
Losses in energy stocks un-
settles stock market. Econ-
omy booms. The currency is
redenominated by substitu-
ting 1 new dollar for 100 old
dollars.

2025_30 290 We learn to live with new
energy price relationship.
Attempt to reestablish a
democratic enterprise econ-
omy but with emphasis on
economic planning and
integrated research and
development.

In this scenario I assume that the government will
Jeave the allocation of energy through time to market
Processes until supplies become really scarce, be-

the political system responds to short-run in-
9entives. And I assume that the market will not result
in timely investments to deal with the future energy
IsuPPly-demand situations because of the very high
eve' of investments required, the uncertainty of the
,r) aYoff, and long lead times required. After all, we
e'LlaY find new gas and oil or develop an entirely new
,ljergY technology, thus making the investmentsuusolete.

I assume that the supply of oil and gas is limited
„Ild law cost sources would be depleted in 20 to 30
Js ears unless the relative price of energy is increased
tuilc3stantially and/or other conservation measures are
fa 7n• I assume that coal can be transformed to diesel
the and gas at about three times the present costs of1, se products, that direct use of coal will have to bejetinited because of the environmental-health prob-
ofip, and that coal will be the least expensive source
fi arge quantities of high quality energy during thecorst third of the 21st century. If we cannot develop the
theal technology within environmental constraints,

Problem is much more difficult.

If these physical and technological assumptions
are reasonably close to reality, an alternative and
much more satisfactory scenario can be sketched. The
problem becomes one of meeting investment require-
ments and assuring an orderly adjustment to the
higher relative prices of energy. In my opinion, we
need an energy policy that assures a reliable supply of
energy at a reasonably predictable schedule of prices
over a planning period of 30 to 50 years. We must deal
with the apparent reality that very large investments
will be required and that very long lead times are
involved in the design and building of the new sys-
tems. Also, investments made to adjust to new energy
costs require a very long lead time if the adjustments
are to be made efficiently and without major
disruption.

Assuring a reliable supply of energy probably
will require underwriting of investments in energy
production by the government. We can view this as
payment for insurance. We must be willing to pay for
a reliable supply of energy. If my assessment of the
situation is accurate, a possible program could in-
volve a guarantee of prices for gas and diesel fuel from
coal for specified quantities under contracts. This
program would be similar to the target price in the
current farm programs. A schedule of price increases
could be announced and maintained by adjusting
taxes. An orderly transformation could be achieved.

Obviously the best possible projections of al-
ternative energy source prices must-be made. Un-
doubtedly many other sources of energy will be eco-
nomically feasible at higher prices, and it will be eco-
nomically feasible to extract less accessible oil and
gas. However, compared with coal the quantities are
limited and/or the net energy potential is relatively
low given existing technology. Coal apparently will
have many problems and costs associated with its
use. I am assuming that it will be an expensive pro-
cess to extract and transform coal in the demanded
quantities even at the higher prices. In any case, the
total potential energy supply and demand must be
projected over a period from 30 to 50 years to make
intelligent public and private investment decisions.

Let me emphasize that I do not know enough
about the physical and technological facts to make
such a recommendation. But, I believe it is possible to
acquire the knowledge required to make the neces-
sary judgments, although they never can be made
with certainty. We need a competent, respected pol-
icy body to make such judgments.

Although I wish to stress the uncertainty about
the future _energy situation, I want also to stress real-
ism. We are very dependent upon gas and oil, and
these resources are finite. Economically available-
supplies will run out. We must both' conserve and

develop alternative sources. We can hope for an ex-
otic energy in the future, but we cannot count on it. In
any case, the research, development, and organiza-
tion associated with alternative sources will require
considerable time.

Assume with me that we must adjust to this new
level of real energy prices. What can be said tenta-
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tively about adjustments in transportation and the

food system?
I would think the emphasis in transportation

would be on development of intermodal systems. In-

creasing the real price of diesel fuel two or three times

will not make the truck or car obsolete, but it will

change the comparative advantage among modes.
Rails will not be energy efficient for short hauls or

short trains. Long-haul trucking will not be energy

efficient. It will pay much more than it does now to

mix modes. This means that we need to improve the

technology and institutions of intermodal transfers.

Standardization will become more important. Rail

and water transport will become relatively more im-

portant. It will be critical that we improve the rail

system, including the abandonment of some lines and

major rehabilitation of much of the system. Revisions

of regulations, work rules, standard operating pro-

cedures, etc. will become much more important.

Energy-efficient cars, buses, and vans would proba-

bly dominate passenger transportation.
Adjustments in the transportation system to meet

changing demands for transporting energy will be
challenging. Again, timing of investments will be
critical. The locations of coal production and coal
transformations will greatly affect the pattern of de-

mand for coal transportation. The truck-road system,

rail, water, and pipelines all will be involved. Road

systems in several areas are already under stress from
the increased demand for coal. Because a great deal of
energy is embodied in both the energy production
and transportation facilities, minimizing investment
mistakes will make an important contribution to en-
ergy conservation.

The complexity and interdependence of major in-
vestment decisions are illustrated by the proposal to
ship coal by slurry pipeline. Railroads are, within
limits, decreasing cost enterprises. That is, given a
high fixed cost for maintenance of way, additional
cars or trains can be operated at less than average cost.
Coal is the major revenue generator for railroads.
Diverting coal from a line might make the line unprof-
itable or at least change the cost structure affecting the
availability or cost of transporting other commodities
such as grain and fertilizer. Also involved are ques-
tions about the effects of using large quantities of wa-
ter at the source of the coal and disposing of dirty
water at the end of the pipe. I do not know whether

such pipelines are desirable. I would argue only that a
public policy issue is involved and that benefit cost
analyses, considering the external effects of such
projects, are essential inputs to the public policy deci-
sions. The pipeline must be evaluated as part of sev-
eral other systems.

Reorganizing the relationships among housing,
heat source, work place, and transportation seems to
offer substantial potential economies in energy use.
Thus, decisions about the location of almost all in-
vestments should consider these relationships and
related costs. The decisions are long term and thus
dependent on the real price of energy over a long
timespan.
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West Germany has about the same level of living
as the U.S. but uses only about half the energy per
capita as the U.S. A significant part of the reason for
the difference seems to be spatial relationships.

The industrialized food system of the U.S. is
highly dependent upon energy and transportation.
The great improvements in farm productivity since
1940 have been energy intensive. Use of energy in
farm production increased about five times from 1940
to 1970. According to USDA estimates, the food sys-
tem as a whole apparently uses something in excess of
17 percent of the total fossil energy consumed in the

U.S. Farming uses about 3 percent, processing 4.8

percent, marketing 1.3 percent, away from home

preparation 2.8 percent, home preparation 4.3 per-

cent, and direct transportation .4 percent.
In 1976 the cost attributable to energy repre-

sented about 12 percent of the consumers' food bill'

and about 2 percent of average per capita income.

Thus, for the average family tripling of prices of en-
ergy used in the food system would not have a great

immediate income effect, but for low-income families

spending 40 percent of income for food the effect

would be equivalent to about a 10 percent reduction

in income. Also, given the structure of our economY,

the increase in the consumer price index would trig-

ger another round of wage and price increases.

Thus, although energy is not a large 
proportionate

cost of the food system, it will be important to econn-

mize on energy in the food system. Changes in rela-

tive prices will cause adjustments in both the produc-

tion-distribution system and consumption patterns.

Potential adjustments in bcoth are substantial. At"

tempting to protect the food system from higher en"

ergy prices would mean the loss of significant poten-

tial energy savings. The equity problem would 
best be

handled in another manner. Again, the 
adjustment to

much higher energy prices will require majorlong-t

run investment decisions. Higher energy costs rros

likely would reduce the advantages of irrigation, be:

cause it is energy intensive. This would cause s
onlu

shift in regional comparative advantage. Higher en"

ergy costs probably will result in different cropPillg_

patterns designed to reduce the use of fertilizer, 
Ulu

largest use of energy in agriculture. The increase '1

result in greater fluctuation in output, thus requiril

more emphasis on policies related to production an,

price stability. Changes in relative prices will inea'

significant changes in consumption patterns.
The greatest potential savings of energy and ii11.1;

provement of efficiency in general appears to lie

integrated system modifications. This would incin"

redesign of products, preservation methods, oil-

tainers, and distribution. Part of this new 
systelli'l

would be integrated, intermodal distribution, whic,,_

would require new facilities for efficient rail-tru.c
"0

warehousing connections as well as standardizatl%

at many different points from wholesale boxes LA

transport containers, compatible equipment, an:

much cooperation among retailers and food

ducers. Many systems changes must be explor
ed thaL

may relate to methods of preservation, store 
design'

1Home preparation energy and costs not included.
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food characteristics, consumer use and preference,
etc. These studies will require major investments in
research and development. Again, reliable estimates
of future energy prices would be of great value in
Planning appropriate long-term investments.

The overriding objective of the food system, of
course, must be reliable supplies of food. Disruptions
of the delivery of energy to the food system would
have disastrous consequences.

Agriculture is by far the largest user of water. En-
ergy is important in the delivery of water, and water
Will be critical in the production of energy from coal.
Water most likely will be a major constraint in the
location of energy production and transformation fa-
cilities. Both water and air pollution will be signifi-
cant factors. Again, effective planning of the economy
Will require an understanding of complex systems
interrelationships.

My impression after reviewing technical litera-
ture and discussing energy with physical scientists is
that although there is a great deal of uncertainty, we
Will have the technical capacity to cope with the
Changing energy supply problems during the next 50
Years.

The big question is whether we can cope with the
associated social, economic, and political problems. I
an-1 assuming that the real price of energy needs to
increase at an average rate of more than 5 percent per
Year from 1980-2000,2 that we must adopt major ef-
forts to conserve energy, and that exceedingly large
investments will be needed to produce energy and to
adjust to efficient use of higher cost energy.

In the past 40 years, energy use and GNP have
grown at about the same average rate of about 3 per-
cent per year. Until about 1973, the real price of
energy was declining. How much of the economic
growth depended upon increased supplies of inex-

f.'ensive energy? More importantly, what do the moreunited supply and much higher prices of energy •
th9ean for economic growth in the next 50 years? The
,igher price of energy will be reflected in prices of
atinost all goods and many servics. If every group
4.4ttempts to protect its own real income or to improve
l'S Position the result will be economic stagnation
a;mud inflation. Inflation and employment are related
tntirnately to the energy policy. The equity issues are
verY great.

The problem of adjusting to higher energy prices
glyolves not only investment but also disinvestment._Isinvestment and obsolescences are stressful and re-
e6!sted. Obsolescence of human capital involves spe-
,lal Problems which must be faced. Some groups can
is,tablish protective measures to avoid the costs of
illsinvestment; others will be victims. Some transi-
Lc'n compensation may be needed. The disinvest-
'buient adjustments will be much easier and efficientwith ample planning time. '
d Since 1974, the real price of coal has about
r,"roubled. Productivity in coal mining has declined
VVy. This is related at least in part to the agreement

ltn the mine unions and the implementation of
gealth and safety standards. The application of health
ilerc:ITIthe compound growth rate from 100 to 300 in 20 years is 5.65
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and safety regulations throughout the economy un-
doubtedly are reflected in higher prices. We need to
produce coal and other goods under safe conditions.
My point is that this has a significant cost. If all groups
attempt to avoid paying the increased cost by increas-
ing their demands for wages or prices, inflation is the
inevitable result.

I could go on to discuss many other related prob-
lems from the balance of payments to national de-
fense to world population growth, but I was given a
short time and a very big topic.

So, to get directly to my conclusions, I do not
believe we can deal with the problems of the next half
century with business as usual. I believe we must
introduce some fundamental changes in political,
economic, and social organization.

I do not have the answers to the exceedingly com-
plex issues we face. No one does. We must improve
the process of policy to generate much better informa-
tion about future options and to bring the contingen-
cies of the future into current decisionmaking. We
must introduce a new relationship between political
and economic processes. I believe we must become
involved in long-range economic planning.

I propose the institution of a fourth branch of the
federal government. Let me call it the Supreme Coun-
cil for Long-Range Policy and Planning. The Supreme
Council would be charged with investigating alterna;
tive futures and developing policies and plans to cope
with major future problems. It would assess techno-
logical potentials, identify major trade-offs, make ex-
plicit judgments about equity, identify realistic objec-
tives and related resource and organizational require-
ments, and propose policies and plans. To the extent
possible, the planning would be indicative, that is, it
would forecast basic relationships as an input to pub-
lic and private decisions. But the Council would also
recommend long-range policies to implement plans
within the framework of the democratic enterprise
system.

The political system rewards short-run achieve-
ments. It seems to be human nature to respond to
immediate rewards. The objective in establishing a
planning council would be to introduce effective con-
sideration of the future. We want to maintain the
enormous advantages that flow from individual ini-
tiative and competition but want to be sure that in the
process we do not destroy the resource base for future
generations.

The manner in which the Supreme Council is in-
stituted is important, and the design is difficult. I sug-
gest that the Supreme Council be appointed in a simi-
lar fashion to the Supreme Court with some addi-
tional formal search and nomination procedure. Its
function would be limited to critical long-run policy
and planning. The Supreme Council would submit
policies and plans to the Congress for ratification. The
President could veto. Once a policy or plan was
adopted by a majority vote of the Congress and ac-

cepted by the President, it could be changed only by a
two-thirds vote or by a majority vote with the concur-

rence of the Council.
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I suggested earlier a policy of guaranteed prices

for gas and diesel fuel from coal and a schedule of

transition prices. The proposed planning council

would be an appropriate agency to make the neces-

sary projections and assessments and to recommend

appropriate policy.
I do not see the institution of a long-range policy

and planning council as a panacea. We have many

pressing issues which are complex and interrelated.

As has been observed, for each of these issues there

is a solution which is simple, straightforward, and

wrong.
As I understand my assignment, I was to provide

a stimulus for discussion. I have argued that we are

facing a difficult future that requires new economic,

political, and social relationships. The energy crisis is

not basically technological but is a crisis in economic,

political, and social organization. My own belief is

that we can improve the quality of life within the

physical constraints if we identify the problems and

address them realistically and in time. We will have

to change lifestyles. Our sense of community will be

tested as will our adaptability.
What is your scenario for the next 50 years, and

what are your proposals? Now is the time for serious

political discussion. We have some time now. But if

we do nothing, we may not be participants in the

political discussion in the future.

Discussion
Comment: What part is solar energy going to play in",

all of this? I'm surprised you didn't mention it.
Shaffer: Well I didn't mention it mostly because of

the time constraints. The problem with solar energy is

that in the short run we don't seem to have the tech-

nology to provide the high quality energy we need.

Eventually solar energy will be developed for more

general use. The embodied energy in the collecting

facilities, if we are going to develop it for other than

hot water heating and some help in the space heating,

is difficult with the current technology. I am assum

ing that we can't count on the exotic energies de-

veloping quickly, but I am not sure.

Q: I don't know what you do in Michigan but here in

Minnesota about 50 percent of our electricity is now

nuclear, and that's without even using a breeder reac-

tor or going to fusion, which probably will occur in 40

to 50 years. So I think your scenario overstates energy

costs.
Shaffer: Do you think we can do it cheaper with nu-

clear power?

Q: Yes, by using breeder reactors and ultimately

fusing.
Shaffer: I don't think you're right, but we don't really

know the answer. The problem with the current nu-

clear system is that we really don't know what it costs.

There are enormous subsidies and the embodied en-

ergy, in the facilities themselves, seems to be enor-

mous. If we had to pay the full cost, I think it would be

much higher. We don't know the cost of disposal of

the energy waste with the breeder. The fact is we don't
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know how to do it, which I would say is a fairly seri-

ous constraint. With the breeder, there are some social
problems that must be faced. My scenario says that we
can't count on breeders in the next 50 years, because

we won't be able to solve all the social problems.

About 50 years from now we may have figured out

how to become more civilized and be able to handle

it. It's a tough problem though. As far as fusion is

concerned, we haven't proven yet that any net can be

gained. I would hope that 50 years from now some of

us are here to cope with the problem or at least ob-

serve it, but all these exotic t4ings may need more

research and development time and enormous capital

investment.
Q: In your scenario, you place a heavy reliance on

coal. What production levels are you really talking

about here? How do millions of tons a year compare
to our present production level?
Shaffer: The production level would at least triple.

Q: We can't legally mine western coal because of re-

strictions on strip mining. In deep mining, where a lot

of our coal reserves are, we would have to expand the

labor force that goes down in the mines risking more
lives to dig more coal. Those are very serious con-

straints on expanding coal production, and we're

nowhere near improving our coal production

technology.
Shaffer: I agree. There are enormous problems asso

-

ciated with coal. I wish I could see some alternatives.

think that probably we must go to coal and must forget

some of the environmental consequences that have

halted strip mining. Transportation ties in here, be-

cause some enormous transiiortation investment de-

cisions will be made if coal mining is our choice.

Q: If my figures are correct, 70 percent of petroleuill

used in transportation is used for private automo-

biles. How do the increased efficiencies of the auto"

mobile fleet affect the national petroleum crisis?

Shaffer: I think as the relative price of energy goes UP

we'll become more efficient in transportation. We
have improved mileage and a good deal more can he,

accomplished. Notice that the improved mileage °1t

the current generation of cars followed a governrnen

requirement and was not simply a response to higher

'energy costs or expected prices. The policy anti&

pated the economic situation better than the market.

Q: We have a petroleum crisis, not necessarily an

energy crisis. When you talk about petroleum, tile

biggest user is the automobile.
Shaffer: That's true.

Q: How do you see the price of petroleum relating t°

the price of food? If we had $1.50 gasoline, what 
do

you think the price of corn or wheat would be?
Shaffer: That is part of the problem of course, even

with talking about these indexes. The price of the

energy embodied in the production and everything

else will increase those prices.

Q: If gasoline costs $1.50 per gallon and you can get 3,

gallons of alcohol from a bushel of corn, that shoulu

make that corn worth $4.50 less what it would 
cost to

extract the alcohol. Is that logical thinking? Don't you
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think that some gasohol plans are being developed to
Use the excess corn and bring it up to a better price?
Shaffer: I think that there will be some marginal con-
tribution from alcohol for transportation. The data
that we have, in terms of the net gain again, in alcohol
are not conclusive. As the cost of energy increases, the
embodied energy in producing corn must be consid-
ered. Fertilizer, for example, is needed. So the cost of
Producing the corn itself will increase. You see, part
of the problem is in trying to figure this out. There is
SO much embodied energy in everything that you
must be able to look at the whole system. My feeble
Mind has not been able to work all that out yet. We do
have to look at that question though.

Q: A lot of alcohol now is produced by using petro-
leum to develop the alcohol from grain. Before gaso-
hol becomes a feasible alternative, alcohol would
have to be made using something that doesn't require
large amounts of petroleum in its production.
Shaffer: That is true.
Q: What changes do you see in the lifestyle as this
energy cost keeps going up? Will people tend to live
in more congested areas? Will food production move
Closer to the center of consumption? For example,
We now transport vegetables from California to the
Midwest.
Shaffer: I think that we'll have to make some fairly
substantial adjustments requiring fairly substantial
investments. Most of these investments will embody
quite a bit of energy. For example, most of the water in
this country is used in agriculture, but it costs a lot of
energy to get the water on the land. One of the highest
Uses of energy in agriculture is for irrigation, second
only to fertilizer. The comparative advantage will
Change and it will create greater uncertainty in food
Production. When you reduce irrigation, it increases
the uncertainty of production and we'll have to worry
about policies associated with that.
(4: What is the potential for natural gas? Isn't it
cheaper than coal?
Shaffer: That is probably true, if you mean just the
Cost of getting natural gas. The problem is that the cost
°f getting it gets higher and higher. The geologists to
113vhorn I've talked say that, even if gas and oil should

discovered in places where we don't think it's pos-
s.‘thle to be, there simply wouldn't be all that much at
title rate we're currently using it. The difference in the
total amount will determine only when we run out. It
rtnight change the place on your curve where the price
ea11Y goes up, but it will not change the fact that it
will have to go up.
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A Gateway to
Better Markets
Alan T. Johnson
Acting Director
Seaway Port Authority of Duluth
Sam L. Browman
Manager, Trade Development
Seaway Port Authority of Duluth

A gateway" is defined by Webster as a means
of getting at something. In terms of transportation,
gateways are the means of getting from the begin-
ning of a product to its final point of consumption.
In this process, there are many gateways and many
decisions to make.

If you are responsible for transportation, you
have to choose which gateways you will use in
terms of type of transportation, type of market, and
many others. You will need alternate gatecvays to
meet different situations.

The U.S. does have a transportation system
that offers many gateways to choose from, and we
need to make the best use of it that we can in order
o compete in today's challenging world market.

The subject Luther assigned me is Gateway to
Better Markets. It's a very interesting title, and I
found it a very challenging one. I will just deal a
little with some of the basics that I feel are impor-
tant in the transportation field and break down the
two words, "gateways" and "markets", a little bit. I
looked up in the dictionary to see just what good
old Webster said about it. "Gateway," he has de-
fined as a means of getting at something. It's a very
general statement, but when you put it in terms of
transportation, with which we all are involved, it
means starting at the beginning of a product and
coming to the very end, or the final consuming
point. In our daily lives and work we come to
many gateways. How are we going to get the
paperwork done? Are we going to meet the dead-
line? Are we going to sell or market our product?
Are we going to grow our products? When we are
at work or going to work, what is the quickest gate-
way there? Do we take Third Street or Fifth Street' 
These are gateways. I'll 'try to put some ideas to-
gether on what a gateway would be for the agricul-
tural commodities that both you and I work with
daily.

Let's look at an individual in a corporation and
on a movement, say from Fargo or Winnipeg to a
little-known spot, say the country of Togo in West
Africa. It is your responsibility in transportation,
working for a firm, to formulate the purchase
price, plant handling, plant storage, inland trans-
portation, port transportation, water transporta-
tion, and destination-port transportation. You
have many, many cost figures and decisions to
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make in regard to picking a gateway. Just how are
you going to go about picking this gateway?

If you were to take a gateway from the stand-
• point of water transportation, you first have to find
out just what your water transportation charges
would be to Togo. Nowadays, everyone is cost-
conscious and energy-conscious, hopefully. But
we are also profit-conscious for our individual
needs and comfort needs. Water transportation, by
far, is the cheapest form of transportation. I'd like
to give you some, figures that we have developed.
An ocean freighter will get you 1,000 ton miles per
gallon. A railroad car will get you 845 ton miles per
gallon, and a barge, 334 ton miles per gallon.

The question, then, is raised: how much can I
save by using the closest gateway or port? Some-
times the cost factors might be waived due to ex-
tenuating circumstances. You might be able to use
a barge and rail to a given tidewater port. It is also

very prudent for all of us associated with transpor-

tation of agricultural commodities to remember

that the least number of times a commodity is

handled, the least susceptible it is to damage, dete-

rioration and other probables that might develop. I

do not believe that you should only be tied into

one gateway. Right now we are faced with the

problem of energy, and we are constantly looking

for new and more economical gateways. It might

be coal gasification; it might be solar energy. It may

be a number of things, but we are all faced with the

task of getting to a gateway and are constantly

looking for means of getting there.

One of these means might be how we approach
markets or just better markets. A few years ago
when we talked of exporting grains or of importing
various commodities, the gateways that we used
were a very small part of the world. We looked
only at selling the grains to the European market
from this area. Very little effort was put into the
sale or promotion of commodities to South
America, the Mideast, the Far East, or any other
place but the European market. In the past few
years, this picture has changed and will continue
to change. One organization that has taken a very
active part in the developing of new markets for
the grains that are grown in this area is the Minne-
sota Wheat Council. I'm familiar with this organi-
zation for the simple fact that they have brought
various countries to the Port of Duluth, to look at
the facilities, and to talk with the various farmers.
They have also gone to various countries. I'm sure
some of you are familiar with them. Marketing is a
fun area to be in because there is no given market
area any more. You may think it a little bit odd, but
this last season, we loaded 15 ships of grain to Red
China from the Port of Duluth. I'm sure that the
port of Thunder Bay in Ontario had some also.
Again, that is due to the gateways that are now
available to us. And we have new gateways in con-
sumption. When we talk marketing we just do not

talk of one primary purpose for a product. A prod-

uct can be used in many ways. Maybe it is blended;
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maybe it is re-refined. That is also part of the
marketing that has to be done by the individual
companies.

So let's just take a little recap on what I tried to
say here regarding gateways and better markets.
"Gateways" and "markets" are very rinteresting
words that are interchangeable. If you do not have
a gateway, you do not have a market. You might
have a market, but if you do not have a gateway or

gateways, you have no sale. I think it behooves all
of us in the transportation field and the agricul-
tural field to realize that the trapsportation system
that the U.S. offers for the movement of many
types of commodities is basically sound. We do
have trucks, rails, barges, ocean carriers, lake car-
riers, intercoas.tal barges, intercoastal steamship
service. We should be able to handle the demands

for the commodities from this area.
There is no way on God's green earth that our

export sales should not be the leading factor, be-

cause of the amount of wheat that is grown here

and the availability of good solid transportation to

meet the demand that will be forthcoming and
that is here already. The China market opening up
is going to mean additional sales for the agricul-

tural people. It will mean additional hauling for

the truckers, rail lines, barges, and additional ton-
nages for the ports of Duluth, Superior, Thunder

Bay. If we can continue to raise and grow the high

quality products that we have now and keep our

costs to a bare minimum, but yet show a reason-

able profit, we will again be able to compete in the

world markets. Hopefully, our situation in regard

to the exchange rate will improve,' which will in

turn make us that much more competitive in a very

competitive world. When you consider the ex-

ports of grain from Australia and Argentina and to

the European Community, and the exports of grain

from the European Community to the developing
countries, you can see that we are in a very diffi-

cult and challenging competitive field. But I'm

sure most of the problems we face we will over-

come. So, ladies and gentlemen, my statement
here kind of boils down to really a one liner, "Let's

use the means that we have for better transporta-

tion and profit."

Discussion
Q: Can we have more rundown on the volume °f
grain moving through Duluth?
A: This year the total grain that moved from

Duluth-Superior, which takes in the grain tha
t

moves to Canadian destinations and also to other

foreign ones, was about 8,500,000 tons. That's

based on short tons. I can't give you the breakdown

on the other years. This year, by the way, is a record

year.
Q: How close to the average capacity did you run?

A: Well, I think the elevators were at a pretty good

capacity. Most of the elevators worked for a 
short

period of time for 16 hours a day, then went for 24.

The problem, again, was getting the grain to the,

elevators. there was a tremendous backlog ot



trucks and rail cars. I might say on the rail cars, that
if a particular line is hauling grain in big hoppers
into the port of Duluth-Superior, and they serve
that particular elevator, the turnaround time is fan-
tastic. But if the train gets into some other elevator
where they have to have an interline switch, then
the turnaround time does deteriorate consider-
ably. That was one of the problems and we've had
as high as 1500 trucks waiting on a Monday morn-
ing in Duluth alone. I don't know what Superior
has.

The Issues as
Seen by the
U.S. Department
of Transportation
John M. Sullivan
Administrator
Federal Railroad Administration

A recent DOT report states that the railroad in-.
dustry is in serious financial trouble because of five
1,11ajor factors. They are: 1) regulatory restraints, 2)
Dasic changes in rail markets, 3) government subsidy
?f the railroads competitors, 4) inadequate techno-
logical. advances, and 5) labor-management relations.
e Nevertheless, railroads are an indispensable partof Our economy. They provide the principal and most

energy-efficient method of moving many bulk andagricultural products.
The Administration is sending to Congress some

new legislation to modernize the regulation of the,railroads. This, if passed, will mean a more limited,but rational and efficient, rail system. The problemsfwill not be solved by granting the railroads exemption
r°111 regulation for fresh fruits and vegetables, a pro-
posal now before the ICC, or even for agricultural
rProducts in general. A physical restructuring of the
\railroads is needed in order to assure financial sol-
hen,cY. The 4R Act attempted to promote restructuring

°ringing the concerned parties together to make
ge'greements. This process is cumbersome and rail
°InPanies have not taken advantage of it.

The new legislation will streamline the proce-
in'tlre for consolidation and will simplify the abandon-
foent Process. A study conducted in Iowa in 1976
ter that actual rail abandonments had little long-
0 MI effects, that elevators adjusted to new patterns of
tal3„eration, and that farmers were able to take advan-
6 e of multiple rail car rates at larger terminals.
Also under consideration are proposals to give

307

railroads more flexibility to set rates according to the
market demand. Maximum regulation would be used
only where:

1) the shipper is found to be captive to the rail-
road and

2) the railroad is found to be charging excessive
rates.

The Federal Railroad Administration will work
o bring about changes in federal policy, and it ex-
pects the railroads to work with labor to improve the
productivity of the railroads' plants and employees.

Thank you for inviting me to participate in this
seminar. I appreciate the chance to get out of Wash-

ington every now and then and listen to other points
of view. I recently heard a story about an elderly
Moorhead lady who told a public opinion pollster, "I
never vote! It's quite a relief not to feel responsible for
what goes on in Washington."

Although I laughed when I heard the story, on
reflection the lady's comments made me sad. There
are some very responsible people in Washington,

working on some tough problems and coming up with

some very good solutions.
I would like to share with you some of the prob-

lems that we are wrestling with at the Federal Rail-

road Administration, the alternatives that we are con-
sidering, and the direction we are taking which we
believe represents responsible leadership.

A recent Department of Transportation (DOT) re-
port states that the railroad industry is in serious trou-
ble. That simple statement of fact should be qualified
because there are some strong railroads operating in
this country. However, railroads do operate interde-
pendently, and when you look at the industry's over-
all rate of return on investment and see that it has

sunk to an all-time low of less than 1 percent, the
numbers speak for themselves. They speak so loudly,
in fact, that the low rate of return has led to the almost
total inability of the railroad industry to attract new
equity capital. America's freight railroads' capital
shortfall over the next decade has been estimated
between $13 and $16 billion, and that is excluding
Conrail.

These dismal financial projections have been
painstakingly developed as part of the comprehen-
sive study that the Department released in prelimi-
nary form in OatOber. I hope you have all had the
opportunity to read "A Prospectus for Change in the
Freight Railroad Industry." The title is noteworthy.
Although it discusses the decline of the industry in
the post-war period, the study goes beyond a descrip-
tion of the internal problems of the railroads, the
problems of preferential treatment of other modes by
government, and the crushing regulations with which
railroads are burdened. The report emphasizes, and I
wish to re-emphasize, the changes that are needed if
the railroads are to function as an energy-saving, eco-
nomically efficient, privately owned and operated
transportation system. _Restoring economic good
health to the railroads is one of the Federal Railroad
Administration's (FRA) primary goals.
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I am sure there is no disagreement that today the
railroads in general are in deplorable economic con-
dition and sinking. However, I cannot state strongly
enough that the railroad industry is an indispensable
part of our economy. Railroads are the principal and
most energy-efficient means of transporting many
bulk and agricultural products. They handle more
than 70 percent of coal ton-miles and 60 percent of
grain ton-miles and are the primary transportation
mode for pulp and paper products, automotive parts,
foodstuffs, chemicals, and primary metals. I hope that
no one here asks who needs America's railroads. The
answer is we all do.

The railroads' ills are complex and interrelated.
The cure is likewise complex. Our preliminary report
to Congress says that there are five major factors lead-
ing to the industry's current condition. They include..

1. Regulatory constraints that have altered man-
agement's ability to adjust rates, merge cor-
porations, abandon facilities and services, and
improve productivity.

2. Basic changes in traditional rail markets.
3. Government provision of highways, water-

ways, airways, and other facilities, which
has subsidized the railroads' principal
competitors.

4. Inadequate technological advances in the rail
industry.

5. Labor-management relations and the need for
greater productivity.
There is no one cure-all, unfortunately no one

prescription that will provide a miraculous recovery,
However, responsible members of government, rail
labor and rail management can begin to take several
measures towards improving existing conditions.

Tonight I would like to focus on the need for al-
tering the regulatory atmosphere in which railroads
operate and how we intend.to achieve regulatory re-
form. Some steps were taken in the Railroad Revital-
ization and Regulatory Reform Act of 1976 (4R Act),
but they have been insufficient.

The Administration will soon go to Congress with
new legislation to modernize the regulatory climate
surrounding the railroads. This modernization is long
overdue. When the first Interstate Commerce Act was
passed in the late 1800s, railroads were a monopoly
and that famous "Let the public be damned" line of
Vanderbilt's was a prevailing attitude of the railroad
entrepreneurs of that century. But this is 1979, and
the railroad industry is 100 years older. Where it was
once an only child, it now has competition from its•
brothers in the transportation family: the trucks,
barges, pipelines, and airplanes.

The proposals we will take to Capitol Hill, if
passed, mean a more limited, but rational and effi-
cient, rail system. The proposed legislation will em-
phasize free and fair competition between and among
the various modes. Railroads are no longer the mono-
polies they were in the early 1900s. They must com-
pete not only against each other but against the other
forms of transportation that have reduced railroads'
freight market share from two-thirds of the total inter-
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city freight ton-miles in 1947 to a little more than one-

third today. When railroads were monopolies, it was

fairly simple to rely on cross-subsidies to achieve so-
cial goals. The railroads cannot afford that burden
now. In 1975, the Interstate Commerce Commission
(ICC) directed that rates be held down for certain enu-

merated commodities on the grounds that the indus-

tries were depressed and in need of assistance. Ex-
empted from the increase were 35 commodities,
including coal, asphalt, iron ore, fertilizer, grain and

related commodities, motor vehicles, sugar, fresh
fruits and vegetables, and lumbqr. Such holddowns

contribute to the problem of substandard return rates

for railroads.
Recently the Southern Pacific and several affil-

iated railroads petitioned the ICC for an exemption

from regulation for unprocessed agricultural prod-

ucts. The request was for the same exemption that

motor carriers presently enjoy. (Agricultural com-
modities are also exempt as bulk commodities on wa-

ter carriers.)
DOT supported granting a complete exemption

only to fresh fruits and vegetables, stating the opinion

that continued regulation where competition exists is
unnecessary, inefficient and inequitable. In an order

last month, the ICC proposed to grant the exemption

on fresh fruits and vegetables. The Commission is
accepting comments on this proposal before making a
decision.

In this case, the decision may be too little, too late.

FRA did "A Long-Term Study of Produce Transporta-

tion" that examined the physical distribution system
for fresh fruits and vegetables from California, Flor-

ida, Texas, and Washington to several major markets.

The study concluded that trucks would continue to

be the dominant produce carriers and that railroads

will essentially cease hauling produce traffic by the

mid-1980s, unless there are significant changes. Ail
improved intermodal service with contract rates, un-
der exemption from ICC rate and service regulation,

was found to be the best opportunity to increase the

rail share.

To survive, railroads must reduce costs and in-
crease revenues. As a former small business owner, I
can tell you there's no other way to assure financial
solvency. In the last century, competing railroads
built a vast network of multiple rail lines. Much of
this track is no longer needed. Many lines could be

downgraded or abandoned if existing traffic were
consolidated onto the parallel or connecting tracks of

other railroads. Consolidation, coordinated abandon-
ments, joint use of facilities, and trackage rights agree-
ments hold the potential for operating cost savings
and reducing rehabilitation costs. These restruc-
turing activities can be carried out today, and some
have begun. Last June, the Milwaukee and the

Chicago and North Western signed the first such
agreement.

The DOT now has the authority under the 4R Act
to bring railroads, shippers, states, and other in-
terested parties together to consider restructuring
proposals. Rail companies may participate freely in



such discussions, free from antitrust liability. Agree-
ments must have the approval of the Secretary of
Transportation, who will then urge their adoption by
the ICC.

Frankly, although we have made a small begin-
ning and my Deputy Administrator, Bob Gallamore,
has canvassed the Midwest urging rail companies to
take advantage of this new restructuring tool at their
disposal, the response, to date, has been disappoint-
ing. Railroads have a historical reluctance to allow
Other, carriers to use their tracks. And the process is
still somewhat cumbersome. We are thinking of legis-
lative change to streamline the procedure, making
Consolidation less costly and time-consuming to
achieve.

At the Department of Transportation we believe a
Physical restructuring of the railroads is an essential
element for positive change. We recognize this will
mean more abandonments. Line abandonments in-.
volve complex legal and economic interests of gov-
ernment agencies, shippers, and communities. The
ICC decides whether abandonments are consistent
With public convenience and necessity. Again, the
Process for making that determination is time-
Consuming and costly. Even with the expedited pro-
cedures of the 4R Act, a contested abandonment can
take 12 to 15 months.

We recognize that the prospect of losing local rail
service is very disturbing to shippers and communi-
ties served by these lines. However, the results may
not be as severe as expected. No one likes to lose
,soniething they already have, even though it may not
°e the most efficient method of operation. The rail is
not always the cheapest way to move grain. A study
Conducted for FRA at Iowa State University in 1976
found that actual rail abandonments had little effect
uPon employment and business in towns along the
lines. The grain elevators generally went through a
brief, but not severe, period of adjustment as a new
Pattern of operations emerged. More significantly the
study showed that if most of the 71 Iowa branch lines
that were studied were abandoned, the net revenues
received by the farmers selling grain along those lines
Would be increased. This was a result of cheaper rates
for assembling grain by truck at subterminals and tak-
!ng advantage of lower multiple rail car rates for the
1°ng haul. An individual country elevator operator
might be unable to foresee this possibility while fac-
ing abandonment. But the trend is toward coopera-
tives and upgrading one facility to handle large rail-
road shipments.

Our proposal to Congress will address the aban-
uonment issue. We are considering abandonment
Provisions that would give states, shippers, carriers,
aild labor the chance to investigate alternatives to
_a,bandonment and would set simpler procedures for
'13andonment in cases where the line just cannot be

made profitable.
I would like to point out that recent amendments

rt° our branch line legislation will provide substantial
tederal assistance through periods of change in trans-
Portation patterns. Restructuring and abandonments

will help reduce costs; rate flexibility will help in-
crease revenues.

I have spent quite a bit of time talking about re-
structuring and would like to move on to the area of
ratemaking. We are now considering proposals that
would give substantial additional flexibility to the
railroads to set rates in accordance with market de-
mand. Our proposals would be phased in over a
5-year transition period. During the transition, a zone
of reasonableness would be used and rate increases
falling within the zone would be de-regulated.

Our current thinking is that maximum rate regu-
lation is needed only if there are shippers who are
captive to a railroad in the sense that there is no com-
petition to force the railroads to set reasonable prices.

We have been looking for a method to fairly iden-
tify and then protect those shippers. For example, our
solution may take the shape of a two-part test. The
first part is the identification of captivity: is there no
other competitive transportation to serve the shipper'?
The second part, then, assesses the rate: has the rail-
road abused its monopoly power by charging an ex-
cessive rate? If both answers are yes, the Commission
would become involved in the rate setting process.

During the transition period, we at DOT would
submit studies to Congress describing our findings
under the zone of reasonableness and the extent of
any problems we might expect at the end of the transi-
tion period.

I have outlined for you several elements of our
current thinking on regulatory reform. We at FRA are
operating under the premise that there are basic eco-
nomic and institutional problems that plague the rail-
roads and must be corrected. A second premise is that
government financial assistance is no substitute for
fundamental changes in the ability of the railroads to
increase revenues and reduce costs. We will work to
bring about changes in government policies affecting
railroads, but we expect rail management and labor to
work together to improve the productivity of the rail-
roads' plants and employees.

Groucho Marx is credited with saying "Politics is
the art of looking for trouble, finding it everywhere,
diagnosing it incorrectly and applying the wrong
remedies." Since I arrived in Washington, it has been
my experience that rather than trouble, we have
found challenging problems and I sincerely believe
that we are diagnosing them accurately and handling
them responsibly.

Discussion
Q: Mr. Smith, you said this morning that maybe we
didn't have enough money in the United States to
rebuild transportation. I'd like to hear what kind of an
effort Mr. Sullivan thinks rebuilding would take.
A: Of course the amount of money to rebuild de-
pends on what you're going to rebuild and why. So,
probably the biggest fear we have in trying to avoid
becoming a nationalized railroad system is that it
would then become a highly political atmosphere
where every mile of track, useful or not, somebody
would decide that we should spend $100,000 per
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mile and make it grade A, 60 miles-an-hour track.
Right now, we're saying in this report that I men-

tioned that there is a capital shortfall of $13-16 bil-
lion. But what we're saying is that we don't really
expect that; it would happen only if nothing is
changed. What we did was dramatize the need for
change by taking present conditions and projecting
them through a 10-year period. So, I would suspect
that the short-term momentum means that you will
need continued government funds flowing to what
we would hope to be able to describe as the most
useful projects. In fact, we have economic work going
on that would describe, in very clear detail, where the
flows of the specific commodities are going. Rather
than start with a map of where the railroad tracks are
and hope for the best, if we come up -With a carefully
drawn map of where the goods are flowing, then
maybe the people in the railroad business would use
the authorities that we have in the law (and hope to
get in the law) and the funds that we hope to have
available for what we call restructuring assistance.
The increased regulatory flexibility will start to move
modern rail facilities toward where the traffic takes it.

Q: Mr. Smith was more inclusive in the total highway
system and other types of systems. Do you think that
we could expect the highway system to be in the same
situation?
A: What our position is that the highway system may
or may not be paying its way. They have some user
charges. The railroads are conducting studies to an
lyze whether those user charges are adequate and 1c)

a-
-

ing assessed on the proper carriers that are generating
the need for rebuilding and maintaining those high-
ways. To answer your question, our position is that
you would not have a government-provided facility,
but we would want to see that the user charges reflect
a return of those monies to the government from the
user of the facility.
Q: Sir, you undoubtedly know that the railroads have
been basing their pricing system on demand, and on
what the traffic will bear, for many, many years with a
large part of it sanctioned by the Interstate Commerce
Commission.
A: Yes.
Q: Well, I take it then that you are going to encourage
that kind of demand pricing by removing remaining
restrictions.
A: No. When I say "zone of reasonable range", we
will provide an expanding zone where they would
have flexibility, either up or down. There are, I can
visualize, certain areas where the railroads would
benefit by lowering their prices. But to answer your
question, I don't know enough about it to know that
they are charging all that the market will bear. I would
assume that there would be room for prices to go up. If
those areas do not exist, then we are wong and ought
to give up on the railroad system and just turn it over
to the government.

Q: All right. Are you proposing legislation to assist a
wider range in user charges, or other segments of the
transportation industry?
A: That's not part of this legislation now.
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Q: When are you going to do that?
A: Down the road I think they will, when the results
of our current study come in, but that study probably
will not come in until next year sometime.

Q: Aren't you talking about assessing user charges
against the trucking industry?
A: No, I was talking about the highway system, or say
the waterway system, where there is a government

investment that is not recovered in any way through
the existing user charges.
Q: Why don't you tackle the segment of the transpor-
tation economy which necessitates trust subsidiza-
tion within the railroad industry? You are just going
to accelerate and uncap the shipper-producers.
A: I suppose you are. I would predict, in the case you
are talking about, that the grain shipper would be

looking toward higher rates. What we have done with

the zone of reasonableness is, in effect, to put a cap on
that. We have provided for a 2-year study and a 4-year

study to determine whether, in fact, captive shippers

are really captive.
Q: I'd like to carry this trend on to the present. Yon
speak of the zone of reasonableness; I gather that you

also would favor peak period prices.
A: Surely. Yes, we have testified to that on Capitol

Hill. We think that it is a little unreasonable for a
barge operator to be able to quadruple his rates during
a peak period and for railroads to be held there as

stand-by capacity. Railroads are nailed to a rate that
creates and magnifies a car shortage during peak
movement of grain.
Q: The producer makes a financial commitment with
his crop. When he makes that financial commitment
to seed the ground, he doesn't know what his yield

will be. He doesn't know what his price will be, and
he really doesn't know what his total cost will be

because his costs are continual over the production

period. The railroad, on the other hand, picks the
grain up at the country elevator and moves it to the

terminal market. Could you assess the needs — wh°
incurs more risk in that total process of production

and marketing?
A: At the comparative rates of return these days, I
would have to feel that if I had $10 million to invest
and decided to put it into a railroad, I'd be taking 3
substantial risk.
Q: Well, I'm not talking about that. The producer, not
the railroad, incurs the risk.
A: Yes.
Q: The railroad has the product for a few days (if less

efficient, for about three weeks). You suggest raising
the rail rates so that we reduce the country's price of
grain.
A: I understand your problem, and I confess to not
knowing the history of why, in agriculture, the costs

move backward toward the producer. It seems so logi-

cal to have them move forward as value is added

through distribution or otherwise. -
Q: If we sold only in domestic markets, that would be

fine.
A: Yes.



Q: But with grain exports . . .?
A: I don't pretend to be an expert, but part of my
business life was 8 years in stevedoring and terminal
Operations, and grain was pretty attractive to handle.
Politically, maybe we are attacking the wrong prob-
lem if we are kicking a dead horse. If you have what-
ever you describe the service to be, whether it is 1
mile or 500 miles, and whether it's 1 day out of 365, or
3 weeks, there are assets involved and costs to main-
tain those assets. We must have cars available at a
certain time. Our position is that the railroad has a
right to recover whatever the costs are of providing
that service.
Q: You refer to it as a political problem. I think it is
more of an economic problem.
A: I think it is a mutual problem, and that is why I am
happy to be educated on it.
R: I suppose, but I think that the bearer of the risk is
not going to be the recipient of the rewards in this
Particular situation. In other words, producers are
very vulnerable.
A: You seem to assume that for the railroads to be
oWning 500 miles of line and 100 grain cars is no risk.
I don't follow that.

Q: What I am saying is that producers are not capita-
lizing on the high price of exporting grain. That is part
of the production marketing process. The farmer does
not know what the price of grain is going to be or what
his production costs will be. But, he hopes like hell
that he can sell it for enough profit to stay in business.
A: What we are doing is putting in a fairly narrow
zone, and we will have very thorough, careful studies
of what happens. I don't pretend to be an expert, but I
did skim through an article where this same problem
came up in Canada, and after deregulation they actu-
ally had a more efficient rail service. This included
the area of grains, although there were some areas that
they were unable to change.
9: You seem to talk about deregulation in the sensethat competition is the panacea of our railroad
Problem.
A: I tried to say that we do not think there is any one
solution, but there is a major problem.
Q: Can you tell me why the railroads don't raise their
rates, for instance, between Minneapolis and Chi-
ago, when less is hauled than between the smaller
(°wns and the Minneapolis area?
A: I- do not know about that degree of specific man-
agement decision on a given rate.
Q: I will tell you why. It is the supply of railroads
°Perating between Minneapolis and Chicago. Only
ile railroad operates between a single station in

'North Dakota in the country and the Minneapolis ter-
rilinal market.
4: We hope to find out how much of a problem that
really is.

Issues as Seen by
the Minnesota
Department of
Transportation
Charles Anders
Director, Policy Development
Minnesota Department of Transportation

Two years ago, the Legislature established the
Minnesota Department of Transportation. Its respon-
sibilities include highway construction and mainte-
nance, the administration of rail and transit pro-
orams, and the administration of programs dealing
with aeronautics, waterways. and pipelines. Its first
requirement was to develop a state transportation
plan. The department actively solicited public partic-
ipation and built its plan around 4000 issues raised at
public meetings. The Minnesota Department of
Transportation (1\71DOT) has developed criteria for
recommending whether rail lines should be aban-
doned. It has administered money available from the
4-R Act to subsidize abandoned lines and to upgrade
state roads to 9 tons. A number of new ideas are being
discussed and some experiments will be tried.

One problem facing the state is the high number
of overweight trucks on its highways. Several plans
for better enforcement of weight limits are under con-
sideration. A transportation regulation board might
be useful. Tile concern about overweight trucks is
increased by the fact that highway construction costs
rose 21 percent last year.

MDOT is studying the feasibility of putting power
lines along highway right-of-ways and is looking at
the potential for alcohol t\ fuels. It is also a mem-
ber of a consortium of mid western states which is
trying to determine a useful role to play in the upcom-
ing national debate over dc regulation
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About two years ago, the Minnesota Legislature
established a Department of Transportation. Now
we're two years old, and we have finally figured out
one thing. That is that one barge tow made up of fif-
teen barges equals 2-1/2 unit grain trains or 900
trucks. If you think about it, that's a bit of an accom-
plishment. It puts things in perspective a little.

The DOT was given a number of responsibilities
which start with highway maintenance and construc-
tion. It also administers the various rail programs
within the state and is the designated state rail plan-
ning agency. It administers transit programs. It is
involved with administering rates and regulations



and with, aeronautics, waterways, pipelines,

and planning.
When the DOT was established back in 1976. we

were required to develop a state transportation plan

within 18 months. It was due last July. It has been

nicknamed MnDOT Plan. The key word for that trans-

portation plan was public participation. I believe we

did an extensive job with that. We had over 150 pub-

lic meetings and 1,000 hours of citizen input. The first

thing we did was to go out to the public in a series of

about 12 meetings and ask the people what transpor-

tation issues were of concern to them. We had very

good attendance at these meetings, but the public

didn't know quite how to react to an agency that was

coming out and saying, "What do you think we

should do?" instead of saying, "Here we have the

semi-final document, and we want you to review it

before we finalize it." After a while we did get a num-

ber of issues. In fact, we got over 4,000 separate trans-

portation issues of interest to the public. They made a

computer stack about 1 inch high. We categorized

them every way we possibly could and finally came

down to a number of categories'. There were issues for

each mode of transportation and also for cost sharing,

inter-city transportation, truck regulation, and energy

and environment.
After we identified these issues, we established

task forces. One that illustrates that we listen to the

public and to our constituents is the task force on

trucks and regulations. We met with representatives

of the various trucking associations in the state of

Minnesota. We were kind of fired up, and we told

them we were going to do a lot of work on de-

regulation and the trucking industry and rail and all

sorts of good things, and they said, "Don't. Within the

time frame that you've got, there's no way you can

scratch the surface and do a reasonable job in the area

of regulation." We took their advice, and we didn't.

We did get into a number of other areas though. One

was railroad abandonments.

The rail system in the state of Minnesota is about
7,000 plus miles. About half is branch lines. In the last
10 years, about 15 percent of that mileage has been
abandoned or is presently pending abandonment.
We're looking at another almost 500 miles which
have been identified to date as potentially subject to
abandonment or are under study. The Minnesota
DOT has developed a mechanism to establish a posi-
tion on abandonments and to prioritize projects for
the federal programs. To date, we've supported a little
less than half of the abandonments that have taken
place. We've only opposed one or two. There's a rea-
son for that. We base our position on abandonment on
four things. The first is shipper interest. Do the ship-
pers really give a damn? In some cases they don't,
especially when they are using trucks anyway. The
second is future potential. If that line were in good
condition, could it make a profit? If the line were in
good condition and if the shipping were up, could it
even then make a profit? Third, is there any reason-
able alternative to using rail? Lastly, what is the com-
munity impact of abandoning those lines? Based on
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those criteria, we make our recommendations.
Let me review very quickly the various rail pro-

grams available in Minnesota. Everybody here proba-

bly knows the contents of the 4-R Act. The act trans-

ferred to the Midwest about two years a program that

was used in the Northeast when Conrail was started.

It basically said, once a line is abandoned, you have

the opportunity to subsidize it and continue its opera-

tion. You can purchase the line or rehabilitate it. Or

you can do something else, such as move an elevator

or a manufacturing plant if that solution is less expen-

sive than continued rail service. We're administering

that program, and to date we have rehabilitated one

line. As an alternate method, we're looking into reha-

bilitating a couple of 5-ton and 7-ton roads to bring

them up to 9-ton outlets. And we're looking at some

other innovative things like possibly establishing

some cooperative shipping terminals,on viable 
rail

lines and letting those shippers who are losing their

rail lines cooperatively ship out of that point. Limi
ted

Federal funds are available. Only about 1-1/2-2 mil-

lion dollars now, and possibly $4 million per year in

the future, depending on the allocation level during

the next Congress. That program has been changed 
to

allow us to address lines of less than 5 million gross

ton miles and to rehabilitate those lines using those

funds. The line does not have to be abandoned. That's

a great benefit to the state of Minnesota. Minn
esota

also has another program called the Minnesota Rail

Service Assistance Program, which allows the shiP-

pers, the state, and the railroads each to cooperativelY

contribute 1/3 of the capital cost to improving a rail

line. Once that line is upgraded and operating. the

railroad would then pay backthe shippers and the

state, based on the number of cars shipped over that

line. We've let two contracts on that particular pro-

gram, and we're going to continue it in the future 
also.

There are a couple other rail issues that I would

like to talk about which may come up this legislative

session or are being discussed. One is a rail demon-

stration program. This program would address such

issues as grain gathering trains, running special
trains, possibly taking an element of the risk out o

f

experimental programs, possibly having low volume
coal distribution points, the possibilities of the stat

e

purchasing locomotives or cars to be used in the st
ate.

the development of some types of inter-modal rates

like truck/barge or rail/barge rates from one central
rural point to an export area, and some types of grain

collection centers. These are some ideas. If anyone

else here has any ideas of the types of experiments he

would like to see in grain transportation where there's

an element of risk, maybe the state might be able to trY

that experiment on a one-time basis to see if it works.

Now is the time to talk. Another thing that is being

discussed is rail banking. That is, taking railroads

which today are not viable under the present market

situation and reserving that right-of-way intact until

some future time when it may become necessary t°

have that rail line again. This may be particular 

useful in agricultural areas or areas of mining where

there are special resources. There would really be
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Potential for maintaining options for the future.
Some other issues that you might be interested in

are also being discussed. One is vehicle weight. The
number of trucks in Minnesota has increased from
about 166,000 registered trucks in 1960 to almost
500,000 trucks in 1977. It's estimated that 17 percent
of those trucks are running overweight. Overweight
trucks do an inappropriate proportion of the damage
to our highways. We're looking at some alternatives to
better enforce overweight trucks. One of them is more
Permanent weigh stations. Others are providing elec-
tronic scales, increasing the amount of manpower
dedicated to weight enforcement, increasing the
Penalties for weight violation, using bills of lading as
Proof of overweight loads, and increasing the number
of portable weighing stations available. Probably the
best is just plain education, what the rules are, what it
is doing to our highways, and so on. In that same area,
one thing might be interesting. Minnesota has eight
Weight enforcement officers. Iowa has 117. Minne-
sota is not quite double the size of Iowa in land area.
So you can see why there are so many overweight
trucks running in Minnesota. We're also looking at
the establishment of a transportation regulation
board. Presently, the transportation regulatory ques-
tions are decided by the Public Service Commission.
nut the staff for that transportation question is with
the MnDOT, Minnesota Department of Transporta-
tion. We feel by establishing a transportation regula-
tion board, we can give a higher priority and better
expertise to transportation-oriented regulatory
questions.

We've also got some very severe problems in
Inaintaining our present highway system. Today, the
Ilew commissioner, Dick Braun, appeared before a
select committee of the Senate Finance and Tax Com-
nlittees and announced that our potential shortfall in
the biennium 1980-81 to do the same amount of work
that we're doing in the last biennium on our highway
Programs is $45 million. That is primarily the result
LI3f. inflation. Now that $45 million for the 1980-81
ulennium was based on an anticipated rate of infla-
tion of 7-8 percent. This last year, the cost for highway
construction projects increased 21 percent over 1977.
Just within the last year, 21 percent. That means we
4c.an do 21 percent less construction if those construc-
"ns costs continue.

We're also looking at the location of utility and
!lower line transmission facilities. We're looking at
tile feasibility of placing those types of facilities along

r adjacent to interstate highway right-of-ways. The
Vera' regulation on the placement of these types
facilities was relaxed, based on some legislation

flat MnDOT helped develop in Congress. We're also
tg°Ing to be looking at the potential for alcohol-
in3e fuels. So that is just a brief recap of some of the
ulngs that the MnDOT is involved in.

I'd like to leave you with one thing. Right now,
\Ye at the DOT aren't geared up on the de-regulation
Ltissue. We are a part of a consortium of states in the

ivii,iclvvest that may look at this issue cooperatively inue future. We're trying to develop what our role
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might be. We realize that we can go out and gold plate
all the branch lines in the state of Minnesota, but it's
not going to make a bit of difference until there's some
regulatory change which gives the railroad an incen-
tive to provide service and the locomotive power and
cars. We don't have all the answers, but we feel that
service is very important. Once we get the line up-
graded, the next thing we hear from the local people is
"We don't get the service. Why should I commit to
using the railroad if I can't get the service? I'm going to
use trucks; I can count on them. I may have to wait in
line, but I can count on them." So we feel regulatory
reform is very important. We're not sure what our role
should be. We're looking at one option. That is to be a
focal point for the state of Minnesota to allow all of the
people that care about it to work with us, through us.
In doing that, cooperatively we can have a much
greater impact at the national level. If you have any
interest in this or any ideas relating to it, we would
like to hear about them because we are trying to de-
cide what we're going to do in the area of regulation
or de-regulation. It's probably going to be the biggest
issue at the national level in transportation this year.
Q: Permanent scales are a joke if you want to catch
anybody. Bills of lading would work to some extent
— a step in the right direction. The association I be-
long to wants to help the DOT. Did you say the Trans-
portation Regulation Board bill would pass in the
Legislature?
Anders: Well, as Pic indicated, with- the new Ad-
ministration and new commissioners just getting
started, directions that we had before have to be re-
evaluated. The last I knew, it was understood that
they were going to go ahead. The new Commissioner
may be re-evaluating that bill. I do know that the Min-
nesota Permit Truckers Association strongly supports
better weight enforcement and meeting the weight
laws as they are.
Q: What's the reason for the 21 percent increase on
highway construction?

Anders: I'm not the expert in that area. I can't tell you
in specifics, but let me give you some observations.
First of all, Minnesota was lagging slightly behind the
national average on the construction cost index, so
during this period there may have been some catch-
up with the national average. In addition, in Minne-
sota we've had some shortages, particularly of con-
crete and some construction materials. Shortages
such as this could have caused an inordinate amount
of increase in cost, which is reflected in the construc-
tion cost index. Hopefully when those shortages dis-
appear, the index will come down to a reasonable
level. That's what we're projecting our budgets on.

Q: You mentioned that DOT is looking at the gasohol
situation. What have you done with it so far, and what
are your plans for the future?
Anders: To date, we haven't developed any pro-
posals to be submitted to the Legislature. We're re-
searching the issue and the question. There have been
some proposals already submitted, I believe, on gaso-
hol. One was to reduce the portion of the state tax on
gasohol to make it more competitive with regular gas-
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oline. As a department, we haven't proposed any-

thing, but, we will be reacting to these other gasohol

proposals. If we find a modification of one of those

proposals that we like, we'll probably go with that.

Q: What kind of money do we have in the budget_ for

1980-81 as far as bridge replacement?
Anders: I believe, for the biennium, the numbers are

around $80 million dollars. We previously had a 25

million-dollar-per-year bridge bonding program in

the state of Minnesota. Recent federal legislation. the

Surface Transportation Act, provided $21 million in

this fiscal year, $25 million next fiscal year, and simi-

lar dollars for two future years for bridge rehabilita-

tion and replacement. So we do feel we have adequate

funds for the bridge program. This is unofficial, but I

don't believe we'll be going back for an extension of

the bridge bonding for the state system, maybe for the

county and municipal.

Q: You spoke of the railroad abandonment. I would

like to understand why DOT is keeping 9-ton roads

when we have a 10-ton road system in the state now.

Anders: That's a tough question. I don't have the an-

swer for you, but let me make some observations. The

damage done by a 10-ton axle is from 25-50 percent

more than by a 9-ton axle. So when you talk about

going to a 10-ton system as against a 9-ton system,

you're talking about the potential to do a tremendous

amount of incremental damage, especially in times of

freeze and thaw. I don't believe we still have a tremen-

dous number of roads that are deficient to 9-ton. I

don't think that's an issue that we really have a solu-

tion to right now. It's a good question.

Comment: The license fee for a 10-axle is 30 percent

more than for a 9-axle.
Anders: Yes, it's taken into consideration in the vehi-

cle registration, but there's another consideration.

The damage done to a road, by a truck or by a certain

weight, is dependent on the age of the road and on the

type of construction that was used. In other words, if

you have a road that was built 30 years ago, a heavy

truck is going to do many times more damage to it

than if you have a road that's built to today's stan-

dards. So we can't arbitrarily establish a 10-ton sys-

tem because those old roads are going to go so fast,

and with our funding limitations today, it's going to

be very difficult to replace them. So what we've got to

do is try to maintain the system we have today and

establish the appropriate weight limitations so we

don't do an inordinate amount of damage to those old

roads or to roads that are in poor condition, which

under almost no circumstances could stand a 10-ton

weight.
Q: What is your prepared budget, and how much ap-

plies to bridge repair and bridge replacement?

Anders: Our prepared budget has 97 million dollars

for the biennium for bridge replacement. Of that, $10

million is for bridge repair. Resurfacing is in the area

of 16.6 million dollars. So those are the numbers. I

can't at this point speak about their adequacy or in-

adequacy in this specific program.

Q: Is there any hope that in the future in Minnesota
we will be able to haul more weight on a truck by
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using larger tires or more axles?
Anders: That encompasses not only rates and regula-

tions, but safety and weight and everything else. It's

something that should be brought up now. I'll put it to

the right people.

The Issues as Seen
by the Minnesota
Department of
Transportation
Richard Braun
Deputy Commissioner
Minnesota Department of Transportation

Thank you, Jim. I must correct one thing for the

sake of some clarification within the Department 
of

Transportation. Dick Brown, in the Department 
of

Transportation, is head of transit administration and

pretty close to this operation. So that one of us does

not get fired, I am Dick Braun. We get a lot of confus-

ing mail and more confusing phone calls.

I am happy to be here today. I spent some time

with Luther on his para-transit conference, a
nd I

know how well that worked out. I can see that this 
one

is another success.
I didn't know, Jim, that this was a 10-minute deal.

I thought I had 20 minutes, sod want to be careful•hI

also want to solicit your help, would you please as,

me about highway financing when I get to spea',

again. I need at least 10 minutes to plead poverty an'

answer what our problem is in the Minnesota DePart;

ment of Transportation (MDOT). I have been aske"

how I perceive what is going to occur in MDOT in the

next decade about half a dozen times in the last 6 
to 8

weeks, because I am a new commissioner. 
EverybodY,

thinks this new guy descended from outer space an°

has no background in the area, and boy are we going t°

try something with him. I'm very serious about saying

that I see the next decade for MDOT as one of manage-

ment of a system. I think the decade of building for US

was in the 1960's and part of the 1970's. Other 
than

the completion of the interstate freeways, which is

large volume of work and will drop off in a few years:

think we're going to have to talk about managing this

facility. We have about all the facility that we are

ing to get, so we have to figure out how to best 
use 

n,

regardless of what mode we're discussing. For exallii

ple, in the case of highways, I feel very stronglY tha

the wave of the future is Transportation Systems Mal;

agement (TSM). If you see any moves made by MD°,,,
that are different from past moves, I feel they Will '
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in that direction. Our job really is to provide transpor-
tation in the state of Minnesota. If we are looking
toward the wave of the future in management, we are
fortunate to have pretty good highway, rail, and wa-
terway systems to build on. Our concern then is to
meld these together, to figure out how they would fit
together best.

We really don't know what MDOT's role is in de-
regulation. We have had a little experience now in
airline de-regulation because MDOT now includes
the former State Department of Aeronautics. I at-
tended a couple of the CAB hearings a few weeks ago
at the Minneapolis/St. Paul International Airport and
Spoke to the Minneapolis Chamber Aeronautics Com-
mittee last week. Larry McCabe, our assistant com-
Missioner for aeronautics, is very close to that issue.
Maybe our role is just to evaluate the impacts that
occur in any kind of de-regulation. We must look for
Ways to medicate the damages that will occur
Whether you call it de-regulation or re-regulation and
help people who will get hurt to adjust to a new en-
vironment. We will be dealing with these impacts,
Whether they have to do with the rail, highway, or
Waterway system.

We are heavily involved in railroad abandon-
Ment, as a lot of you in this room I'm sure know. We
Participate, as a department, in all abandonments. We
support, oppose, or comment on each one. A study
Was conducted more than a year ago about how we
Should approve our position. Our decision in each
Case is really based on a set of criteria such as the
essentiality of the line to the rail supporter, the rail
User interest, future potential of the line, community
iinpacts, and the availability of alternative forms of
transportation. Since MDOT became involved, we
have supported 13 abandonments, opposed 1, asked
for a petition to investigate on 1, and merely com-
niented on another 12.

On truck weight enforcement, a considerably
larger number of vehicles are involved at this time.
There is some dispute about how the number of vehi-
cles has increased in the last two decades, based on
Whether you include pick-ups, but enforcement has
not changed either in dollars or personnel. The Gov-
ernor is interested in seeing if we can improve en-
forcement on a demonstration basis. He would autho-
rize an additional eight unclassified employees for a
2-Year period. With that MDOT would have to set up a
Program with goals and objectives. We would see
What we could do during that period and evaluate it,
and this program would expire automatically at the
flclof the 2 years unless we prove that it is something
that should go forward and continue. We have also
asked for an additional six permanent weigh stations,
electronic scales to replace the 10 current portable
Lstations, and 43 turn-offs of where these scales could
ue Placed. We also need two pieces of legislation con-
riling weight certification on a bill of lading and use

'Jr the private scales. This is about a $10 billion
Program,

Highway funding is a real disaster. Our mainte-
ttance cost increase is about 8 percent a year right

now. Maintaining the facility must be our number one
priority. We have projected inflation at 7 percent in
our calculations for the construction cost index. Our
consultant from the State Department of Revenue
estimated an annual increase in our revenue for the
next few years to be somewhere between 1 and 2 per-
cent. Now to compound this real problem, the actual
increase in the construction cost index in our work
from 1978 over 1977, was 21 percent, with 7 percent
cranked into this formula.

So anybody who promises that a lot of new im-
provements will occur in our highway facility, either
knows something that I don't or doesn't feel he or she
will be around very long.

Use of railroad rights-of-way is another item we
are involved in as railroad rights-of-way are aban-
doned. I realize that this is a very controversial issue.
MDOT is considering how these rights-of-way could
be banked for future rail service, power lines, pipe-
lines, highways, or even passenger service in a urban
area. We need direction and support in this area. We
are obviously not going to go against the tide. There
must be consensus that this should occur. I will men
tion briefly the rail service legislation, a part of a pack-
age for demonstration for a whole series of items, rail
car rehabilitation or acquisition, branch line grain
gathering program, and a way of having something
similar to piggy-backing grain hoppers, items such as
this. As this legislation moves forward, we will have
to see what happens to it.

We are in the middle of a debate over de-regu-
lation, stemming from a general disillusionment with
big government and particularly with government
regulation of business. This uneasiness is generated
largely by expensive social welfare programs and by
programs that require a lot of unnecessary paperwork.

Transportation regulation is being attacked from
several directions. The DOT and other government
departments have put together a, proposal reducing
the ICC's jurisdiction over rail and motor transporta-
tion. Senator Kennedy has attacked collective rate
making in the trucking industry. Many economists
believe that the trucking industry can be naturally
competitive. A number of shippers are supporting de-
regulation, as are a lot of railroads.

Few truckers favor de-regulation, but there are
some which do not necessarily fear it. Even the ICC
itself is questioning its role. In the 1920's and 30's, the
ICC actively analyzed the transportation system and
the economy in general. Since World War II, it has
functioned more as a court of law. Recently the ICC
has begun to rebuild its analytical capabilities and to
question whether it can regulate in a better way. ICC
regulation is generally the type that requires busi-
nesses to get approval before doing something. People
who favor de-regulation want to rely instead on anti-
trust laws to regulate business. We at the ICC believe
antitrust enforcement comes too late to be useful, and
that some prior restraint is necessary.

The government is deeply involved in transporta-
tion today. It develops and maintains the highway,
waterway, and airway systems, and it is involved in
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technological developments. A national transporta-

tion policy is implicit in the way those systems are

run. The government wants a transportation system

that provides service to everyone, not simply one that

is efficient. And so it is also involved in comprehen-

sive regulation of surface transportation.
Why should regulation exist? We want an eco-

nomically healthy transportation industry and we

want service to be reliable. It is doubtful that the free

market can assure that service. Common carriers have

an obligation to provide service to those areas that are

not economically attractive. But can a carrier be re-

qpired to serve a small rural town without some quid
pro quo protection from competiton?

Railroad car service regulation has not been very
effective and has interfered with efficient use of cars
in unit trains. However, the question of service comes
up again here; small volume shippers and those
in isolated communities need access to rail cars. Pub-
lic interest in preserving this service is enormous.
Perhaps if the ICC announces a change in car service
requirements 2 or 3 years in advance, adjustments
such as consolidation of storage facilities could be
undertaken.

In the past, one purpose of regulation was to pro-
tect transportation companies from poor decisions
by their own management. Today this protective at-
mosphere is no longer needed. However, the commis-
sion feels that regulation is essential in regard to mo-
nopoly pricing and it intends to retain control over
that kind of rate.

Regulation also attempts to prevent price dis-
crimination. The Commission encourages spot pric-
ing of individual services to meet particular market
conditions. Railroads have responded to some extent.
Motor carriers now have sophisticated costing proce-
dures that facilitate spot pricing.

Another advantage of regulation is price stability.
But perhaps an unstable price system is not a bad
thing. Exempt transportation of produce has many
supporters.

Regulation is also necessary to provide an inter-
connected transportation system which provides a
broad range of price and service options.

In addition to these economic objectives, society
has imposed on the transportation system a number
of social goals. These include safety, consumer pro-
tection, promotion of small and minority businesses,
rural community development, energy conservation,
and environmental protection.

What is the ICC doing? It is easing entry into the
trucking industry by granting more applications and
by placing more emphasis on competition than on
protection. It is analyzing the trucking sectors to see
where selective de-regulation may be possible. And it
is allowing most rate reductions and giving manage-
ment the freedom to make individual rate increases.

In regard to railroads, the ICC is beginning to use
its new general exemption authority, probably start-
ing with the transportation of fresh fruits and vege-
tables. It is following up on the reform measures of the
4-R Act to see if better implementation will encourage
more use of those provisions. And, as with trucking,
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the Commission is analyzing all areas of rail regula-

tion abandonments, mergers, rates, rate bureaus

to see if any areas can be less regulated.
The next session or two of Congress will see a lot

of activity concerning de-regulation, first for railroads

and then for the motor carrier industry. The perspec-

tive may be that of the user of the service, not of the

provider. The results of that activity will affect the

way you do business in the future.

The Transportation
Issues as Seen by
the USDA
Ronald Schrader
Acting Director
Office of Transportation
USDA

Paul Mills
Acting Chief
Office of Transportation
USDA

The Office of Transportation (OT) was created in
order to end duplication and overlapping of responsi-

bilities among USDA agencies in the area of transpor-

tation. More importantly, its purpose was to end lack
of knowledge by various units about what each was
doing. The Secretary of Agriculture mandated the

consolidation of various USDA transportation 
efforts

into a centralized office. The OT is also 
responsible

for coordinating those transportation activities which
were not transferred.

A bill creating a Rural Transportation AdvisorY

Task Force was signed by the President last Novenr
ber. Its 16 members, appointed by the Secretaries of

Agriculture and Transportation, are to make recour

mendations in 1 year for a national agricultural trans-
portation policy. They will consider problem areas

such as rail abandonment and rail car shortage.
The task force will consist of a representative

from each of the three common carriers (rail, truck,

barge), two representatives from the academic conr

munity, one from the ICC, one each from the House

and Senate Agricultural Committee, and four agricul-

tural shippers, as well as the Secretaries of Agricul-

ture and Transportation and an appointee from each.

For the four shipper positions, about 175 nomina"
tions were made.

The USDA is conducting a number of research

projects. One, is to develop proper packages for shiP'
ping meat overseas. Two more are for new designs for



la-

ot
ds

Lie
)G-

he

L.

rail cars: one with feeding and watering facilities for
livestock and one with facilities for either grain
Packaged goods.

The USDA has little control of rail cars, but it has
attempted to help solve the car shortage problem by
setting up a hotline to receive calls from shippers.
Information about problems is then relayed to the
ICC. The USDA has also petitioned the ICC to repair
many 40 foot narrow door boxcars as a short-term
solution.

In the area of rail abandonment, the USDA
Coordinating funding for branch line rehabilitation It
also has some state demonstration projects on rail
abandonment, one of which was awarded
innesota.
The USDA strongly favors regulatory reform in

trucking. It does not support complete deregulation of
the railroads because it is concerned about the captive
Shipper in North Dakota and Montana.

Shippers and carriers should work
f nd realistic solutions to these problems.

I think it is necessary at step one to define and
explain the Office of Transportation (OT). It is funda-
Inentally a product of federal reorganization. Secre-
tary Bergland was finding it very difficult to get quick
Yet comprehensive responses to critical agricultural
transportation problems. These problems included:
"Where are the rail freight cars?", "What should we
do about branch line abandonment?", and "Why
can't we improve rail and truck service to potato ship-
Pers in the Northeast?" In searching for these answers
out of USDA, the Secretary found duplication and
overlapping of responsibilities, and more important,
lack of knowledge by various units about what each
Was doing.

The result was a secretarial memorandum man-
dating the consolidation of various USDA transporta-
tion efforts into a centralized office. The USDA Office
of Transportation includes:
• service and regulatory activities of the Agricul-

tural Marketing Service,
• regulatory functions of the Office of the Gen-

eral Sales Manager,
• rural development activities from Farmers
Home Administration,

• export services from Foreign Agricultural
Service,

• cooperative transportation from the Eco-
nomics, Statistics, and Cooperatives Service,
and

• Transportation and Packaging Research Labo-
ratory . from Science and Education
Administration.

While many other transportation-related activi-
ties of USDA were not transferred to the new office,01 is responsible for the coordination of all such pro-
rams within USDA. I'll be happy to answer any ques-
ons you may have regarding the new office.

s, Another important development of which you
11.°1.11d be aware is the formation of the Rural Trans-
Portation Advisory Task Force.
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The bill creating the Task Force was signed into
law November 2 by the President. It called for a 16--
member task force appointed by the Secretary of Agri-
culture and the Secretary of Transportation. The pur-
pose of the bill is to come up in 1 year with a recom-
mendation fozg a national agricultural transportation
policy among other things. I'm not sure if that's possi-
ble, but that's what our law calls for. I hope it doesn't
end up in the same fashion as that law that Bill Smith
referred to earlier today, the national transportation
policy study commission. As a matter of fact, we have
talked at length with DOT, and both secretaries are
determined to make certain that this transportation
advisory task force comes up with some solid recom-
mendations at the end of this year in at least the majo 
areas called for in the legislation. I guess the two ma-
jor problem areas specifically referred to in the legis-
lation are rail abandonment and rail car shortages.
We'll work specifically on these issues, but we hope
the advisory force will go into some other areas, many
that you've been discussing here today.

We had 175 individuals nominated to fill four
agricultural positions on the task force. Of the 16
members on the task force only four are agriculture
shippers, two are from the academic community;
three are from the carriers (one from barge, one from
rail, and one from truck); two, of course, are the Secre-
tary of Agriculture and the Secretary of DOT; one is
from the ICC; one from the Senate Agriculture Com-
mittee; one from the House Agriculture -Committee;
and one each from the Secretaries of Agriculture and
DOT. So, in effect, agriculture had five selections, four
agriculture and one for the secretary. And for those
five spots we had about 175 nominations. We nar-
rowed those choices down to a final list of about
seven; as a matter of fact about four or five individuals
here at the conference today are part of that final list-
ing for those five slots. The final announcement will
be made about a week from now.

Now, it is not my place, or the secretary's place, to
say where this task force should go; that really is the
prerogative of the, task force members. We hope to
gather a laundry list of agricultural transportation is-
sues that we'll provide to the task force at their first
meeting. Of course, they then will make the final de-
termination as to how they want to proceed. Because
the task force is not funded, all the staff work will be
done by the DOT and the USDA transportation peo-
ple. I hope that we get into some very important issues
in this task force.

If I can jump into another area but still continue to
talk about the task force, I will talk about some of the
issues that USDA has been working on, and will con-
tinue to work on during the next year, and that we
hope the task force will discuss. We have been in-
volved with the commuter air service program. The
Civil Aeronautics Board chairman wrote to the secre-
tary a short time ago and asked that we provide them
with some criteria for rural commuter air service;
what criteria should be involved for communities to
be eligible for commuter air service. Also, once they
get commuter air service, how do we go about tieing
them into the major truck lines? Coming in from



Washington the other day, I met a couple from a small

town in Montana flying back to Billings. They told me

that the air fare from Wolf Point to Billings was more

than the air fare from Billings to Minneapolis. That is

the kind of problem that rural communities have, and
it shouldn't be because we must Have these tie-ins
with the major trunks. So the CAB is working on that
and USDA, for the first time, has gotten involved in

that area. We hope to have some major impacts there.

I'd like to mention some major research activities
going on at USDA. First, we have a meat packaging
research project that came about because of a number
of complaints regarding the overseas shipment of
meat products. The packaging of these meat con-
tainers was and is horrendous. In fact, most of our
meat going overseas lately has been rejected, because
of blood stains on the outside of the packages primar-
ily, because we aren't using the proper packages. As a
result of some of those problems we have agreed to
initiate a research activity through Texas A&M Uni-
versity. We hope to solve that problem.

We have another livestock project that was ap-

proved about 3 weeks ago. The railroads want more

things to carry, so we're trying to get them back in the

livestock business. Cattle have to be rested, watered

and fed during transit every so often. If they are not,

health dangers arise. This research activity is to de-

sign a rail car with watering and feeding facilities so

that cattle are less susceptible to disease. We're also

working on a multipurpose hopper-bottom boxcar (in

conjunction with the Milwaukee Road and the

Burlington Northern). We're trying to help solve the

shortage of rail cars by designing a car which can be

used for both grain and packaged goods. Regarding

the rail car shortage problem, we have little if any

regulatory responsibility for rail car shortages and for

moving rail cars from one place to another to help

shippers. We did initiate a hotline last April at USDA,

so that shippers could call us and let us know when

they had a serious problem such as grain on the

ground. We in turn call the ICC and try to identify

those areas and try to get cars assigned to those partic-

ular elevators. Last year our average daily shortage

was 37,000 cars in April. Today we are 21,000 cars

short on a daily average compared to 7,000 last year at

this time. We watch the situation closely and provide

the ICC with our market report, sales reports, storage

statistics, and export reports. We hope this will help

the ICC to identify these problems in advance, so that

we can get at least a few days or a week's notice so they

can get those cars to the areas where they are most

needed. The rail car shortage is a major problem. In

1972 there were 182,000 forty-foot narrow-door box-

cars; today there are only 67,000. Add that to the fact

that there are 25,000 miles of railroad track under

slow order today located in grain producing areas,

and you can understand the rail car shortage. We have

initiated a petition with the ICC to repair many of the

forty-foot narrow-door boxcars. These repairs would

— at least on a short interim basis — help alleviate the

problem.
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Another problem area is rail abandonment. The
Farmers Home Administration about 2 years ago had
seven loans in Iowa for branch line rehabilitation.
FHA got into trouble with its legal people and had to

discontinue those loans. But as of about 6 weeks ago,
those loans are now legal again. We are trying to dove-
tail FHA financing with the DOT matching grants by
the 3R and the 4R Acts to states for rehabilitation of
branch lines. There's about $1.5 billion in that pro-

gram for that purpose. I think that might be an impor-

tant step forward.
Also, we have funded a $15,000 concept paper

via the cooperative league of thte U.S.A. The league
pulled together in that concept paper some ideas on a

"rural transportation administration" based on the
old rural electric administration concept. This pro-

gram would involve the granting of low-interest gov-

ernment loans to communities, shippers, and cooper-

ative groups of all kinds to rehabilitate branch lines,

put them in working order, and provide the technical

assistance so that they can tie in with the main lines. I

don't know if that's a good idea frankly. It's just in its

infancy. I think most of our people see some real prob-

lems with certain parts of that concept, but it is some-
thing that we're looking at and we would hope that

the rural transportation advisory task force would

look at its possibilities.
Finally, I'd like to announce tonight that USDA

has some state demonstration projects on rail aban-

donment. Several months ago we put together five

agencies at USDA and sent out letters to states asking

them to submit projects for demonstration money t0

develop ideas and concepts on how to proceed with

rail abandonment. The two states who won grants

were Minnesota and North Carolina. Jerry Fruin is the

leader of the Minnesota project. This $90,000 grant

will involve not only the University of Minnesota but

also the state DOT, the state agriculture department,

and the extension service.
The last item I'd like to mention is regulatory re-

form. The administration, as you know, supports reg-

ulatory reform. The U.S. Department of Trans
porta-

tion has been working strongly in this area for the past

several months. Now we in USDA have no problellit

with trucking deregulation. We feel very strongly the
we must relax the back haul restriction. We recoil'

mended, for example, that the 15 percent 
limitation

on co-op back hauls be pushed up to 50 percent. Wet

recommended also that we should include farm inPu,

items as well as processed foods into the deregu
late.°

columns. We strongly favor regulatory reform 'no

trucking. In rail deregulation, we supported Ex Part
346, a provision to deregulate fresh fruits and vegeta;

bles on railroads. Our testimony before the ICC weA

that we supported that and we felt it should be lookeLl

into simply because railroads had only about 10 Per:

cent of that traffic. If they could gain more, everyon'

would be helped.
We're also working, by the way, with the fruit an

vegetable people on a piggy-back concept. Our farm 
e±,

cooperative service as well as the old AMS transpor

tation unit has worked with them trying to devell

agreements with shippers, carriers, receivers, an
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producers. What shippers have done is to agree on the
purchase of a number of piggy-back trailers with the
railroads guaranteeing contract rates with guaranteed
3rd or 4th day delivery. We have a problem with re-
spect to total deregulation of the railroads, however.
We and our friends in DOT are at odds on this one. We
feel very strongly that the 4R Act gave sufficient rate
flexibility. We don't think the rails have adequately
Used that flexibility for whatever reasons. We are
most anxious to work out some compromise agree
ments as long as it doesn't hurt or damage those agri-
cultural shippers who are in rail captive areas. I'm
Speaking specifically of North Dakota and Montana
Wheat growers. In contrast, we think a good solid case
can be made for deregulation in the corn belt. We
Wourd like to hold back and take a look at this very
carefully. Here again I think the task force should be
looking at this very important issue.

I would like to close by quoting ICC Chairman
O'Neil: "My advice is for agriculture to be truthful
With itself, the.railroads must also be truthful but for
now I'm limiting my free advice to agriculture. It
Should identify goals that fully reflect the transporta-
tion scene and its own transportation needs, and it
must work with carriers in a realistic way to find good
and workable solutions." That's what we at OT are
going to try to do. We don't have any preconceived
ideas as to what we should or shouldn't do. We have
some problems, and we would like to go in certain
directions. We are looking for new ways to attack
these issues, because the old ways just have not
Worked. We are looking forward to your help in this
area. Thank you.

Discussion
Comment: Are we going to have a trucker on that task
force?
Schrader: Yes. The law requires that one trucker, one
barge operator, and one railroad person be on the task
iorce.
rComment: How about an appointee from USDA?
chrader: The U.S. DOT is responsible for those

Lthree positions. Because they are primarily responsi-
°le for the carriers, they are making the final selec-
tions on the rail, truck, and barge representatives. Are
You talking about the secretary's choice? The sec-retary's choice has already been made. It will be a
c°Inmissioner of agriculture from one of the states.
1,0Inment: You said there were four appointees made
ry the Secretary of Agriculture.
6chrader: Those four positions are for agriculture
shiPPers and producers. You see the law is very spe-
'Tic Where and how these spots must be allocated.
„ OW if the Secretary of DOT wanted to appoint a sec-
nd railroad representative or trucker or whatever, he
La°tIld do that. We chose to pick a commissioner of
fbgriculture so that we could get a representative view
°In all the 50 states via the national association ofstate agricultural commissioners.

Q: Did you say in your report for regulatory reform
that you were considering supporting relaxation of
regulation on processed meat products or processed
food or both?
Schrader: Processed food.

Discussion
Q: I'd like to ask Dick how much money has been
budgeted for bridge replacement for the next couple
of years and how much of it is given to us by the
federal government.
R. Braun: I'll start with the second part first. I will
qualify "given." The money is from the federal high-
way trust fund which is generated by the gas tax and
other things that go into it. It's really a user fund. Until
this year, Minnesota received about $3 million a year
of federal funds for our bridge programs. Obviously
that is a drop in the bucket if you look at the bridges in
Minnesota. This then always was and will continue to
be supplemented by state money. Finishing off on the
federal part, that $3 million this year grew to $21
million of federal funds. During the 4-year length of
the federal Surface Transportation Act, Minnesota
will receive something more than $21 million, then
$27 million, and then it drops back down in the 4th
year. The only big dollar change in the Surface Trans-
portation Act was funding bridges. The other dollars
just kind of moved around a little. We have a state
program that puts $25 million a year into state
bridges, based on the bridge bonding program. An
additional $25 million a year goes for bridges on the
county, city, and township systems. At the end of
each biennium we figure out what we should be re-
questing for the following biennium. Based on the
increase in federal funding, the Minnesota DOT will
not be asking for any increase in the state portion of
the bridge bonding for the 1980-1981 biennium. The
counties, cities, and townships have evaluated their
needs. They are cutting their needs back from $25
million to about $12.5 million per year for the next 4
years. That's a total of $50 million for the county, city,
and township part. I just reviewed that bill this morn-
ing; it will be introduced in the Senate I believe before
the end of the week. Why is there this cutback over
what we requested? One reason is because of the in-
creased federal requirement. The other is that if you
consider some of the causes for the inflationary in-
crease in our work, it has to do with portions of the
industry being saturated. At least that is the way that
our people feel. We think that the past level of about
$25 million a year is the best level that should be
carried on even though it would take a few more
years. So we have cut off our state request and are
going with about the same size of program. You might
be referring to bridge rehabilitation, which is not re-
construction. There are a lot of bridges with a lot of
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holes in them and we are continuing to work on that
as part of our maintenance rehabilitation as well as
part of the rehabilitation of bridges.

Q: Mr. Braun, how much money have you collected
and budgeted in the next year for bike trails?
A: Bike trails were budgeted in the last biennium at
$4.7 million of general revenue money authorized by
the legislature. They are not out of the user fund. The
request for the next biennium, should the legislature
decide to approve it on either general revenue or
bonding, is $4.4 million, a decrease of $300,000. We
would be happy to administer this program if the state
legislature wants it. I think bike trails may be kind of
like noise walls. Maybe we are past the bulk of the
expense. We need legislative direction.
Q: Mr. Braun, doesn't the Minnesota Department of
Transportation now have quite a bit of supervision
over the official grain weights? If your department
already knows what each truck is carrying, why do
you have to weigh the grain trucks?
A: I'm confused about where you think we now have
that control. When we stop trucks on Trunk Highway
2 that are carrying 107 thousand pounds, we lost con-
trol somewhere. The proposals are to provide better
control to protect the facility, and that has to do with
increased weighing.
Q: Can't you get the weight at the destination when
they are unloaded?

A: We can't get the bill of lading, and it is not a reason
for arrest. One of the two laws that we are proposing
for this session of the legislature is that there would be
prima facie evidence based on a bill of lading. An-
other paragraph in it reads that any violation of it or
defacing is subject to a fine. I'm sure this will be con-
troversial, but this is one way we think of getting at
this problem. When you go up on Trunk Highway 2
across the northern part of the state and notice what
the eastbound lane looks like compared to the west-
bound lane, it doesn't take very much imagination to
know that we don't have very good control. When
they do stop trucks and find them in excess of 100,000
pounds, there is something wrong. We think we need
a stronger enforcement program. The bona fide, legal
haulers are really not against stepping up of enforce-
ment. The governor favors this kind of a program,
assuming we can handle it financially and has agreed
that we should fund it.

Q: I'm going to give Dick Braun a rest for a moment
and pose a question to Paul Mills. Having been in the
shipping community in agriculture, both as a repre-
sentative of a major cooperative and in an indepen-
dent company, what do you think of the pending leg-
islative proposals to revise the regulatory climate of
the Interstate Commerce Commission?
Paul Mills: I think Mr. Smith gave some good advice.
Those of you who have concerns about the quality
and quantity of service need to begin to concern your-
selves about what is happening. The current adminis-
tration proposal for rail regulatory reform, I use that
word advisedly, would literally phase out all eco-
nomic regulations within 5 years. They talk about a
transitional period and a. zone of reasonableness for

rates during that 5-year period. In fact you do not have

today a ceiling on how high rates can go unless there

is market dominance. Now that is a very tricky "if,"
and not many people have been successful in proving

that a railroad had market dominance. There are some
very serious implications if total economic regulation

of railroads were eliminated tomorrow or in 5 years. It

goes to the matter of whether a railroad is obligated to

serve you, and if it is, at what cost and prices. Those

are important things for American agriculture to be

concerned about. That is not to say that we shouldn't

have some kind of regulatory reform. About 3 years

ago, the Congress passed a regulat\ory reform bill that

went a long way toward giving the railroads the kind
of tools they need to be more competitive and to price

on marketing concepts that perhaps they haven't con-

sidered in the past. It is my personal belief, Jim, that

that legislation probably gives the railroads enough
tools to do the kind of job that they say they can't do

now.
Comment: I guess the National Council of Farmer

Cooperatives has taken a position that they are not for

total rail deregulation. They will support the rails;

their experience with fresh fruits and vegetables

pretty well proves that there is no market dominance.

A: That is my understanding, Hugo. I think that the

National Council has, in essence, said, we don't mind
deregulating the railroads where they currently do

not monopolize the business such as in the case of the

perishable traffic. The railroads today are hauling

only about 10 percent of the fresh fruit and vegetable

traffic. The trucks have the other 90 percent, so the

Congress, the Commission, and the industry felt that

this would be a good test case. Jf the railroads reallY

are interested in recapturing that business, turn then'

loose and let them see what they can do. The grain

industry and many of the industries related to the

grain industry are very reluctant to go that far now.

Q: Fresh fruits and vegetables under the trucking are

not recognized except as a commodity. In the Mid"
west we consider potatoes a vegetable and wonder
why they don't in Washington. \

A: I wish I knew the answer to it, but I do not, RalPhr.

Mr. Abrahms is saying that under this deregulation 01

railroads on fresh fruits and vegetables, potatoes, for
some unknown reason, were not included. The best

answer I can give you, and I've talked to people in the
Red River Valley and elsewhere, is that they had made
their wishes known that they did not want that partic-

ular product to be deregulated and perhaps the Carr
mission responded to that.
Q: Bill Smith, does General Mills have a policy Yet °II
the question of rail and/or truck deregulation?
A: We don't have a policy, because we don't have the
specifics of the legislation. For the last 10 years wet

have been supportive of less regulation by the ICC hu
not supportive of doing away with the ICC. We have

supported the certification of common carrier trucl(i
ers. We have supported and will continue to supP°r

that the ICC exist to administer what is called a fit'

willing, and able test. We think the public converl"

ience and necessity test on the common carrier
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should be more reflective of the quantity and quality
of service available to the public and place less em-
phasis on protecting existing certificate holders. We
have supported the so-called 4R Act legislation. I
know that we have lined up with the ICC on that
subject more than we have with the railroad industry.
We think that there is more potential in the 4R Act
than has been applied by the railroads. At the same
time we recognize that some things in those regula-
tions could be modified to make life a little easier for
the railroads. So we will probably come forth with a
regulatory reform position on legislation and not a do-
away with the ICC kind of position.
Q: What are the main arguments for total
deregulation?
Paul Mills: Well, perhaps Mr. Smith would be the
best one to answer this, but I will give you what I
understand the administration position to be. As
most of you know, much of the railroad industry in
this country today is financially destitute. The plant
itself needs massive infusions of capital to provide
the kinds of service that the demands require. Many
People equate that with over-regulation as part of the
cure for that problem. Basically railroads are in finan-
cial trouble partly caused by past over-regulation.
Now, Mr. Smith may want to elaborate on that con-
cept, but that is my understanding of it.

William Smith: Paul is right with respect to the rail-
roads as an industry. This afternoon I mentioned that
the Secretary of Transportation has a report out saying
that during the next several years (1978-85) the rail-
roads need, $13 to $16 billion more than they can
generate internally or from private funding. The in-
house studies of the railroad industry come up with
approximately the same numbers; both DOT and
AAR look at an almost common set of dollars. Both.
organizations say that those dollars can be substan-
tially reduced or eliminated if the railroad manage-
Inent is given greater opportunity to decide what
pusiness they want to conduct and what business
they do not want to conduct and at what price. To give
You a very specific example, with respect to Conrail,
the Office of Management and Budget for the fiscal
Year of October 1, 1979, to September 30, 1980, says
that the U.S. Railway Association should flow
through to Conrail $330 million. The U.S. Railway
Association thinks that about $770 million will be
eeded, a difference of $330 million between the two

!evels. The Office of Management and Budget says
lhat not having the ICC beginning January 1, 1980, or
'laving less ICC, is worth $440 million to Conrail. I
tu,on't accept those numbers right now even though
,u,eY are coming from some very powerful sources.
i_Vle railroad side is pressuring for less regulation, and
'le federal government wants to avoid putting the
itill°,neY in. Both sides agree that economics may be
elPed by less regulation.

c It is a different ball game with the truckers, be-
ause the American Trucking Association does not
heed money from the federal government except to
illave the highways built. You don't need subsidy
°neY going into consolidated freightways the way it

goes into Conrail. Consequently there is no economic
pressure from within the industry. The federal high-
way administration does not have the same kind of
control on the highway truck operator that the federal
railroad administration has on some aspects of the
railroad industry. In that way trucking has the advan-
tage. The pressures come strictly from economists
and others who say that without ICC regulation there
will be 1 to 10 billion dollars gained for the shipping
public. Most of the emotion seems to, have disap-
peared, and most of the economists who now advo-
cate the dollar benefit talk about smaller dollar bene-
fits. Senator Kennedy talks dollars but doesn't seem
to want to have any impediment of the marketplace.
So the truckers, and many people outside the trucking
industry, say the industry would charge a lower
freight rate without this regulation. The railroad in-
dustry probably has the greater chance of achieving
something because there will be some kind of legisla-
tion with respect to Conrail. Once a bill is introduced
to put some money into Conrail, it's a place on which
other people will hang things. The driving force for
getting some dollars into the railroad industry will
help with respect to railroad regulatory reform.

Q: Dick, what is the potential for the rail transporta-
tion in rural Minnesota as a result of the local rail
services assistance act of 1978?
A: I don't know if I can handle that one. You are
asking what I think will be the benefits in Minnesota
rural areas. One of the big benefits we felt we have in
the creation of a DOT is a way of taking a look at the
various modes and seeing how you can best serve an
area. To do that you must have money on all sides.
Obviously you must have some way of balancing our
railroad solution, should that be the best way to pro-
vide the service. For that reason, we think there is a
benefit here. Exactly how you translate that into what
would happen, I don't know. Cecil, would you like to
comment?

A: Yes, I would. We look at that particular question
from several different perspectives, depending on the
state of the rail line. We look at rail abandonment,
when the line comes up for abandonment; we mea-
sure the potential traffic available in the area that
would reasonably be expected to travel over the rail-
road and decide if it would be enough to generate a
profit. The potential of Minnesota's rail service im-
provement program is measured by the railroads and
the rail users. When these two important parties agree
that a line should be rehabilitated, we are happy
to put state money into it. From the federal perspec-
tive, cost-benefit ratio is being developed. A total cost
would be less than the total benefit of the
rehabilitation.
Q: Is that the criteria for funds to flow from the local
rail service assistance act?
A: An allocation is based on number of miles allo-
cated to the state. An eligibility of a particular project
for funding has to pass the test of a cost-benefit ratio. If
we come up with a positive cost-benefit ratio, we can
fund that project.
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the ICC. I think we are going to be lost. Many of us are

not going to be very good in our kind of work. I'll make
a reference to Canada. Mr. VanDean is the chief execu-
tive officer of the Canadian National, and he has writ-

ten an interesting article in a recent railroad magazine
where he refers to the Canadian experience. Canada

does have, with respect to the railroads, a so-called

deregulation step that took place about 10 years ago.

Mr. VanDean's advice to the American railroad man-

ager is to get ready for deregulation. He goes into a

great deal of detail on how pricing people in Canada

on both railroads, the Canadian National and the

Canadian Pacific, for several yeds were not able to

take advantage of what they had. Mr. VanDean came
back in this article and said to his pricing people, we
have eliminated the classification rates. He said that it

was chaos because guidelines were eliminated. I

think one thing that would happen if we were to have

a phase out of the ICC over the next 5 years is that you

would probably find a different kind of an individual

buying and selling transportation, and that may nOt
be all bad.

Rivers: Arteries
of Commerce or
Recreational Parks
John W. Lambert
President
Twin City Barge and Towing Company

Leonard Franklin
General Manager
Packer River Terminal

Comment: I have worked very closely with the state
DOT since its inception, especially in the rail area and
the rail rehabilitation area. Under the old 4R Act I
helped negotiate the first subsidy agreement to reha-
bilitate the only lines rehabilitated in Minnesota so
far under the federal act. Minnesota has set very real-.
istic criteria for whether a branch line should be reha-
bilitated. They apply a second factor that I think is
very good. Although the new law says 80 percent fed-
eral money and 20 percent state money, the state has
elected not to put any dollars into that federal pro-
gram. Instead they provide the expertise, planning,
and so forth. The local shippers on a line have to put
up the other 20 percent. This immediately brings the
shippers into the position of deciding whether they
really want that line rehabilitated and whether they
will use it. If it were going to be 80 percent federal and
20 percent state money with no shipper participation,
every shipper on every branch line would stand in
line to rehabilitate that branch line. I think the second
factor separates the wanters from the doers. The state
DOT has done an excellent job in establishing the
criteria for measuring a branch line. We don't always
agree on the final decisions for every branch line, but I

think that the formula is fair and equitable.
Comment: Okay, the Minnesota DOT determines the
split of the local rail service assistance act to be 80
percent federal and 20 percent shipper money. I'd like
some railroad comment about the service question
posed earlier. We talk about rates and the freedom
to increase and the freedom to do all kinds of things,
but what about service and service characteristics?
Ralph, do you have any thoughts?
Comment: Yes, just one. Bill Smith reported remarks
on different groups including investment bankers
and commercial bankers. To me it boils down to just
one thing, the unavailability of funds. The funds are
there, but the railroads have not been able to attract
them because of the return on equity. Because they
cannot attract the capital, many of them have not been
able to put plans into action and service has deterio-
rated. The main reason for it is the low level of rates.

Q: (From MN DOT.) Can you speculate about the re-
action of railroad representatives if the admin-
istration's deregulation program goes through? In the
airline industry, there was a very quick move after
deregulation to expand into new markets and a lot of
jockeying around with rates. Mr. Smith, what kind of
reaction could we expect from the rail industry? I'm
asking you or Mr. Smith.
A: What is being proposed would not do away with
the ICC overnight. I think the pricing people in the
railroad industry and the pricing people among their
customers, such as General Mills, won't know what
to do for awhile. Most of us are accustomed to a
structured environment for pricing with much con-
sideration being given to all aspects of the Interstate
Commerce Act, with respect to reasonableness, preju-
dices, preferences, etc. The people Cargill has buying
and selling corn might be more suitable for buying
and selling transportation 5 years from now than
somebody who has been certified to practice before
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time, and they illustrate the Constitutional principle
that the federal government has the right to contro
the navigable waters.

The influence of the inland waterway industry on
the nation's economy is not generally understood.
Barges move about eight percent of intercity freight, at
an approximate cost of 1/2 cent per ton mile. Water
carriage has the best safety record of the three surface
triodes of transportation, and it is the most energy
efficient. Barges handle nearly 60 percent of the ex-
Porf grain that moves to the Gulf ports, the point of
departure for two-thirds of total wheat exports. In
1978, over 9,300 barge loads of farm products, esti-
mated at 1.3 billion dollars, were transported from
Minneapolis/St. Paul and neighboring ports.

There is no shortage of bottoms. The fleet has
grown tremendously in the last ten years. If agricul-
ture expands its export markets, the inland water car-
riers will be ready to participate, assuming that artifi-
cial barriers are not imposed.

Navigable rivers have never existed for the barge
oPerators but for the shippers. The river is a public
right-of-way and a shipper can move his own cargo if
he doesn't like the quality of service he gets. This has
been the policy for 200 years.

Now environmentalists --- ignoring the basic
Problems of energy, world food needs, and the trade
deficit -- are trying to partition river corridors for
recreation, placing the quality of life ahead of the
basic essentials for life. Agricultural interests should
Use every political means to resist this. All of agri-
culture's potential is useless if its products can't be
transported from here to there.

Suppose I told you that the League of Women
Voters of Moorhead had just engineered an ordi-
nance through the City Council here, which restricted
the numbers of trucks and rail cars that could be
Parked in or transit Moorhead, unless they were mov-
ing cargoes destined to or from Moorhead? I suspect
.11:3111‘ initial reaction would be one of amusement,
turning rapidly to outrage. Inevitably you would all
chorus, "By God, they can't do that. It's patently ille-
gal interference with interstate commerce."
L Well rest easy, because they didn't do it here. But
lie alerted that they did try it in St. Paul. A group of
environmental interests recently tried to impose re-
nr.ictions on the interstate commerce moving on the
ississippi River through that city. Fortunately, rea-

'On prevailed and river commerce continues to flow.
i However, you should be acutely aware that there
vs a relentless campaign by environmental groups and
arious state and federal agencies to compromise the
t grity of our navigable waterway system. This ini-
live is proceeding under the authority of state laws,
Federal Water Pollution Control Act, and the Na-

tuj)nal Environmental Policy Act. Citizen groups like
cr Sierra Club and the Izaak Walton League are
rec)selY allied with state pollution agencies or state
vis°11rce departments, the U.S. Fish and Wildlife Ser-
ce, and the Environmental Protection Agency in an
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unrelenting campaign to curb future growth of the
waterway system.

With unparalleled arrogance, state and federal
bureaucrats exercise their role in writing and enforc-
ing environmental regulations. They have used the
review process and the Environmental Impact State-
ment (EIS) not as methods of balancing benefits to the
public, but as devices to obstruct and impair eco-
nomic growth and to frustrate legitimate commerce.

Environmental harassment has, over the past
5 years, managed to drive up the cost of river chan-
nel dredging by over 1000 percent while cutting
essential maintenance dredging volume by 90 per-
cent (figure 1).

One current energetic effort to consider alterna-
tives for the river is being conducted by an organiza-
tion known as the Great River Environmental Action
Team (GREAT). This federally-funded group is ex-
amining environmental, economic, and social as-
pects of the Mississippi River. It seeks broad public
participation. But because of limitations on money,
time, and travel, its range of activity is limited to those
communities bordering the river. Its audience, based
on GREAT's own mailing list, is less than 5,000. In
such circumstances, it is inevitable that the highly
organized big city environmental activists and their
associates in government (who, incidentally, are paid
environmental activists, via the generosity of the tax-
payer) have an inordinate amount of input to the
GREAT study.

GREAT should be seeking a comprehensive iden-
tification of waterway users and examining benefits
to each user group, the economic value of benefits to
each group, the allocation of river costs on a cost-
benefit ratio to each user group, and the priority of
uses based on our best national interests. People from
the Wisconsin Department of Natural Resources and
the Minnesota Environmental Control Citizens Asso-
ciation, for example, are having a lot to say about this
study. But I don't know of a single North Dakota
farmer raising export cash crops who has had any
input. Yet the latter may have a far greater economic
stake than the former.

Grave questions are being posed within the study
as to the environmental impacts of barge traffic. But
little serious thought is being given to the relative
value of a carp versus a barge load of export grain.

The environmental assault on the river has an
aura of the Crusades about it. The ecologists see them-
selves as the white knights, and needless to say, we
commercial barge lines are cast in the role of the
infidels.

The Upper Mississippi and most of our major de-
veloped rivers are what they are today because of a
conscious effort by past generations to control nature,
and thereby, their destiny. People have been doing

this in one fashion or another since the beginning of

time. So instead of the Mississippi being a raging

killer in the spring and a series of stagnant ponds

connected by a debris-choked creek for the balance of

the year, we have the engineering marvel that we

know today. If you doubt that description of the old



river before channelization, there are still plenty of
people alive today to tell you how they walked across
the Mississippi in St. Paul in the summer months of
their youth.

Our founding fathers determined in Section 8 of

the Constitution that "Congress shall have the power

. . . to regulate commerce. . . among the several states

.", and declared in the Northwest Ordinance of

1787 that "the navigable waters leading into the Mis-

sissippi shall be common highways and forever free."

The Rivers and Harbors Act of 1824 began the con-

struction and maintenance of those public arteries of

commerce.
The present Upper Mississippi River, with its 26

locks and dams and its navigation channel, was the

result of decades of effort by farm groups, civic

leaders, governors, senators, congressmen and every

president from Theodore to Franklin Roosevelt. The

common bond which caused these many people to

develop the Mississippi into a major artery of trans-

portation was the all-consuming need to link the

Midwest with the ocean and to relieve the region of

the predatory practices and indifferent service of the

railroads.
And so the 26 locks and dams were built in the

1930's during the Great Depression, by an Act of Con-

gress and by the will of the vast majority of the people.
The Congressional Record of that era is replete with
the determination that this great undertaking be de-
veloped as a transportation system for the economic
benefit of the general public.

It cost $276 million to build the Upper Missis-
sippi River navigation system and it currently costs
about $10 million annually to maintain it. Today the
river annually transits 25 million tons of essential.
materials worth about $3 billion dollars (table 1). Sta-
tistics like those make the old supporters of river
transportation development sound like economic
geniuses. Would that we had a few more of them in
public office today.

So according to plan, the navigable river system is
a roaring success, a magnificent public investment,
whose impact is inseparably woven into the eqo-
nomic fabric of the Midwest.

Beyond these constitutional and legislative man-

dates, the Supreme Court has frequently reinforced
the primacy of the federal government and defined
the limitations of local government to police or zone
the navigable rivers. In the case of Philadelphia Com-

pany vs Stinson, Secretary of War, 223 U.S. § 605

(1912) the Supreme Court held that if state or local

regulations are exercised so as to unduly hinder com-

mercial navigation, such impediments will surely be

found to impose an unconstitutional burden upon

interstate commerce.
Little is generally known of the inland waterway

industry, and therefore, its influence on the nation's
economy is barely understood.

Based on statistics developed by the Transporta-

tion Association of America, the shallow draft barge
industry moves about 8 percent of total intercity
freight (table 2). This tonnage is transported at an
average cost of approximately 5 mills (1/2 cent) per

ton mile. This compares to average rail costs of 2-1/2
cents per ton mile and average truck costs of 9 cents
per ton mile.

It should also be noted that the inland barge in-
dustry has the best safety record of the three surface

modes.
Also, water carriage is the most energy efficient,

producing an average of 400 ton miles per gallon,
twice what is indicated by the AAR for the rail mode.

The impact of barge transportation on agriculture
is even more dramatic. Sixty-six percent of our total

export grains are channeled through the Gulf ports of
the United States. Barge lines have handled an ever

increasing majority of this traffic, 57 percent in 1977
according to USDA statistics (table 3). We believe that

1978 statistics will show that the barge share of the
Gulf export movement will have risen to 60 percent,

with 47 percent of total export grain emanating from
the ports of the Upper Mississippi. When the more

recent products such as feed pellets, sunflower seeds,

and agricultural oils are included, the predominance
of inland barge lines is even more impressive.

In 1978 a record total of over 9300 barge loads of

grain, corn, soybeans, sunflower seeds, and pellets

were transported from Minneapolis/St. Paul and
neighboring ports. This was over 1 billion bushels, an
increase of 30 percent over 1977 (table 4). Those ex-
port farm products had an estimated value of 1.3 bil-
lion dollars.

In considering the problems of transportation in
general, the most interesting facet of the waterwaY
transportation system is its enormous unused poten-
tial. The Upper Mississippi has a design capacity for
45 million tons annually. This year about 26 million
tons transited the Upper Mississippi. The capacity of

the Lower Mississippi, without restrictive locks or

dams, is almost limitless. It is a highway without
lanes or barriers, a right-of-way without grade cross-

ings, that can't be worn out by the passage of tows or
time.

Similarly, we have no shortage of bottoms. The
inland barge fleet, which has largely grown into being
since after the Korean War has expanded steadily to
meet the demands of agriculture and basic heavy in-
dustry. Without the benefit of equipment trust certifi-
cates, federal loans, or preference stock, the fleet of

jumbo hopper barges has grown from a few hundred
to near 10,000. Fully 66 percent of that fleet is less
than 10 years old (table 5). Likewise, barge building
capacity has doubled from the 1950's to the 1970's.

If agriculture intends to expand its export mar-
kets in future years, the inland water carriers are

ready to meet the challenge, assuming that artificial
barriers are not imposed on the system.

The navigable rivers have never existed for the

barge operators. They have been fostered and
proved by regional groups for the benefit of the shiP"
per. While the railroads have howled at the unfairness

of a federally maintained river right-of-way, they
nore the basic fact that this is a public right-of-way in
the truest sense. If a shipper doesn't like the price or

the quality of service I am providing, he can go to a

score of other carriers for satisfaction. And if he
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chooses, a shipper can move his own cargo in his own
barge at his own discretion. I don't have a franchise or
a monopoly on Ole Man River. It belongs to all men. It
is a common public highway. That has been the pol-
icy for 200 years. It may not be a perfect scheme, but
then the railroad system appears to have its problems
Which, despite massive federal assistance plans, keep
recurring with astounding regularity.

Our major national and international socio-
economic problems are so manifestly self-evident
that I hesitate to lecture this learned group of experts
about the obvious. But I feel strongly that the case
against economic and social disorder must be resisted
at every opportunity and in every forum by thinking
citizens.

Let me briefly touch on these key issues, all of
Which are inseparable from transportation.

Energy: In 1972 we had a catastrophe called an
energy crisis. We were alarmed to discover that we
Were using energy faster than we could produce it.
And most frightening was the sudden realization that
We depend on unreliable foreign sources for a third of
our daily oil requirements. Five years later, we are
dependent on the same unreliable foreign sources for
So percent of our oil needs.

What happened to all that talk of energy indepen-
dence? What about those billions of tons of coal we
have? Well, about 15 laws and a plethora of state regu-
lations have prevented mining on 95 percent of exist-
ing western coal leases. The same regulations fostered
and promoted by the environmental gang have hin-
dered rail development to western coal deposits and
restricted the development of transfer terminals in all
but a few places. Now they are challenging the use of
our rivers as conduits for coal to power plants, most of
Which are situated on the river.

Agriculture: It is an irrefutable fact that world
Population is in danger of outgrowing its food supply
Within 30 to 50 years. Our present global population
of Rear 4 billion is expected to reach 8 billion by about
the year 2010. Both United States experts and interna-
tional organizations have sounded a warning that the
struggle for food must be resolved or the potential for
Worldwide strife seems inescapable.

We here in the breadbasket of the world hold an
ilnPortant key to the solution of that problem. But, to
cite just one example of river industry frustration, the
arrners Union Grain Terminal Association has been

trying unsuccessfully for 4 years to build a new grain
elevator on the Minnesota River at Savage between
two other grain elevators. According to the environ-
entalists, 60 acres of wetlands is more important

than a starving, strife-torn world.
„ The Foreign Trade Balance: This is a subject that
,Te Sierra Club, the National Wildlife Federation, the
ePartment of Interior, and the EPA don't have much
° Say about. It's someone else's problem.
b, The appalling fact is that we imported $30 billion
9re goods in 1978 than we exported. This deficit,

economic hemorrhage, has helped to sap the
Irength of the dollar at the same time that it accelera-
ted the cancer of inflation.

All of these basic problems — energy, food, the
trade deficit — are interrelated and inseparable from
transportation, all modes of transportatior}: rail,
truck, pipelines, and the waterways.

We have a desperate need for each mode to do
what it does best and to perform to the optimum of its
capabilities. Yet on the navigable waterways, which
have so much to offer, there is a reckless attempt being
made to obstruct the system.

It seems incredible, but environmental groups
and agencies are actually trying to partition the river
corridors for recreation and even for open space de
spite ample evidence that we are running out of in-
digenous fuel, that the world is starving, and that our
national economy is headed toward possible chaos.

These environmental elitists are attempting to
create a national policy that places the quality of life
ahead of the basic essentials of life. Nor is their fire
directed solely at waterways. Pipelines, highways, in-
dustrial development, power plants — anything that
can be labeled "economic progress" — is subject to
destruction or disruption.

Environmental legislation of the early 1970's
made us all aware that we bear a degree of responsibil-
ity for our actions as they affect the ecological bal-
ance. Yet the environmentalists disclaim any respon-
sibility for the effects of their actions on the national
economy. They have elevated economic indifference
to a virtue. In their view, economic stagnation is a goal
to be achieved. The "no growth" society is being pro-
moted as the new utopia.

I would urge this gathering of agricultural inter-
ests to use every political and constitutional measure
to resist the prostitution of our waterways for capri-
cious and abstract purposes.

All of the hopes, the potential, of this, the world's
most efficient agricultural system, all of the implica-
tions that farm prosperity has for the strengthening of
our national economy, all that the future implies of
willing markets for our cash crops — all are meaning-
less if we can't transport it from here to there.

Figure 1. Dredging trends, Upper Mississippi River

Source: U.S. Army Corps of Engineers, St. Paul District.
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Table 1. Upper Mississippi River cargo tonnages and values based on traffic transiting Lock 25, 1977

Combined tons Total value
Cargo  Tons (in millions) (in millions) (in billions of dollars) _

Grain 12.621 $ 94.28 $1.189

Coal 4.578 25.00 , .114

Petroleum 2.876 100.00 .287

Chemicals 1.982 390.00 2.773

Building materials 1.078 40.00 .043

Iron, steel, ores .271 370.00 .100

Other 1.687 305.00 .590

Total 25.093 Average $123.38 Total $5.096

Information source: U.S. Army Corps of Engineers, St. Louis and Chicago districts, and various shipper industry sources.

Credit: American Waterways Operators, Inc., Washington, D.C.

Table 2. Shippers' intercity freight costs (millions of dollars)

1958 cyo 1960 % 1965 % 1970 % 1975 % _

(1) Rail 9,810 33.9 9,836 32.6 11,029 29.5 12,928 25.8 17,852 26.0

Water
Great Lakes 174 0.6 227 0.8 213 0.6 239 0.5 348 0.6

Rivers & canals 292 1.0 312 1.0 381 1.0 473 0.9 950 1.4

Domestic deep sea  724 2.5 747 2.5 692 1.8 834 1.7 1,136 1.6

Total water 1,190 4.1 1,286 4.3 1,286 3.4 1,546 3.1 2,434 3.6

(2) Truck 16,915 58.4 17,899 59.4 23,628 63.1 33,553 66.9 44,934 65.6

Oil pipeline 838 2.9 895 3.0 1,051 2.8 1,396 2.8 2,229 3.2

Air 191 0.7 227 0.7 428 1.2 720 1.4 1,073 1.6

Grand total 28,944 100 30,143 100 37,422 100 50,143 100 68,522 100..----

(1) Including TAA estimated cost of loading and unloading freight cars.

(2) Local truck and bus not included.

Source: "Transportation Facts & Trends --- Twelfth Edition - 1975", Transportation Assn. of America 1975 figureQfurnished by TAA.

Intercity freight by modes (billions of ton-miles) .00."

1958 ok 1960 c yo 1965 % 1970 cro 1975

(1) Rail 559. 38.4 579. 36.9 709. 38.0 771. 34.9 757.

Water
Great Lakes 80. 5.4 99. 6.3 76. 4.1 79. 3.6 69.

Rivers & canals 109. 7.5 121. 7.7 110. 5.9 156. 7.0 180.

Domestic deep sea 240. 16.5 256. 16.3 303. 16.2 360. 16.3 316. 

Total water 429. 29.4 476. 30.3 489. 26.2 595. 26.9 565.

(2) Truck 256. 17.6 285. 18.1 359. 19.3 412. 18.6 488.

Oil pipeline 211. 14.5 229. 14.6 306. 16.4 431. 19.5 507.

Air 0.7 0.1 0.9 0.1 1.9 0.1 3.3 0.1 3.7

Grand total 1455.7 100 1569.9 100 1864.9 100 2212.3 100 2320.7

(1) Effective 1969- no longer includes mail and express.

(2) Ton-miles for the three water modes are allocated beginning in 1961 on the basis of traffic which originates and terminates within each

respective category.
Note: No adjustment is made for additional mileage due to the greater circuity of some modes (domestic deep sea, for example) as

compared witn others.

Source: "Transportation Facts & Trends - Twelfth Edition - 1975", Transportation Assn. of America 1975 figures furnished by TAA.
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Table 3. Grain movement analysis, Great Lakes ports, Atlantic ports, Gulf ports, Pacific ports,
movement of wheat, corn, soybeans, oats, sorghum, barley, rye, 1973-1977

1977 % of 1976 % of 1975 % of 1974 % of 1973 % of
1,000 bu. Total 1,000 bu. Total 1,000 bu. Total 1,000 bu. Total 1,000 Total 

Great Lakes ports • 366,102 11% 309,063 9% 320,444 10% 271,917 9% 474,670 14%

Atlantic ports 462,066 14% 534,495 15% 430,836 14% 362,410 13% 389,091 11%

Gulf ports 2,222,468 66% 2,329,025 65% 2,041,807 65% 1,884,933 65% 2,250,167 64%

Barge shipments 1,274,439 1,264,185 987,646 776,897 716,275

Barge % of total
Gulf port export 57% 54% 48% 41% 32%

Pacific ports 316,757 9%  387,887 11% 366,361 11%  360,869 13%  397,954 11%

Totals 3,367,393 3,560,470 3,159,448 2,880,129 3,511,882 

Barge percent of U.S.
, total grain export 39% 36% 29% 27% 20%

Note: The above figures do not reflect the movement of beet pulp pellets, soybean meal, and other grain products.
Source: "Grain Market News", Grain Division, Department of Agriculture, Independence, Missouri 64050. Taken from year-end edition for
1973-1977.

Table 4. Minneapolis Grain Exchange,
January-November, 1978, barge shipments from
Flyer terminals, Minneapolis, St. Paul,
Red Wing, Winona 

Year Total bushels 
1977 999,801,000
1978 1,143,952,000

Number of barges 

7,234
9,371

Note: Shipments included wheat, durum, corn, oats, rye, soybeans,
sunflower seeds, and feed pellets.

Table 5. Currently operating fleet
of dry cargo barges

1955 123
1956 178
1957 112
1958 256
1959 277
1960 151
1961 100
1962 193
1963 246
1964 314
1965 295
1966 237
1967 334
1968 225
1969 192
1970 172
1971 299
.1972 604
1973 486
1974 874
1975 993
1976 859
1977 933
1978 1,152

Fleet profile age groups, 1955-1978

Years built Age

1955-1959 24-20
1960-1964 19-15
1965-1969 14-10
1970-1974 9-5
1975-1977 4-1 

Percentage of total 

10
10
13
25
41

Source: Twin City Shipyard annual industry survey.
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Discussion
Tyrchniewicz: I'd like to pose a question of my own
to the panelists, and perhaps the audience may wish
to respond as well. We tend to be talking about
tinkering with existing energy sources and maybe get-
ting more efficient engines, etc., but what is going on
in the area of developing alternative energy sources?
A: The most immediate change has been a modifica-
tion of existing power plants. Cummins, Detroit Die-
sel, and other manufacturers have put in what they
call their fuel squeezer type of engine, which is a more
efficient way of burning diesel fuel within smaller
engine sizes. That's what I was getting at on the
smaller vehicle types, the class 6 truck with about
19-26,000 pounds of GBW. These are units which
have historically been gasoline. Now the projections
are very heavily oriented toward diesel because of
modifications within the industry to adapt the tech-
nology to handle this particular engine type. I don't
see a promising alternative to the internal combusion
engine in the near future. They've been working with
the electric cars, and I've read in Popular Science
where they found an extended battery life, but I think
this is totally unrealistic for our industry. Maybe it
will help get a few cars on electricity so there will be
more fuel available for the rest of us to use. I don't see
any easy solution to this problem; I really don't.

Tyrchniewicz: Jim, would you like to comment on
alternative energy?
Springrose: No, not energy in specific. I have one
thing that may be of interest. It's an experiment I've
been involved with for about four years. We became
frustrated with the covered hopper cars that
everybody's trying to get these days. Because some of
our business is in corrosive bulk commodities, the
railroads were reluctant to give us these large expen-
sive covered hopper cars. We also make polyurethane
resins in our chemical products division, which is not
corrosive, and we knew there was an enormous
amount of technology developed in the space pro-
gram regarding helical-wound fiberglass to reinforce
plastic. So Cargill embarked on a research and devel-
opment program to build a cargo container out of fila-
ment-wound fiberglass. The project has been dor-
mant because we attempted to do it by ourselves and
got to the point where we realized that hiring outside
consultants who were familiar with the space indus-
try wasn't going to do the job. So I've been directed
and have worked toward forming a joint venture with
some people who do know how to build railroad
freight cars to accelerate and continue that program. It
won't provide a more efficient engine to pull the load,
but it certainly will provide a lighter vehicle to carry
the goods. I think that has some energy-saving conno-
tations to it also. Perhaps in 1985, if we're successful,
we'll see a few of those out being road tested and
saving some energy.
Tyrchniewicz: Ray, what are the technological shifts
taking place in locomotive power and more efficient
use of fuel by your industry?

R. Smith: That's out of my area. But at the Soo, we are
taking another look at our power deployment, and we
are happy to report that the AAR got out a press re-
lease toward the end of last year showing that the Soo
Line was the most fuel-efficient railroad in the coun-
try. Now this is due to a lot of things. We're getting
away from trying to make 3000 horsepower ST-40

units with a main line. They're overpowered for the
branch line business. Our current power acquisition
this year and next year will be the 2000 horsepower

units called the ST-30, which are more fuel-efficient

and more adaptable to shorter trains and branch line
operations. I don't know what's gqing on in research
in the industry, but I expect the same thing will hap-
pen with diesel engines that's happening with motor

carriers. We've put on a number of ancillary devices:
air shields, variable speed fans, actuated radial tires.
We've probably done as much as the industry is capa-
ble of doing voluntarily. We do have a voluntary fuel
improvement program in cooperation with DOT. I

really don't know where we are going to find addi-

tional significant improvements in that area that we
don't already know about.
Comment: I want to mention one thing that hasn't
been mentioned, and that's electrification. The 4-R
Act specifically requires the Department of Transpor-

tation to do a review of the electrification possibilities

for rail lines. They found that there are very few rail

corridors in the country in which there are suffi-

ciently high densities to warrant the expense of con-

version. The Northeast corridor is now pretty much
electrified. The proposal is to continue that electrifi-

cation up to Boston. Southern Railroad is considering

electrifying its very heavily traveled corridor between
Cincinnati and Atlanta. Those are about the only ones

right now, with the current prices of fuel that look like
they're good candidates. If petroleum becomes more
expensive and harder to get and coal becomes

cheaper, the numbers can change. At least there's a
hard look being given at the prospect for rail line

electrification.
Kriebel: In Minnesota, as far as our highways are

concerned, the funds that the truck lines pay for ser-

vices such as registration go into the general revenue

fund. Presently we're paying 100 percent into the gen-
eral revenue fund and some 50 percent of that money

is coming back to manage the different programs for

trucking companies. In other words, we're paying for
a service 100 percent and getting 50 percent back.

Secondly, the DOT just completed a truck stud)!

of Minnesota license fees paid under the various

weight categories. The study does prove that the

heavier trucks are paying their way in Minnesota; the

lighter trucks are not, especially those under 
26,000.

pounds. The DOT will attempt to get legislation, I

think, this year or the following year to readjust the

licenses.
Also, the industry has tried to improve the effi"

ciency of their engines. I think in the last 5 years that

efficiency has shown up as much as 50 percent in the
improvement of mileage on these trucks. In our firm'
we license and prorate the fuel reporting for over 
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firms. Five years ago their trucks were doing 3-1/2 to 4
miles per gallon. We have some now as high as 6.9
miles per gallon, over-the-road.
Smith: Jim Springrose said he'd prefer to see the agri-
cultural commodity exemption retained. Why are
there reservations about putting the railroads — with
respect to agricultural commodities — in the same
Position as the motor carriers? I wonder if Wes
Kriebel has a comment on the agriculture commodity
exemption from the viewpoint of the regulated por-
tion of the industry.
Kriebel: Yes, I sure do, Ray. I think it's a very funda-
mental question. As taxpayers and citizens we have to
make a decision. Do we want a common carrier sys-
tem as we've known it over the years? If we do want to
Preserve this availability, this stand-by service, I
don't think the way to go is to continue to erode the
System. I've been in the agriculture area all my life.
We need the exemption to get that product to the first
Point. But as far as I'm concerned, once it is pro-
cessed, once that commodity changes its form, then it
changes the nature of the service that's required. I
really was disturbed at the Department of Agri-
culture's position. We're going to be nibbled to death,
I think, if we're not careful. The regulated truck lines
haul a tremendous amount of fresh fruits and vegeta-
bles. A very comprehensive study has projected that
by the mid-80's the railroads will essentially be out of
the fresh fruit and vegetable hauling business. I can
appreciate the exemption for fresh fruits and vegeta
bles because of the specific nature of that kind of traf-
fic and the need to get it to market fast. But you're
getting into the other types of traffic with a different
marketing and distribution organization. It seems to
keep sucking away the traffic which the existing car-
riers depend on to balance their operation, either out-
bound or inbound, you continually erode a really
good network that we've tried to develop over these
Years. I just cannot understand the logic for continual
erosion of this exemption beyond where we have it
now,
SPringrose: I can't let the meeting close on that note.
The reason that I advocate the preservation of the
ragriculture exemption, as we've known it, is that it is
Ilexible and there is a great deal of freedom. I can't
ccept the notion, particularly as agricultural distri-
bution systems have developed in the past 10 years,
that the exemption ought to be confined to the first
move off the farm, to the first point of discharge or
nload. Because exempting vehicles from the farm to

that first point of discharge provides a very vital ser-
tvice to the distribution system in agriculture. It gets
the grain off of straight bed trucks or field wagons
PUlled by tractors and puts it onto large vehicles that
are more efficiently unloaded at the high speed ter-
minals being built to accommodate unit trains. I can-
not advocate any change in that statute.
, But the reason, Ray, I can make a distinction be-

exempting trucks on the one hand and not ex-
le,InPting railroads on the other hand, is that if I don't
'e what's happening in the railroad business, I can't
get into it. But if I don't like what's happening in the
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trucking business, I can get into it very quickly. I think
the most significant growth in trucking over the last
several years, in terms of vehicles purchased or in
terms of ton-miles moved, has been in private car-
riage. So this doesn't argue to me that we ought to
expand regulation in those areas of the distribution
system that have worked since the beginning, 1935.

There's another element to energy that I think
needs to be addressed here. The Interstate Commerce
Commission, a few years back, at about the time the
Alaskan pipeline was opening up, did a survey at
various weight stations around the United States.
They interviewed some 18,000 drivers that pulled
into these scales to be weighed, and they collected
data on what they were hauling, where they were
going, where they got the load, what the origin was.
The result of that study established, at least for those
who were inquired of, that 24 percent of those vehi-
cles were deadheading and something on the order of
14 percent were not fully loaded. It represented 38
percent under-utilization in the motor carrier indus-
try. I recognize fully all the arguments about how
some of that was specialized equipment that really
couldn't generate a back-haul, but I don't want to hear
your speech about garbage trucks. I've heard that al-
ready. I agree it's difficult to get a back-haul in garbage
trucks.

However, I put my pencil to work on the basis of
those two independent factors: on the one hand the
opening of the Alaskan pipeline, all of the fuel it was
putting down to the United States, all of the ballyhoo
in the press, and how it was heralded almost as the
savior of our energy problem, and on the other hand a
suggested 38 percent waste in truck transportation. It
comes out that the 38 percent waste in light load or
empty trucks on our highways consumes more fuel
annually than we can pump through the Alaskan
pipeline. Now that tells me, in terms of energy sav-
ings, that we need some kind of relaxation of entry
into the motor carrier business so that gap alone can
be closed and justified, simply from an energy conser-
vation point of view. I don't think today's truck lines
are going to go out of business because new people
come in. I think today's truck lines are smart enough
to realize "I'm going that way, and he's coming this
way, and why don't we merge?" Those are the kinds
of opportunities that I think relaxation of motor car-
rier entry will provide.
Tyrchniewicz: I think in this last exchange we have
all kinds of good lines on which to end this seminar.
Putting aside about this last bit about garbage trucks, I
think it's most appropriate that a conference on trans-
portation not end on a note of unanimity. It would be
rather strange if it did.



Panel Discussion *
Jerry Fruin
Professor of Agricultural and
Applied Economics
University of Minnesota

I do want to talk some about the river. I think that
Len covered the important aspects of it, but I would
want to emphasize some things. When the Chinese
trade delegation was here just a few weeks ago, they
were reported in two magazines as saying the most
impressive thing they learned about U.S. commerce
was how we managed our Mississippi River. This
comes from a country which has for 2,000 years relied
upon its rivers as its main arteries of commerce. But
basically what they are talking about is the way we
manage the Upper Mississippi River. It is a very im-
portant artery of commerce; it's vital to our cash grain
in the Upper Midwest. However, it is also the largest,
most diverse, and most productive river environment
in the world. The 9-foot navigation channel, author-
ized in 1930, has had the most influential effect on the
natural character of the Upper Mississippi River and
on its usefulness to the environmentalist. This is
something that they frequently refuse to publicly ad-
mit. The navigation channel occupies only a small
fraction of the total area of that riverway. You've got
back channels, sloughs, flood plains, lakes, islands,
hundreds of square miles of marsh, and much of this
water resource is also designated as the Upper Missis-
sippi Wildlife and Fish Refuge. This is the only in-
land river designated by Congress as both a fish and
wildlife refuge and a federal navigation project, and
that's the reason we have some of the conflicts we
have.

We talk about the financial plight of the railroads
and about the highway maintenance problem, but one
of the major problems facing us in the Upper Midwest
is the continuing conflict over dredging practices in
the St. Paul district on the Mississippi River. The
Minnesota Pollution Control Agency wants that legal
power over dredging practice. Len said that the dredg-
ing cost has increased 10 times in recent years. Well,
actually that is not true. The dredging cost has re-
mained the same. They have just let us take out so
much less material that instead of being able to use
the dredging efficiently and get deep cuts, we are
committed to having not more than a 300' wide chan-
nel and things like this. Then you have more risk of
channel closure, and the operating cost coming up the
river and down the river is increased. Now, we're
talking about $6-7 cost of moving grain to the Gulf.
Well, as far as we can determine, the decrease in
dredging to meet the environmental concerns is cost-
ing 20-30 cents per ton because of the delay. This in
itself is not bad and if, in fact, we were getting better
results from the so-called improved dredging prac-
tice, fine and dandy. The problem that I see is the
increased risk we run of channel closure. If we start
having a history of channel closures, this will have to
be reflected in the cost of large freight coming up here.
This is a real concern because only about 2 or 3 per

*The speakers did not review the edited speech.

cent of the channel is dredged up here each year. Less

than 10 percent has ever been dredged. Sediment is

what we're concerned about in the long run ruining

the fish and wildlife areas. Over 100 times as much

sediment comes from sheet erosion and silt as comes

from any effect of dredging. So, just as important as

the railroad financial problem and the highway prob-

lem is the fact that we have to keep the navigation

channel open.
The river is widely used for recreational pur-

poses. I mentioned the land involved. I came up with

113 fish that aren't classified carp. Half of the walking

time on dam #2 is recreational, people taking their

boats one way or the other between Minneapolis and

Lake Pepin. So there's a substantial amount of recrea-

tional craft on the upper part of the river.

I still think that one of the things that we should
be looking at here is the use of joint rail-barge move-
ment, either on a single bill of lading or some other

arrangement, to take advantage of the efficiency of the
rail on the overland movements and of the waterway
that's in place. That sums up the comments that I have

thrown together.

Q: What is your opinion in regard to the railroads

purchasing competitive barge lines?
A: I don't have an opinion. But I think it raises an

interesting question. Is it permissible for a railroad or

a trucking company to own another mode of transpor-

tation? I raise that question in the context of the Cana-
dian situation where the two major railroads in
Canada are also in the airline business, the trucking
business, the steamship business, the hotel business

— quite an intermodal operation'. Perhaps Mr. Smith
would care to comment on this as a possibility in the
U.S.

Ray H. Smith
Vice President for Traffic
Soo Line Railroad

I think there are statutory restraints about railroad

acquisition of other modes of transportation, about

buying existing barge lines, existing motor carriers.

Many railroads do have motor carrier subsidiaries 
or

auxiliaries which they were operating at the time the

motor carrier legislation came into being in, I think'

1935. Under certain grandfather rights they were al-

lowed to keep those motor carrier subsidiaries. 
For

instance, there is a Burlington Northern transport, the

old M.B. transport, as auxiliary to the railroad service'

Attempts occasionally have been made by railroads
 to

buy barge lines, none of them successful in trying t°

accommodate the statutes. As to the wisdom of leis
-

lation authorizing that sort of diversification, I'm n°
sure. Personally I feel we've got all we can do. We

got our hands full trying to run the railroad business'

and diversification into water or highway transporta-

tion could well dilute and dissipate the efforts of try"

ing to run our railroads. I expect the AAR to e
ndorse

diversification and multimodal ownership, but

personal opinion is let's stick to the business we kn°`
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best; that's railroading. When we learn how to run our
railroads and how to make money running railroads,
then maybe we should look at intermodal ownership.
Fruin: Thanks, Ray. Wes, would you like to buy a
railroad or a barge line?
Kreibel: I don't see how any truck line is going to
afford to buy a railroad of any consequence. I don't
know what the laws are as far as one mode owning
another, but I do want to interject that the Burlington
Northern transport just recently bought Hart Motor
Express in St. Paul. How they accomplished it, I'm
Rot sure. I don't think it would be feasible for the truck
lines to think about buying railroads at this time.
Q: Wes, can you explain the differences in regulation
that explain why, when I pick up a load of grain out of
Valley City, North Dakota, they pay me 40 cents per
hundred to haul it to the city, 300 miles, and when I
Pick up a load of grain in Morris and haul it to the city,
165 miles, they pay 37 cents per hundred?

Wes Hallman
President
Associated Motor Carriers
Traffic Bureau, Inc.

What Mr. Stabler is referring to is the movement
of grain from North Dakota into Minnesota and the
Movement of grain within the state of Minnesota.
Within Minnesota, all commodities are regulated as
to who has the authority to transport them and as to
Publication of rate. In Minnesota we have published a
niHnimum scale of grain rates, the minimum level be-
OW which the carriers are not allowed to go. They
can, by changing their tariffs, raise those rates to any
level which the Commission will allow. This does
haPPen during the peak periods in the fall. Carriers
sometimes raise their rates as high as 10 or 12 cents a
hundred above the minimum scale. Obviously, grain
c°111ing from North Dakota into Minnesota is an ex-
enipt commodity under the ICC regulation. It does not
re. quire any authority or rate publication, and the car-
rier can charge whatever the traffic will bear. It doescreate a problem for people in this area, in the north-
western part of Minnesota. There are effects on com-
Petition from carriers being regulated in Minnesota
al •nd having carriers from North Dakota across the stateitne. being without regulation. It can affect where the
rain is, to which elevator it's going, whether it's go-
rsng to be in Minnesota or North Dakota, and what theyct̀re charging. Obviously, the carrier that is exempt can
eP the differential or have the flexibility of settingnis rate at an advantage over those carriers that are

regulated.
We feel strongly that the regulation is necessaryand •that the minimum scale is a necessity for the

t?rriers to protect them and to stabilize their opera-to°11. It certainly doesn't guarantee that they are going
st In.ake money or stay in business. But it lends some
thabilitY in the area of keeping the minimum cost ofe 
1ce

oPeration protected. In Minnesota we have 4,400
4_snsed permits, held by 2,400 motor carrier organi-4ations. Of those 2,400 motor carrier organizations,
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approximately 1,000 of them hold authority to trans-
fer grain within the state of Minnesota. As truckers,
we're looking for stability and the chance to make a
dollar. Our competition is not so strongly with the
barge lines or the railroads, although there is some
competition; it's really among ourselves, eating our-
selves up and pricing ourselves out of business
against each other. We all hear about the great Ameri-
"can cowboy. He's a trucker; he's the last American
cowboy that's on the scene; and the T.V. and the mov-
ies and the records all tell us about him. They paint a
very independent picture. He is an independent per-
son. It's very hard to get truckers to see the problems
that they face when they compete against each other.
We're not asking for anything that most businesses
don't have to a certain degree, some limited amount of
stability.
Q: You mentioned before that the Soo Line gave a 6-
percent return. Could you comment as to why you
think the 6 pecent occurred when nationally you're
only looking at 1 percent? Also, is it possible to use
Soo Line's innovations in other areas?
Smith: I think maybe the Soo's greatest asset and
really a significant key to its relative success is its
size. There are 4,500 miles of railroad; a very tight,
lean management staff; no layers of people to make
decisions or get through to get things done, tight man-
agement in terms of budgets, planning, and forecasts.
As all of you do in your business, we make our annual
forecast. We made it last October for -1979. When all
the budgets are developed, we live with them for the
year. It takes tight management controls. Secondly, I
think the Soo is blessed with a sales organization that
is highly motivated, aggressive, and determined. We
produced our increase in sales year after year, in some
cases, at the expense of some motor carriers whose
business we chased with pricing and responsiveness
to requirements. We've stolen some business off the
highway, but I think we hurt our intramodal competi-
tors even more. This is an intensely competitive busi-
ness. I think it's management, attitudes, and that de-
termination to be a winner. That's about the way I'd
explain it.
Q: Has there been any survey in regard to the amount
of energy required to transport commodities by rail or
barge or the railroads? What's the cheapest in con-
sumption of energy?
Comment: A barge line will run about 1/2 cent per
ton mile.
Smith: There have been a number of studies made on
it, and as I recall, railroads consume about 40 percent
of the energy to produce a revenue-ton-mile that the
motor carriers do. Now I expect the barge lines need
about half of what the railroads require. The vessels
on the Great Lakes even less.
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Leonard Franklin
General Manager
Packer River Terminal

I'd like to make a couple of observations. I don't
really think that it necessarily makes any difference
whether the barge freight is less or more than truck
freight, because I think in most instances, it's a com-
bination of the modes of transportation to get corn or

wheat or barley or sunseeds from here to there. Really,

the only parallel competition that I see of any conse-

quence is between Minneapolis-St. Paul and New

Orleans, as far as water and rail is concerned, where

you might have a reasonable comparison to say this
load cost this much per bushel or ton and that cost
that much. I think more importantly, if it comes in by

rail or truck to a terminal and is loaded on the barge,
it's the combination of those two expense factors that
we're really talking about. And it goes a little further
than that. It's frequently not even the cost because the
rate is relatively insignificant if you don't have the
equipment to put it in. I can tell you today that barge
freight is trading at 185 or 190 percent of tariff. But
Twin City Barge doesn't have any barges to sell you at
any price, so what good is the rate? The rate is just part
of it. All the barges within the Twin City Barge fleet
that the company owns or leases or operates are com-
mitted for 1979. So if you come to our barge manager
and say, "I want to buy some freight," you can offer
him 500 percent, and he can't sell you any of our barge
freight. So I think it's frequently more than rate in the
transportation industry. I guess we don't want to get
all hung up just in rate alone because there's more that
goes into it than that. •

Two other points came up during the discussion.
Really, we have a need for an energy policy in this
country, and we don't have one right now. This is a
little bit similar to what I said about the rates. If we
find ourselves in another energy crunch, where we
can't get fuel to move vehicles, whether they be on the
water, the railroads, or the highways, if there isn't fuel
to run that equipment, we still have the problem and
we haven't solved anything there.

Lastly, I want to challenge you in some of your
thinking as it relates to the tremendous increase in the
volume of products that we're talking about. I threw
out some statistics to you with regard to barge freight.
If my memory serves me correctly, we had about a 20
percent increase in 1977 over 1976 in the total num-
ber of barges going down the Mississippi. We had
nearly a 30 percent increase then in 1978 over 1977.
Now somebody mentioned that maybe we should
have some kind of a joint venture here between the
railroads and the barges and between the trucks and
the barges. I don't see any potential there at all myself,
but maybe there may be some. The point I'm making
is that farmers historically have proved over and over
that they can produce, and you're still doing it. If we
continue to see these kinds of tremendous increases
in volume, we may have only begun to address our-
selves to some of our transportation problems. What
happens five years from now if there is this increase
in barge traffic (and I use barge traffic because I know

a little more about it) on the Upper Mississippi in the
Minneapolis area where it becomes more recreational
and there are more grain barges than you can handle
in the locks? Who waits? Who makes the decision?
I'm driving my little boat down there on a Sunday
afternoon for a cruise, and who decides that I wait two
hours till all these darn grain barges go through? I
don't really think that that's so far fetched, Jerry, be-
cause we went up some 1200-1400 more this year

going down the river than last year and 1000 more the
year before. What if we go up another 1200 or 1400

barges in 1979? And another 1000 in 1980? Where is

this point where you count all the boats and all the
barges and you have a logistical problem on the river?
It very well may become a matter of deciding which
comes first, the transportation of product or recrea-
tion. Those are really the two competitive forces on
the river today, along with the saving of the fish and
the wildlife and that sort of thing.
Smith: I would like to amplify Len's remarks. The
railroads filed for a national freight rate increase to

become effective last December 15 and included a 9
percent increase on all grain and grain products. John
Penthis, Gene Griffin, Bob Tosterud, aided by manY
colleagues in the West, protested the 9 percent in-
crease on grain in the West and persuaded the Inter-

state Commerce Commission that that was an unrea-
sonable increase. As a consequence, the increase on

wheat and barley in the West was held to 7 percent
rather than the 9 percent we had asked. Seven percent
versus 9 percent to the Soo Line means a million dol-

lars in 1979 revenues. Now you can sit back and clap

your hands and say, "Great job fellows, that's a 
lion dollars you saved to the farmers of North

Dakota!" But really, what did you save them? Think of
what that million dollars on the top line would be on

the bottom line and how many hoppers that would
buy. What's the point of a cheap rate if there isn't anY
equipment to go with it? I'm like the grocer. A fellow

comes in and he says, "Ten pounds of potatoes, 79
cents, that's outrageous! The fellow across the street is
charging only 39 cents." "So why don't you go over
there and buy it?" "Well he's out." I say, "Oh well'
wheh I'm out, mine are only 25 cents." That's the waY
I feel. When you don't have cars, what is the signifi"
cance of the rate level, particularly in this area of fir,
country where you're so remote from your markets!

The rate level is important, but I think even more
important is the service and the car supply that goes
with it.
Fruin: Gene Griffin has been very quiet today. Gene,
would you like to comment on that? Gene is going t°
be the Acting Director of the Upper Great Plains

Transportation Institute when Bob moves on to Wash-

ington, D.C. to have a very good voice in that regioll.
I'm sure he'll carry on where Bob left off.
Griffin: I think there's some merit to what you saY,
Ray, but I would also say that I think the rates out in
North Dakota are sufficiently high so as to result in the

purchase of equipment. I wouldn't say that that's nec"
essarily true for the rest of the Western district. How"
ever, that was the Commission's decision.

332



Tosterud: Ray, during the last 5 years North Dakota
has experienced an increase in freight rates in the area
of 40 percent. I haven't seen any great improvement as
a result of the Soo Line getting an additional 20 per-
cent of the grain traffic of this state. All they have is a
car shortage. And there's been a substantial increase
in revenue. So it's not a quid pro quo situation. We
Provided the revenue but, quite frankly, we haven't
seen any of the benefits. Another 2 percent wouldn't
have done us any additional good.
Smith: Again, on behalf of Soo Line, we have made
substantial hopper car acquisitions in the past five
Years. I guess we've added at least 800 cars to our fleet.
Sure, we've retired some boxcars. The best testimo-
nial to what kind of job Soo Line has done on car
supplying North Dakota comes from our own country
elevators.
Griffin: I have farm customers who ship through
Burlington Northern and some who ship through Soo
Line. The thing that comes up the most in conversa-
tion is: If a little railroad like the Soo Line can get our
grain out as well as they do, why can't the Burlington
Northern? So the Soo Line must be doing a good job.
Tosterud: Yes, relative to the Burlington Northern,
they are.
Griffin: The number of cars on order now is at a 27-
Year high. Is that an indication that railroad manage-
ment throughout the U.S. got caught unprepared?
And what's going to be the impact of that rolling stock
When it gets out?
Smith: As to whether railroad management should
have anticipated this immense shortage that we strug-
gled through, I'd say no. The cyclical marketing of
grain is certainly unpredictable to all of us. Who can
second-guess the producer's psychology as to when
he's going to market his grain? I've never been able to.
Most of my forecasts are wrong. There was the big
3973 rush, but 1975-77 were very quiet years. In the
Iirst quarter of 1978, the Soo Line had boxcars stored
in North Dakota, looking for grain business, and it
came on us about April. Now there's a rush to buy
hoPpers. Incidentally, many of those orders are not
rpailroad orders but are car leasing company orders
trorn the people who acquire cars, put private marks
,011 them, and then lease to a private shipper. They

gave about 60 percent of the covered hopper spaceooked as opposed to 40 percent for the railroads.
Now whether we're going to get to a point where
there's actually idle equipment in this country — it is
a danger; there's a balance there. I told shippers the
?ther evening who are major holders of private cars
I"at the time may come when there's idle equipment
rross the country, and then whose car will get
4,°aded? Of course it's going to be the railroad car, and
'Ale private cars are going to be idle if we get to that
Point. That's going to be a very painful confrontation.
F°Inment: I have a couple of problems. I'm a farmer
'r°In Devil's Lake, North Dakota, about 100 miles west

Grand Forks. I and many friends I've talked to in,mat area are probably hours or days away from mak-
Ling the decision of whether we go into the trucking
uusiness to get our products to market. Last fall, the
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exporters in Duluth needed durum, and the cash
price was somewhere between 20 and 30 cents a
bushel. But it had to be delivered in so many days,
and we couldn't take advantage of that because we
couldn't get it there through the transit system. Now I
can foresee a situation where we'd have the price go
up on our grain this coming year and we'd not be able
to take advantage of it because of the transportation.
So I'm going to have to get into the trucking business
to get my products to where I can sell them at the price
I want to.
Comment: I think it should be said that the revenue-
cost ratio for traffic as a whole in the U.S. in 1977 was
1.31. That's index points over variable costs. The rev-
enue-cost ratio on wheat was 1.7 at the same time. On
barley it was over 2. In spite of those revenue differ-
ences, the railroad charges 7 percent on traffic gener-
ally and 9 percent on grain. In view of the fact that
we're already paying way more than the general traf-
fic on the railroad, we shouldn't have to pay any more
than we do.
Smith: This gentleman from Mahnomen, Minnesota
markets his grain through an elevator on the Soo at
Mahnomen. He asked me to explain the differential in
the rate levels between wheat and malting barley.
We've been through at least two cases on that ques-
tion before the Interstate Commerce Commission.
The railroad has managed to prevail in both cases. I
guess the simplistic answer to the question is that this
is demand pricing; this is market pricing. The rail-
roads have at least a 90 percent market share in the
movement of malting barley to Minneapolis. They are
not threatened by competition because of the particu-
lar processing, inspection, grading, sale on the Min-
neapolis Grain Exchange — the whole system of han-
dling malting barley as opposed to feed barley. It's a
rail-oriented market. We're charging a price for its
transportation as prescribed by the Interstate Com-
merce Commission back in 1935 when they es-
tablished our entire grain structure throughout the
country, which has now, of course, been pretty much
disrupted. It's market pricing, demand pricing. What I
can never understand when I hear complaints about
this differential pricing is: of all people who should
understand market pricing, it's the grain producer
and the people in the grain business. Do any of you
sell your grain for 1 cent a bushel less than what it's
worth? And who says what it's worth? The market.
None of you say, "Well, I'll discount that bushel be-
cause I'm such a nice guy." You sell on the market
price. Our barley transportation is priced on the mar-
ket and on the demand.
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Discussion
Q: Someone commented yesterday that Lock and

Dam 26 would have no major effect on the upper

Mississippi's capacity for moving tonnage to the

lower Mississipi. What do you see as real benefits of

the locks and dams?
Lambert: It will have an effect in that the Illinois and

the upper Mississippi reach out, and it is like 2 one-

lane highways entering another one-way highway.

Something has -to give. All the traffic can't merge

there. Lock 26 is an obstruction, a reducer in the pipe-

line. The upper Mississippi has a capacity of 45 mil-

lion tons. That is a theoretical capacity based on the

navigating season; its true capacity is somewhat

larger than that. Lock 26 will allow that capacity to be

used more efficiently. We can move 45 million tons a

year right now on the upper Mississippi, but it is go-

ing to stack up at Lock 26. Once that is enlarged, traf-

fic will flow through there at a more efficient pace and

the cost of transportation will go down.

Q: Jim Springrose and others said yesterday that we

can't look for much expansion of barge traffic until

Lock and Dam 26 is enlarged. Will it really take 8 to

10 years to enlarge it so that we can handle more

tonnage?
Lambert: Eight to 10 years is an appropriate figure,

that is if we got Lock 26 passed. I'm not sure if that is a

reality yet. The bill was passed, and we paid the ran-

som of the user toll, but we haven't got the baby back

yet. A lawsuit headed up by the Western Railroad

Association, the Sierra Club, and the Isaak Walton

League of America still has got Lock 26 in court.

Q: Assuming that we do get the baby back, is it tech-

nically feasible to speed up the time frame?
Lambert: I'm not an engineer. I presume that some

sort of a crash program could do that. We worked

wonders in World War II. We have performed other

engineering marvels. We put a man on the moon. I

really don't understand why we can't get a lock re-

built and in place in less than 10 years, but I'm not an

engineer.
Q: It was mentioned yesterday that the shipping sea-

son might be shortened because of new design

changes in commercial vessels. They wouldn't be

able to break ice. Could you comment on that?

Comment: In addition to that problem it was sug-

gested that, with your efforts to clean up the river and

fight pollution, the river is freezing faster and for

longer periods of time. Can you combine those two,

please?
Lambert: We've done such a great job of cleaning up

the river that Chicago, which never used to be iced up,

is now iced over during many months of the year.

Cleaning up of the pollutants entering the river has

tended to cause more ice conditions for longer pe-

riods. I'm really not sure what you are getting at re-

garding ice breaking. Ice breaking is something you

do when you are dumb enough to get caught in it. You

don't do it as business, because it isn't productive. A

5,000 horsepower upper Mississippi towboat can
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break any amount of ice, but it can't do it

economically.
Q: jack, one statement that you made about the de-
clining amount of coal on the river bears out what

Northern States Power was talking, about the other

day. Several years ago they were bringing about 4 mil-

lion tons up river. It looks as if it will decrease to about

1 million tons where it will probably level off. In light

of the declining ability to attract back hauls, what do

you see as the future for the expansion of grain barges

on the upper Mississippi?
Lambert: That really isn't a problem. The demand for

grain movement is such that we need to turn barges

around as fast as possible to get them back for the next

cargo of grain. We have a limited period of time; the

river opens about April 1 'and closes on November 30.

We can get five or six round trips in that time. If you

stop to pick up coal northbound, that may help defraY

costs, but it also may cut out one turnaround and help

wear out the barge. We have just realized that maybe

we should be doing more of the dedicated sort of haul-

ing that the railroads have found to be the most effi-

cient for them.
Q: Do you see an expansion then in grain barges fo

r

the future when Lock and Dam 26 is upgraded?

Lambert: Yes, I do.

Q: You said that the cost of maintaining the upper

Mississippi was going to be about $10 million. How

do you feel about the amount of income from this new

tax that has been imposed and what it will do to offset

this?
Lambert: The user charge enacted by the last Con-

gress begins at a level of 40 per gallon of diesel fuel. n

September of 1980, I believe,If escalates to 10 cents

about 3 years later in various increments. When it

reaches that 10-cent level, I believe it is estimated that

it will bring in about 50 to 55 million dollars. That is

for the entire river system. The Corps account for the

overall maintenance cost of the entire river systern

under the heading of navigation. They throw all 
sorts

of things into the pot they call navigation. The fish

and wildlife, the headwaters reservoir control, recrea-

tional harbors, and everything is about $200 million 3

year. Nobody knows how much of that is applicable

purely to the locks and dams. It is like throwing your;

whole GNA cost into one pot and not knowing wila

your salaries versus the pencils are costing the c°r:

poration. The Corps have their whole 0 and M budge'

in navigation, including salaries for all the peoPite,

who operate the locks and dams. The people oPera,

ing the locks and dams in this part of the countryloc'

as many towboats through their locks as they do Plea,;

sure craft. There is an equal amount of pleasure an'tr

recreational traffic and commercial traffic. H0,'„

much of that $200 million is truly applicable to tn.;

commercial navigation nobody knows. They 
Wi

have to go through another exercise to figure 
that on'

Q: Jack, would you like to comment about the 
grow;

ing environmental concern about the river? W11.3s,

about future plans for management of the Upper W11,

sissippi River Basin? What role will these envir°"-



it

e-
Lat
er
ii-
ut
ht
lo
es

or
es
xt
Ele
0.
)1.1
3),
lp
be
Ii-

fi-

or

er

et

n-
In
ts
it
at
is

Ill

.ts

a-
a
le
Lir
at

et
le
It-

;I(
a-

IAT
ie

ii
It.

at
s-
a-

mental concerns play in the development of that plan
versus the business and economic concerns?
Lambert: The comprehensive master plan author-
ized by the last session of Congress in conjunction
With the Lock 26 bill and the User Toll bill is being
implemented. The Upper Mississippi River Basin
Commission has begun the study plan. I guess what
concerns us is that they say they will study the system
capacity and that seems to say that they are going to
find a limit somewhere along the line. Since the sys-
tern was built for navigation, we get a knee jerk reac-
tion because they now are going to consider all these
Other aspects although we never have resisted recrea-
tional activity on the river. The water carriers live in
harmony with the recreational boaters. We rescue
them periodically. They use the same lock and dam
System that we do. It is their constitutional right that
they should. We are concerned that somebody will
say, "Okay, we have made a vast scientific study, and
the eating habits of the canvas backs and the sex life of
the blue heron will be compromised if we go over X
million tons, so we are going to put a cap on it. No
more than 35 million tons (or some figure) will move,
and that is it. This artery of transportation is done, it's
saturated for all time. You have to look at the alterna-
tives." What are they? I'm not certain if we have any.
Q: Does this mean that the plan they developed can-
not be changed or altered unless by an act of
Congress?
Lambert: The members of the Commission will cre-
ate a comprehensive plan to submit to Congress. What
Congress will do with it, God only knows.
Q: Would you care to comment on the adequacy of
the marketing system to assemble large volumes of
rain to assure the kind of flow that you are anticipat-
mg for your traffic in the next 10 or 20 years?
Lambert: There is a problem already, I think. A va-
riety of federal agencies are resisting the creation of
the intrastructure to get grain from the places pro-
uliced to ports for export even<though that takes place
right within the state. My own company has spent 4years fighting with many state and federal agencies to
build a rail-and-truck-to-water transfer facility in
South St. Paul. We spent $10 million on it. We battled
Reople right up to the federal court. We fought the
r-'13A who said that they didn't support any develop-
lent in the wetlands. There has been a great deal of
difficulty in developing this intrastructure. We tried
10 build a terminal transfer system in St. Paul, a mag-
nificent plan for moving the coal of all four western
tr,ailroads through one central terminal on the river in
" Pig's Eye area before moving it to the river and the
!2,10wer plants. Everybody had agreed, including the
t'vprt Authority. Financing was available, but the en-
hlronmentalists resisted and fought it. So now we
a aye four rail-to-water transfer terminals strung up
si.11.,d, down the river at an enormously higher cost. We
wull don't have the correct facilities to move what we
h ant to move, and the Burlington Northern has to
iureak up its trains. It can't bring those 110-car trains
ullt° any one of those facilities. We are doing in a very
elleconomic manner what we attempted to do
c°110mically.
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Q: Jack, you told me some time ago about some im-
proved dredging technique that had increased the
cost from 570 to $7.00 a unit.
Lambert: Yes, in about the last 7 years, the Corps of
Engineers cost per cubic yard for channel mainte-
nance in the Mississippi River in our stretch has in-
creased from about 50 to 700 to $7.71 per cubic yard.
That is the 1000 percent increase I mentioned. At the
same time, restrictions reduced the actual dredging of
material from the river from about 2 million cubic
yards to a quarter of a million cubic yards in the same
amount of time. We had a heck of a brawl last summer
over a dredging at Reed's Landing, where the Corps
hadn't done suitable maintenance dredging and
Mother Nature did her thing at the mouth of the Chip-
pewa River. We had a river blockage. Everybody from
the Minnesota PCA and the Wisconsin DNR said,
"Don't blame us, it wasn't our problem." Those two
organizations have been fighting the Corps for about 3
or 4 years now, harassing, restricting, and just reduc-
ing its ability to perform as it used to perform. There
may be good, sound environmental reasons why you
shouldn't just pick up the dredge material here and
plop it down there, but I don't know if that cost
should be borne solely by navigation. If we ought to
take the material from the flood plain, move it by
barge to Winona, and take it in a truck to dump in our
quarry next to Rochester for a variety of environmen-
tal concerns, I don't think navigation should pay the
price for that. Rehandling of material in a very com-
plex way is what has driven up the cost of mainte-
nance dredging right now.
Q: Has your company taken a position on rail and
truck deregulation? If so, what do you see as deregu-
lation's effect?
Lambert: All bulk commodities that move on the
river are deregulated right now. We are in head-to-
head competition with literally hundreds of other
companies on the river for that movement. So we live
in a deregulated environment. We don't move any
regulated freight. We have told both the DOT and
some staffers at the White House that we have no
objection to the deregulation of the railroads. We just
want everybody to go back and read the history books
to understand why all the regulations are on the books
now. The Panama Canal Act, which prevented rail
roads from owning water carriers, was enacted be-
cause a railroad bought a Great Lakes carrier, drove
the prices down, drove all the competitive carriers off
the Great Lakes, walked away from the destruction of
the Great Lakes transportation, and raised the rail
rates to the east. Now that is history. I wasn't even
around then, so I'm just telling you what the history
books say. The Panama Canal Act is still on the books,
and it prevents a rail carrier from owning the barge
line. If there was some trigger mechanism where a rail
carrier could say, "I want to lower my rates to New
Orleans, Davenport, or wherever," and some group
could look at that rate and decide that we had a com-
mon denominator for true cost, they could say that is
compensatory. As a businessman, I don't see how I
could object to that. If it is going to take 3 years and my
throat is going to be cut and we'll be dead by the time



we win our case in court, then I guess we have an
objection to deregulation.

Panel Discussion
James Harrison
Executive Secretary
Minnesota-Wisconsin
Boundary Area Commission

Jack Lambert and I have appeared at a number of
Congressional hearings, even on the witness stand the
same day. I was not with the environmental panel, so

I'm not sure why he suggested I'd be a worthy oppo-
nent. The river is a natural system after all was here
long before we came. I see us as stewards and custo-
dians of it, whether it is for commercial navigation,
fishery propagation, or wildlife. I think the blue
herons and even the carp have some purpose. I look at
the campaign to curb future growth that Jack talks
about as maybe a consequence of something rather
than a purpose for something. It's a consequence of
what I would characterize as a rather zealous crusade
to overcome the past sins of polluting the environ-
ment and maybe to discover that we have better ways
of doing busines. I mean that in the economic sense as
well as the environmental sense. So protecting the
environment I think is the purpose of these exercises.
Some of these strongly voiced opinions from environ-
mental groups tend to overwhelm us at times and in
fact shut out voices of reason. I agree with Jack on that
point to some extent.

I think we have to take a moderate approach on
something as great as the Upper Mississippi River
system. I wear a gray button that says "Great River." It
represents the Great River Environmental Action
team that Jack mentioned in his address this morning.
The team was an outgrowth of an environmental im-
pact statement process that resulted from another
lawsuit. I don't think Jack was a direct litigant in that,
although I think the Upper Mississippi Waterway As-
sociation filed a brief in it, at least with the state of
Wisconsin. As the boundary commission represent-
ing both Minnesota and Wisconsin, we were asked to
intervene in that suit by the colonel of the Corps of
Engineers in St. Paul at that time. Our commissioners
stated that they had no standing in court because they
could not require any one to do anything. Our com-
mission was only advisory.

Luther introduced me as a coordinator of govern-
mental activity, but ours is a good faith activity and a
goodwill opportunity. I am not a czar and God help us
if we ever get to the point that we need one, because I
don't think the river system can be managed by the
wisdom of just one human being. I think it has to be a
cooperative effort and I guess that is what our com-
"The speakers did not review the edited speech.

mission is about as much as anything. Out of this
environmental impact statement process, as awk-
ward and obstructive as it might have seemed at the
time, came the realization that the Corps of Engineers,
the Fish and Wildlife Service, the states, the recrea-
tion interests, do not really understand that natural
system — the engineering, biology, or ecology of it.
The system is so large that it would be like trying to

fathom the Atlantic Ocean.
The fear of the unknown is one of our worst fears.

From a biologist's viewpoint, when you talk about

introducing another unnatural force such as addi-

tional commercial or recreational traffic, additional

fishing pressure, additional drainage, excessive sedi-

mentation, or any other man-caused activity that has

a consequence on the resouice, if you don't know the

resource or the consequences, you fear any change.

I think that's where some of the environmentally

oriented people are coming from. I think that is one

reason why the studies that we hope will be under-

taken through the Upper Mississippi Master Plan into

the Basin Commission will help us all to understand

the consequences of what we are about. I know for a

fact as a layman (I am not a scientist or an engineer)

that all the habitat out there isn't critical to our life on

this planet. I think that the biologists must own up to

that fact and not keep saying that it is critical. The

engineers must get away from their drawing 
boards

and get down and get their feet wet in the river bo
t-

toms again like they did when they were surveying f°1.
the locks and dams. I think that this is happening. I

think people are learning to live together with one

another on the river system, better because of the co-
operative effort that grew out of the environmental

impact process.
The biggest enemy of the river system, in mY

opinion, is not navigation or the Corps of Engineers,

it is excessive sedimentation. When you think of 
the

amount of sediment being trapped in the Upper Mis-

sissippi system now (the Soil Conservation Service

estimates that it is anywhere from 10 to a 100 times

the natural geologic rate), most of the backwater sys-

tem in that river is not going to be here within the

lifetimes of our children and grandchildren. If we 
ar

talking about the sensitive areas, I think we have t

°e

look at the root cause. You may have to subdivide

some of the river system, guarantee some habitat,

areas. We hope some of these answers will come oT
of the Great River study. This is the only dual-

designated inland river in the U.S. Congress has des:

ignated it as both a major component of the U.S. Fisn
and Wildlife Refuge system and a navigation project.

That makes it unique. These are acts of Congress go-

ing back more than 50 years. It is one of the few area!

of the country where we can try to manage it for 
boa'

recreational and navigational uses. I think it is big

enough and varied enough for both. The only limita-

tion is our own lack of common sense or unwilling-

ness to meet to each other where we are.
I would say one thing about the legislation ill

st

enacted in the Congress. I am representing both Min"

nesota and Wisconsin on the Upper Mississippi Mas-
ter Plan at the moment. Senator Gaylord Nelson,.one
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of the environmental champions in the Congress
pushed very hard for the creation of a new Upper
Mississippi River System Council to do this master
plan under the Secretary of the Interior. I represented
the governors of Minnesota and Wisconsin in lobby-
ing vigorously to oppose that arrangement, because it
was not the proper arrangement for this river system.
The Corps is more equal than anybody else on this
equal balance kind of system, there is no doubt about
it. So I think, and Jack testified to the same effect in
the House hearing, on that we agree and on many
other things we agree. I think that as we continue in
this effort to make the most of the system for whatever
Purposes our society needs or our lifestyles desire, I
think it is going to take some give and take and some
real diplomacy.
Wes A. Hallman
President
Associated Motor Carriers
Tariff Bureau, Inc.

I feel a little bit like the black sheep in the family
after listening to railroad representatives tell us how
Much we are subsidized. I hope you don't really rec-
ognize me as part of the family. We are your neighbor.
We live in rural Minnesota. In Minnesota the Minne-
sota Permit Truckers' Association members are regu-
lated by the Minnesota Public Service Commission
and the Department of Transportation, both as to au-
thority and rates. All commodities in-the state of Min-
nesota are regulated, except carriers that transport
grain across state lines from North and South Dakota,
for example, to Duluth or Superior. They do not have
the requirements that we do.

We are small businessmen who feel that we need
a certain amount of stability to exist. Sometimes we
feel that when a railroad decides to abandon a line the
truckers are supposed to rush in and take its place.
Pefore that time the same railroad treated us like little
rt°st children. Railroad representatives brought 65-
loot chains to the capital to sliow how long a 65-foot
truck is. They fought us in all ways, yet they were
some of the first people to use what we fought for, the
65-foot truck.
„ We are trying to do a job for you, and I think that
4_191s seminar in some areas may have lost its perspec-
'lye. We have a transportation crisis in this country,
Whether it is truck, rail or barge. It is going to cost a lot
'fore money to move our goods in the future. How are
We going to compete on world markets? We need to

C°0perate with the producer and the truck, rail andparge lines to be able to solve these problems of the
tUture. I don't know the total solution and this semi-
Ilar has been worthwhile in hearing about some other
People's problems. We do not believe that total dere-
gulation is a solution for the trucking industry.
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Jerry Fruin
Professor of Agricultural
and Applied Economics
University of Minnesota

I want to talk about why we are here today. Basi-
cally it is because the transportation network is of
vital importance to the economic well being of the
Upper Midwest. We are seeing major interrelated
changes in this transportation system. We have the
rail restructuring, the highway activity, and the long-
term and short-term problems with the Upper Missis-
sippi, the barge industry.

Basically, I was very impressed with the Chicago-
Northwestern slide show this morning. One reason
we have a transportation problem is because we have
two transportation systems, and the question is how
do we disinvest adequately from the rail system that
was built up before 1910 and that adequately opened
up this country and this area. In 1906, the average
farm in the corn belt was only 7 miles from a railroad.
We ended up with something like 250,000 miles of
railroad in the 1920's, probably twice as much as are
needed to perform the sort of things you've heard
about from the other speakers.

In Minnesota we're faced with abandonment of
probably another 1,000 to 3,000 miles of rail. We are
not even sure then if under the pervasiveness of com-
petition they still will really be the sort of viable roads
we'd like to see. In 1900 the average cost to move grain
by rail was less than 10 a ton mile. The average cost to
move a ton of grain by horse and wagon was more
than 200 a ton mile. There was no effective land trans-
portation. Now we can argue about it, but basically
the cost to move grain by rail is probably about 20 a
ton mile and by large truck probably about 40 a ton
mile. The economics of this change. There is perva-
sive transportation competition. When we get all
done restructuring (in about the year 2000), we will
have many miles of railroad line left but probably half
of that will be in a nationalized system with a roadbed
maintained by the federal government. I think that's
the only way.

One thing we must do is restructure the Midwes-
tern rail system so that we have the gathering points
and adequate rail outlets to the Gulf, the West Coast,
and Duluth. The other thing we must think about now
is the impact on the highway system because we are
removing grain from the branch lines and continuing
to increase production for export. Each year we move
more and more trucks and more and more grain out of
this area.

Last night you heard Commissioner Braun talk
about highway maintenance. No matter how you cut
it, the cost of maintenance and construction is in-
creasing 7 to 20 percent a year. As we do things to get
more efficient fuel consumption in cars and trucks,
the gasoline tax revenues are increasing only about 1
percent a year. When we look at trust fund revenues
for highway construction and maintenance, we see a
gap that is opening almost as fast as inflation. Country
roads are not financed generally by trust fund reve-
nues but by property tax, sales tax, and things like



that. As more heavy trucks travel these roads, we are

wearing them out. They were not designed for 9-ton

axle loads, much less heavier loads. We heard some
references last night about some of the actions needed
to make sure that we protect the roads and only allow

the weight limits for which they are designed. It is a

very real and important problem for rural roads.
We heard about the bridge problem_ which is

somewhat tied to the increase in the amount of grain

and other things moving. This brings me to the water-

way. Technology has caused the railroads to consoli-

date and technology has brought heavier trucks; now

we depend on the Mississippi waterway for a major
part of our movement. About 80 percent of the grain
and soybeans that leave the Twin Cities go by barge.
That's a big chunk of our Minnesota, N.D., and S.D.
grain. Sixty percent comes in by truck and 40 percent
comes in by rail, but 80 percent goes out by barge. The
remaining 20 percent goes out by rail. The Upper Mis-
sissippi is very vital to us in our export markets. The
cost to move grain by barge is roughly $7 per ton;
about the best rail rate we have is $25 to $30 per ton.
There is no way we can move grain through to the
Gulf by rail for anything like the barge cost. Lock and
Dam 26 and adequate channel maintenance are of
vital importance to us in this area. We cannot afford to
have channel closures. We have to stop this ridicu-
lous fighting between various governmental agencies,
and most of us know who they are, each year over
where we dredge, how we dredge, and so forth. It's
already in the courts; why can't we get some of these
things straightened out? Our entire economy depends
on a smooth flow of grain, coal, oil, and fertilizer.

Jack Lambert

Jim Harrison raised some interesting points that I
agree with and I think ought to be discussed further.
Having been in the river business, or tow business as
we laughingly call it around the office, for 27 years,
there are just certain things I've absorbed by osmosis
even though I am not an engineer or biologist. The
Mississippi River is polluted. If you fell in it in the St.
Paul area you would want to Hilex yourself or some-
thing like that. It's really very bad.

That pollution was caused by maybe 100 years of
municipalities in the Twin Cities unwittingly using
the Mississippi as their drainage ditch. All of our in-
dustrial and municipal waste was poured into it, and
even now attempts to bring our municipal sewage
control systems up to snuff leave something to be
desired. I don't know if they will ever achieve 100
percent treatment. I think it varies based on the flow
of materials on the stage of construction, and they are
constantly rebuilding a sewage disposal plant in the
Twin Cities to something in the neighborhood of 70
percent treatment. In high flows, heavy rains, or
something like that, the system is overwhelmed caus-
ing direct discharge of vast pollutants right into the

river. That is what created the problem that is on the

bottom of the river for several hundred miles below

the Twin Cities. It was not put there by navigation,

farmer shippers, or people who use the public power

and require coal or fuel oil to be moved. It got there
from our municipal sewage systems. We made a lot of
mistakes over 100 years. We recognize that now and
are changing. There is a constant implication, not by
Jim who knows better, but by a lot of the environmen-
tal groups, that there is a cause and effect relationship
between transportation and that pollution in the bot-
tom of the river. So they *ass the Corps and suggest
that if we limit or stop the barge traffic, we won't have
to treat these polluted materials on the bottom of the
river. There is no question, if the Corps is going to dig
into a portion of the river that has PCB's in it, it is
going to stir up pollutants. Remember, though, that
navigation didn't put the polluted materials there. If

the public wants to remove the polluted materials,
and there's a valid reason for removing them and the

cost can be quantified and we are willing to pay that

price, perhaps they should be removed. All we want

to say is don't put the blame on the Corps of Engineers

or navigation interests, because they didn't put the

materials there.
Jim also m3ntioned sedimentation. Sedimenta-

tion, he said, is the biggest enemy. He's absolutely

right. Sedimentation has been going on for eons in the

river. The ability of the Mississippi River to transport

enormous amounts of sedimentation is almost be-

yond comprehension. That unnatural transportation

of sediment creates the unending dredging problem.
If you stop barge traffic tomorrow, it wouldn't resolve

the problem. You just fill up every one of these pools

behind the locks and dams with sediment.
To give you an idea of the scope of the sedimenta-

tion problem, the Corps has set up monitoring sta-

tions at various points along the river. I don't knoW

where all of them are, but I can tell you three of them

that will give you some idea of the scope of the sedi-

mentation problem. At Prairie Du Chien, Wisconsin,
they have been monitoring for decades the passage of
suspended solids. The average suspended solids

passing that point on the river, monitored over manY

years, is 4 million tons per year. By the time the river

reaches Hannibal, Missouri, the average amount of

suspended solids has increased to 28 million tons per
year. By the time it gets to New Orleans, it averages
166 million tons per year. Now, barge lines don't cre-

ate that. Farmers shipping their grain don't create it.
Maybe it is a national problem to be addressed and

paid for on the national level. The carriers and shiP-
pers are trying to make the point that we did not create

the problem and that you are not going to solve the

problem by eliminating the barge lines. We have

nothing to do with that problem.
There is always some confusion about this. The

environmentalists think that because we run up and

down the river we wear it out, and therefore it has
to be dredged. We don't wear out the water in our

passage.

Discussion
Q: You say navigation is not contributing to that sedi-

ment moving down there, and you say farmer
shippers aren't. Who is magnifying this problem in

Hannibal?
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A: God is. It's a natural process. Sediment comes out
of the Chippewa River, the Minnesota River, the Up-
per Mississippi River, the tributaries. Bits and parti-
cles come from every tributary and every little creek
that flows into the river. -
Q: If we project that back on to farmland, isn't that
What it is supposed to do is to avoid all that
sedimentation?
Lambert: The water quality question is raised by the
Minnesota PCA, and the standard they raised last year
Was a turbidity test. It determined the discoloration of
the water at the end of a dredge. They want a certain
standard of water quality. They don't want the efflu-
ent from the dredge pipe to be beyond a set level. It's a
scientific testing standard known as the Jackson tur-
bidity method. The water quality limit that they
Placed on the Corps last year was 25 Jackson turbidity
units. If I had a little pitcher of cream here, I could fill
this glass of water and put one drop of cream in there
and stir it around, and that would be about equivalent
to 25 Jackson turbidity units. The Mississippi River
doesn't look like that anywhere from Itasca to New
Orleans; they established an arbitrary standard of dis-
coloration. It was purely an aesthetic standard. It had
nothing to do with pollution, although everybody has
agreed there are some pollutants on the bottom of the
river. Water quality got all mixed up with what the
Corps was doing. The Corps, therefore, got labeled as
a polluter. Even a cutter hedge dredge picks up sedi-
ments. You pick up about 20 percent solids and about
80 percent water, and there is no way that you are
going to meet that turbidity standard. Mother Nature
doesn't meet it any place either.
Q: Jack, why have the problems of dredging multi-
Plied in the last 2 years? Maybe you can explain a
little bit about how the federal act allows states to put
in more restrictive regulations than the federal goy-
ernment would do. Does this interfere with the inter-
state nature of the river? That's why we have some
Problems with land disposal in Minnesota, Iowa, and
SO forth. I think that might interest a lot of people in
the audience.
Lambert: In the past the Corps dredged without any
regard for the results of their actions, picking it up
here and putting it down there. Rather than dredge to
12 or 14 feet, they dredged to 20 feet so they wouldn't
have to come back. It's like shoveling the snow from
Your sidewalk. You shovel the whole thing, not just
the top 6 inches. That perhaps was not environmen-
tally sound.

Many learned folks for whom I have a great regard
trom Winona State College pointed out some of the
areas where the Corps' dredging had cut off the supPly of water to back channel sloughs. They found
?ther areas where dredging had opened up places that
!lad been closed and allowed too much water to come
111 and too much transportation of these suspended
solids. The Corps was willing to talk to people and
discuss revised dredging methods, but it had two seri-
°us problems. The Congress had asked the Corps to
4111. aintain the channel so there would be no obstruc-
lion in navigation. The Corps' funds are authorized by

Congress. The Corps only has so many pieces of
equipment. It isn't a fire brigade; it can't run two or
three pieces of equipment over several hundred miles
of river overnight. It starts at the upper end of the river
and works its way down. It also has just so many
bucks. I don't know what comes lower on the federal
list of money priorities and expenditures than dredg-
ing the river. The Corps' requests for more money and
more sophisticated dredging equipment have been
disregarded in the past several years. As a matter of
fact, for some time they had a legislative moratorium
on the purchase of any additional dredging equip-
ment, On top of these problems, Minnesota and Wis-
consin went after the Corps about the question of dis-
posal of the spoil. Rightly or wrongly, the states were
arguing that the Corps should do it differently. In the
midst of this argument, Congress passed the federal
clean water act, an amendment to the federal water
pollution control act. This 1977 amendment stated
that the Corps would have to meet state standards in
doing their dredging, but also had to comply with
their original mission of keeping the channel open for
navigation. They were given two impossible tasks.
The arguments with Minnesota and Wisconsin have
yet to be resolved. The folks in Minnesota, I think, are
beginning to see that there is no way that they can
establish a highly sensitive water quality standard
and still allow the Corps to do what it must do with
limited pieces of equipment and limited funds from
Congress. The matter is still completely up in the air.
Q: Can you tell if there is an increase in the sedimen-
tation rate in the river over the last 10 years?
Harrison: I think the general answer to that is yes,
but I don't think we can really quantify it very well.
There was not a very sophisticated system for keeping
track of what has happened in the past. The only way
that the study teams were able to try to establish some
kind of a base line to measure from was to go back to a
sediment dating method using radioactive materials
that had settled out from the atom bomb tests during
the late 1950's and early 1960's. They traced these
materials in the layers of sediment in the bed of the
river. It scares you a little bit. They did this at the
Oxford, Mississippi lab of the SCS and were able to
tell how many inches per year had accumulated since
that time. They had to assume that there was some
continuity to it. We don't know how much was con-
tributed by any certain flood. I think there has been a
detectable increase, but you must look at the climate,
the heavy rains that we have had in the last several
summers where the rivers run brown almost all sum-
mer long. It just never got a chance to clear up.
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Changes in
Direction of
National
Transportation Policy
Paul Tierney
President
Transportation Association of America

Change in transportation policy has not kept pace
with change in other government policy areas, per..

haps because of its pervasive character. Transporta-

tion issues touch everyone and involve many politi-

cally powerful groups with conflicting interests. Al-

though 4 Administrations have favored regulatory

reform, no significant legislation was passed until

quite recently. Since 1977 we have seen a major

change in attitude. Air cargo transportation has been

de-regulated; the President has called for de-

regulation of surface transportation; the Secretary of

Transportation has sent a railroad de-regulation pro-

posal tothe White House and is working on a proposal

o de-regulate motor carriers.
Why is there now a more receptive attitude to-

ward change? Transportation policy is developed to

serve national goals, specifically the goal of economic

well-being. So transportation policy is influenced by
changing national priorities and concerns. Certain

national concerns are more important today than they

were in the past. Those most often used to justify

de-regulation are inflation, energy conservation, and

resource allocation. These closely interrelated priori-

ties understandably influence the thinking of policy-

makers as they decide on the direction of transporta-
tion policy.

The decision to de-regulate the airlines, while af-

fected by such national concerns, was also the prod-
uct of a particularly favorable political climate. The
success of a CAB experiment with rate reductions, the
Proposition 13 mood, the pressure from consumers to
cut costs of regulation, and the fact that part of the

airline industry supported de-regulation were all fac-

tors which helped to make de-regulation possible.
Regulatory reform for surface transportation

is a more sensitive issue because its overall impact

is greater. The two types of carriers must be con-

sidered separately because their positions on de-

regulation differ. The railroads have indicated sub-

stantial support for the proposed legislation. Because

of this and due to the crisis in the industry and to the

national concerns mentioned before, an overhaul of
railroad legislation is a likely prospect in spite of
expected strong resistance from shippers and some
communities.

Motor carriers, on the other hand, have consis-
tently opposed action to relax regulation. They have

political power and the support of the Teamsters'
Union, a group whose cooperation is crucial to the

President's anti-inflation program. So with political
•
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realities in mind, the motor carrier legislation can be

expected to move more slowly.
We are currently at a critical point in the develop-

ment of transportation policy. Fundamental issues

are being examined, and decisions will critically af-

fect the future strength and character of the industry.

These decisions are difficult because transportation

affects everyone, and any choice will hurt someone.

Transportation policy is in need of overhaul, but

changes must be carefully guided to avoid damaging
the national transportation system which is so impor-

tant to us.

Since you have already heard from representa-

tives of the principal modes and some shippers who

have presented their views on transportation regula-

tory policy, I thought I might shift our thinking to

transportation policy from the standpoint of national

concerns or priorities which seem to be exerting pres-

sures for sweeping regulatory changes.
For years, as you know, changes in transportation

policy have come rather slowly. When changes did

come they were more in the nature of refinements or,

as some called them, fine tuning. And it's often asked

why transportation policy has not kept pace with the

rapid change in other government policy areas, when

the industry is of such vital importance to the eco-

nomic well-being of the nation. Perhaps the answer 
to

that question is that the importance of transportation

is the very reasoh for the relatively slow rate of

change. Because of the pervasive character of trans-

portation, it profoundly affects the lives of everyone.

Major policy issues are generally extremely complex'

highly controversial, and thftrefore highly political
lY

sensitive. Transportation issues can involve a large

number of politically powerful groups with conflict'

ing interests: states, cities, ports, shippers, labor, con-

necting and competing carriers, and so on. And under

the circumstances, it is understandable that in Past

years Congress seemingly has been reluctant to take

on, let alone approve, proposed legislation for fund-
"

mental changes in policy, unless faced with some cri-

sis or an overriding national priority. Thus, although

substantial regulatory reform has been favored bY

four successive Presidents of both parties, prior to t
he

current Administration, no legislation of any signifi"

cance was enacted except the so-called 4R Act. That

legislation, as you know, was prompted by a crisis'

the bankruptcy of a number of railroads serving the

Northeast and the Midwest.
However, just within the past two years, we have

witnessed a dramatic change, with the Congress, the

Administration, and the regulators moving towards a

degree of de-regulation that many of us not too long

ago thought was politically impossible. In 1977, legis-

lation was enacted de-regulating air cargo transporta-

tion. During the closing days of the last Congress, tile

Air Cargo De-regulation Act was approved by a 1°P-
sided vote of 83 to 9 in the Senate and by a voice vote

in the House. The President, in his State of the Uni°11

message earlier this year, called for de-regulation

of surface transportation, citing the success so far,

achieved through airline de-regulation. Earlier 
last
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month the Secretary of Transportation, Brock Adams,
sent proposed legislation to the White House which
would substantially de-regulate the railroads in the
areas of rates, rate bureaus, discrimination, mergers,
and abandonments. The-Secretary and the Depart-
ment of Justice are now working on a motor carrier
de-regulatory proposal for submission to the White
House. And within the last year and a half, the Inter-
state Commerce Commission has overturned many
long-time precedents in opening up competition in
the motor carrier field.

Why the increased demand for de-regulation of
transportation? Why a more receptive attitude for
change? Why the relatively quick acceptance by Con-
gress of de-regulation of the airlines, when previous
Congresses consistently rejected substantial regula-
tory reform proposals? Proponents of de-regulation,
I suppose, would contend that the case for de-
regulation has been convincingly made and that Con-
gress has finally seen the light. On the other hand,
oPponents will argue that Congress has little appre-
ciation of the complex economic issues involved nor
of their long-range implications but simply was con-
vinced that it was the politically popular thing to
do in the 1978 election year. Perhaps there is some
Merit to each of these arguments, but both tend to be
oversimplifications.

It should be recognized that from a policy stand-
Point, transportation is not an end in itself, but rather
a means to contribute to the economic well-being and
the quality of life of our nation. Thus policy is devel-
oPed to serve national goals. In this context, let me
quote from Secretary of Transportation Brock Adams'
statement on national transportation policy, issued
early last year. He said long-standing objectives and
concerns such as economic development, national
security, the efficient management of the public trans-
Portation sector, and a vital competitive and respon-
sive transportation system are still important ele-
Ments of our philosophy. But other concerns and
Priorities — energy conservation and promotion,
environmental protection and enhancement, safety,
quality of life, and improved resource allocation _____
1;Ti1l have to be accommodated to a far greater degree
!flan in the past. And of course, one other virtually
important goal, not specifically mentioned by the
6ecretary, is control of inflation, which is our current
top Priority.
. Now these are the elements which we are seeing
influence our transportation policies today. They are
not by any means all entirely new issues. To a greater
or lesser extent, all have been with us for many years,
,bUt they are being given a new degree of importance
IDY those establishing policies concerning the trans-
Portation sector of our economy.

Now national concerns most often cited as justifi-
v'ation for de-regulation are inflation, energy conser-
,ation, and improved resource allocation. There is,
1,(Iiourse, a close interrelationship among the three.
nrough improved resource allocation, productivity

_ts increased and energy is conserved, all helping to
reduce inflationary pressures.
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Proponents contend that greater reliance on com-
petitive market forces and less interference with
managerial prerogatives will result in decreased
prices through increased productivity and improved
efficiency.

From this standpoint the de-regulation of airline
rates — at least up until this time — has been a suc-
cess. Freedom to reduce fares has resulted in better
load factors — improved resource allocation.

Relaxed regulation of the motor carriers looking
toward eliminating empty back hauls and circuitous
routes has the same goal.

And the same objective is sought through pro-
posals giving the railroads greater freedom to aban-
don unprofitable and little-used lines and encourag-
ing mergers and plant rationalization that would help
eliminate duplicate and inefficient facilities.

Understandably, inflation, energy, and indeed the
federal deficit will have a marked influence on the
thinking of government policymakers as to the direc-
tion that national transportation policy should take.
And certainly these concerns will be in the minds
of Congressmen when they consider the de-regula-
tion proposals expected from the Administration.
Whether or not their consideration will be sufficient
to assure approval of sweeping de-regulation of the
railroads and motor carriers remains to be seen.

I am sure they weighed heavily in the minds of
Congress in passing the airline de-regulation act. But
there were other factors. Indeed, I think it fair to say
that because of a convergence of a number of factors,
the political climate was particularly favorable for
enactment of the airline legislation. First, action al-
ready taken by the CAB under former chairman, Al-
fred Kahn, permitting rate reductions as much as 70
percent, resulted in unprecedented increases in pas-
sengers and record earnings for the airlines. The suc-
cess of the CAB experiment, although in effect for a
relatively short period, made a deep impression on
Congress. Second, the nation is in Proposition 13
mood, demanding reduction in taxes and less govern-
ment. In this atmosphere de-regulation has become a
popular buzz word, blurring the distinction between
economic and social regulation. Third, in an era of
consumerism coupled with inflation, the argument
that transportation regulation increases cost to the
consumer struck a responsive cord. And fourth, and
this is looking at political realities which always enter
into these decisions, what limited political clout the
airline industry had was effectively eroded by a split
of the industry. The fact that a number of airlines
supported substantial reform had a marked influence
on Congress.

Now does our experience with the airline indus-
try presage the degree of de-regulation for the railroad
and the motor carriers? Not necessarily so. First,
freight transported by airlines represents a very minor
percentage of the U.S. total and thus is much less of a
political hot potato. Secondly, the overall economic
impact of passenger transportation is relatively mini-
mal when compared to surface freight transportatibn,
and because of the pervasive impact of freight trans-



portation, de-regulation will be much more politi-

cally sensitive.
In any case, the railroads and the motor carriers

must be considered separately because of dissimilar

circumstances and differing positions on regulation.

Now in respect to the railroads, as I mentioned,

the Secretary of Transportation has submitted pro-

posed legislation to the President which would sub-

stantially de-regulate the industry. The railroads have

indicated that they will essentially support substan-

tial regulatory relaxation. As Bill Dempsey, President

of AAR, has said, they want an overhaul of the regula-

tory structure. Viewing the railroad situation from

several standpoints — one, national concerns such as

inflation, resource allocation, energy and pressure to

reduce government expenditures; two, an industry

crisis (since 1967 ten railroads have gone into bank-

ruptcy), and three; the fact that the industry supports

substantial regulatory reform — it would seem that

the prospects for an overhauling of railroad legisla-

tion are good. On the other hand, considering politi-

cal realities, we can expect strong resistance of ship-

pers and communities to proposals for more freedom

to increase rates and those looking for more effi-

cient allocation of resources, such as abandonments,

mergers, and consolidations.
The motor carrier situation is to be distinguished

from that of the railroads. They do not want de-

regulation. They have consistently opposed action

taken by the ICC over the past 2 years which has re-

laxed regulation. The motor carriers have a tremen-

dous amount of political clout and will use it. And

they have the full support of the Teamsters' Union in

their fight against de-regulation. In that respect, on

the one hand, the President looks to de-regulation as

one means of containing inflation, while on the other

hand, the willingness of the Teamsters during current

negotiations to keep their wage demands within

guidelines is crucial to the President's anti-inflation

program. And although the President will submit mo-

tor carrier legislation to the Hill this year, it is ex-

pected that a railroad proposal will be sent up first

and, with political realities in mind, the motor carrier

legislation can be expected to move through Congress

at a relatively slower pace.
Needless to say, we are currently in the midst of a

period of historic change in transportation. Some

very difficult and fundamentally important issues are

being examined by carriers, shippers, and Washing-

ton decisionmakers who chart the course of transpor-

tation policy. The decisions that will be reached, the

changes that will be made, will have a critical impact

on the future strength and indeed the character of the

industry. And these decisions are difficult ones be-

cause transportation touches everyone. Critical

choices made, hopefully, in the public interest are

bound to have some adverse impact on everyone, car-

riers, shippers, community, and so on.
There can be little argument that transportation

policy is in need of overhaul. Indeed in some areas

changes are long overdue. However, at the same time

the overhaul must be carefully guided to avoid

damaging the national transportation system that is

so important to our national welfare. Thank you very
much.

Discussion
Q: Do you know the figure they're battering around
now of 17,000 supposedly regulated carriers, 15,000

gross $500,000 or less. I want to point that out as small

businessmen.

Tierney: Yes, there are a lot of small businessmen in

the trucker industry; there's no doubt about that. No, I

wasn't aware of that figure.

Q: Do you miss the ICC?
Tierney: Not really. I enjoyed my service on the ICC

thoroughly. It was a great experience, and it's a great

way to learn that you can please no one.

Q: I have one question to put you on the spot then. Do

you think that Chairman Dan O'Neil has in fact ex-

ceeded his authority in de facto regulation?
Tierney: I'm not sure. That is a legal decision for the

courts. I would think the courts will be liberal in their

interpretation as to the authority of the Commission.

And maybe there will be areas of which I'm not now

aware where they will find the ICC has exceeded its

authority.
One area about which a number of our carriers are

concerned, and I think with some justification, is that

although the Commission is permitting a lot more

competition, at the same time as Dan has announced,
it is itensifying its investigation of common carrier

responsibilities. Of concern to the industry is that if

this policy is pursued, they will lose the benefits of

regulation and their burdens will be increased. Now

think that's a very legitimate concern. Thus some are

asking, why not go all the NA*? This is an area 
that

will require some very delicate balancing. I think both

carriers and shippers agree as far as that is concerned.

Q: The Midwest has a unique transportation prob-

lem, the gathering of agricultural products to put

them into position for the long haul. Has a study been

done to know whether in the future it is going to be

better to use light density rail to interface with other

modes for a long haul? Or is it going to be better for all

roads to interface, or a combination thereof?
Tierney: I don't know to what extent studies have

been made. That, of course, is a very difficult deci-

sion. When I talk about critical decisions, these are

precisely the areas where we're going to have prob-

lems. And because of the nature of the industry, what-

ever action is taken will likely have an adverse impact

on someone. It affects everybody, and this is why de-

cisions have been difficult to make. You know, we

hear about Congressmen leaving, and the reason they

say they are leaving is that they have been confronted

with a rapidly growing number of special 
interest

groups in the United States, and every one of then"'

is firm that their position is right. They're rigid in

their position; they're unwilling to compromise. If

this continues we're going to end up with 50 differ-

ent parties and be like Italy. Now the strength of

this country in the past has been the willingness to

compromise. -
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ry Q: We're extremely concerned in the Midwest that
the proposed de-regulation of the railroad will allow
for the massive abandonment of light density rails
before a study has come forth to show whether light
density rail in some form, or in some parts of the
Midwst, may in fact be the best investment over the
long haul.
Tierney: I would hope that the department is making
that study. Now I know that when Brock Adams made
his statement to the Senate Commerce Committee on
an evaluation of the 4-R Act, he discussed the fact that
his proposal is causing an awful lot of uncertainty,
Particularly where the agricultural community is
concerned. Now as I understand, somebody has dis-
cussed today a solution where the states themselves
have taken over the operation of some of these lines.
Perhaps that is a solution.

Changes in Direction
of National
Transportation
Policy *
Wesley R. Kriebel
American Trucking Associations, Inc.
Washington, D.C.

Recently there have been many proposals for re-
form of government agencies, including the Interstate
Commerce Commission. One plan calls for complete
deregulation of the trucking industry and reliance
solely on competitive market mechanisms. It is there-
fore appropriate to re-examine the philosophy of eco-
nomic regulation and the performance of the motor
carrier industry.

In the 1920'S and early 1930's, due to ease of entry,
the trucking industry was overcrowded with small
units. The business was economically unstable and
rates were fluid. Congress established regulation to
Protect society's need for essential transportation ser-
vice. Under regulation, truckers must "stand read
to serve the public without discrimination and at rea-
sonable rates. The Certainty of access to markets is a
social benefit of transport regulation.

If the truckers' performance under regulation
,ueen good, is it wise to eliminate regulation? The per-
formance of the industry can be measured in several
ways. One is by availability of service. There ar

• 16,500 federally regulated firms to meet shippers
demands, and a D.O.T. survey of industrial shippers
indicates that most of them are satisfied with the
service. A second measurement is efficiency of opera-
The speaker did not review the edited speecn.

tions. Merger of carrier lines is one way that the in-
dustry is kept efficient. Another indication of perfor-
mance is the rate at which an industry adopts new
technologies, and the truckers have been responsive
to innovations in fuel-saving equipment and safety
measures. The fourth criterion is profitability. The
profits fot all regulated motor carriers are a matter of

f public record. Under regulation, the revenue from
[truck transportation, measured in ton-miles, has risen
over the last 10 years less than the Producer Price
Index has; the trucking industry has not been a major
cause of inflation.

The industry has been stable and orderly in a
period of general instability. It does not receive exces-
sive profits; it is financially healthy. Regulation does
not guarantee profits, but it recognizes that marke 
mechanisms alone cannot prevent price discrimina-
tion, cutthroat competition, and inadequate service.
The result of regulation often is overall lower prices to
consumers because of better inventory control, more

; variety of products, dependable service, and reason-,
°able rates.

Regulation is not perfect as it is. Some revision is
needed. The public debate has helped us to review

: and revise current transportation policies.

The fashion these days seems to be to believe that
bold new proposals will eliminate numerous social
and economic problems. From the Oval Room, the
board room, and the classroom, we are witnessing a
flood of proposals calling for comprehensive reform
of government agencies involved in the regulation of
food, health, safety, the environment, and transporta-
tion. The continuation of economic regulation of mo-
tor carriers by the Interstate Commerce Commission
(ICC) is among these vital policy issues under review.

In this search for a panacea, theories range from
some revision of existing institutional processes to
the total outright abolition of the Interstate Commerce
Act. The latter plan would place total reliance on
competitive market mechanisms supported by
tougher antitrust laws and legislation promulgated
by antitrust adherents. It is, therefore, appropriate at
this time to reexamine the overall philosophy of eco-
nomic regulation and the performance of for-hire
trucking.

In the pre-regulation days of the 1920's and early
1930's, the trucking industry was unstable economi-
cally and dominated by ease of competitive entry and
a fluid rate picture. As a result, it became over-
crowded with small economic units which proved
unable to satisfy even the most minimal standards of
safety, service, or financial responsibility. Under reg-
ulation, the protection from unlimited entry by com-
petitors and the control over the ratemaking process
have been stabilizing forces on the industry. Dr. Mar-
tin Farrisl noted that the cause of motor carrier regula-
tion generally was society's need for essential trans-
portation service and not economic organization
(monopolistic structure). Without regulation, some
shippers would find it difficult, if not impossible, to
get adequate truck service when and where they
needed it.

1Farris, Martin T., "The Case Against De-regulation in Trans-
portation, Power and Communications." ICC Practitioners' Jour 
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The regulated motor carriers do receive protec-

tion from unlimited market entry by competitors, and

by law they must be compensated promptly and fully

for their services. In return, the carriers must stand

ready to accept the business of all customers, serve

them without discrimination, and 'charge reasonable

rates for their services. The marketplace will not pro-

vide this standby capacity; under regulation, this

"standing ready" to serve the public is as valuable as

the actual service itself. Dr. Michael Lawrence has

called it appropriately a pure public good.2

In addition to providing an essential public ser-

vice, the regulated carriers are obliged to charge rea-

sonable rates that are published and to give equal

treatment to all shippers. The statutes provide for or-

derly procedures to protect both the shipping public

and the carriers. The Congress prescribed these assur-

ances in order that an essential, public service be

maintained with adequate provision for profits to the

carriers.
Economic regulation of the motor carrier industry

has helped this nation to achieve certain geographi-

cal, economic, and other social objectives which reli-

ance on totally free market forces could not always

assure. Over the years, industrialists and small busi-

nesses alike realized that they could choose location

sites anywhere with assurance that there already ex-

isted, or would soon exist, timely and continuous

truck services. Politicians and community leaders

sometimes have forgotten the fact that the certainty of

access to markets is an implied social benefit of trans-

port regulation.

PRINCIPAL ASPECTS
OF PERFORMANCE

Would social welfare in the future be similarly

enhanced through a different transport policy? Do the

benefits of motor carrier de-regulation exceed the so-

called costs of regulation? If the recent overall per-

formance of the carriers has been good, is it wise to

eliminate all economic regulations? An appraisal of

current performance of the regulated motor carrier

industry should provide valuable insights to the poli-

cymakers who must weigh the alternative choices

and prescribe policies for the future.
Industrial organization theory, -according to Dr.

Joseph S. Bain3, states that industry structure strongly

influences the conduct of firms within an industry

and that conduct strongly influences their collective

performance. Performance here means how well the

regulated trucking industry does what society might

reasonably expect it to do. Although the trinity of

structure, conduct, and performance is recognized,

attention here, is directed largely to an assessment of

several important determinants of performance.

The individual performance determinants usu-

ally are graded from "good" to "bad," so that a partic-

'Lawrence, Michael L., Statement before the National Com-

mission for the Review of Antitrust Laws and Procedures, July 26-

27, 1978, Washington, D.C., p. 3.

3Bain, Joe S., Industrial Organization. NY: John Wiley and

Sons, Inc., Chapter I, 1959.
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ular score will not lead to a hasty conclusion about
the industry's performance. Quantitative appraisals
of performance, therefore, are imprecise; the mea-
surement is difficult, and judgment is necessary to

conclusions. However, Marion and Sporlederi ob-
served that, "Although what we know about indus-
trial performance may be an island protruding from a
sea of ignorance, at least we have that island."

Important dimensions of the for-hire trucking
industry's performance are:
1. Availability and presentation of service. Desir-

able performance of regulated for-hire trucking ser-

vice is enhanced by an adequate number of firms that

offer the public enough variety and service quality

choices to meet the needs Of the markets._
A wide variety of truck service options are neces-

sary to meet shippers' demands, and 16,500 federallY

regulated firms have been responding to these needs
.

Approximately 12,000 of these companies earn reve-

nues of less than $500,000 per year. In 1977, of the

4,366 largest motor carriers (Class land 11), 1,739 
were

specialized common carriers, 710 were contract 
car-

riers, 1,219 were general freight carriers, and 698

were not classified.5
To approve more applications than are 

needed

would encourage cutthroat competition of the kind

that existed before regulation in 1935 and 
would

merely increase the number of trucks with no 
addi-

tional freight, thus increasing average costs.

Available evidence indicates a high level of pub-

lic satisfaction with the presentation of motor 
carrier.

service. In a Department of Transportation in
dustria_i

shippers' survey of 193 industrial 
manufacturers',

the quality of service afforded shippers by motor car-

riers was shown to be quite ,s:')od compared with other

freight-carrying modes. Two-thirds of the shippers

said regulated carriers provided them with 
excellent

or quite good service, and 31 percent said it 
was

adequate.
2. Efficiency in operations. Efficiency and

progress can be viewed from many levels including

the local terminal, the firm, and the industry. From 3

physical distribution standpoint, systems 
analyses

are required to quantify the optimum logistical effi-

ciency. Transport represents but one important co
m-

ponent of the physical distribution system.
For many manufacturers, product inventory is 3

major expense that regulated for-hire trucking can

help to offset through dependable, fast, and frequent

service at a reasonable cost. There is a very high 
prob-

ability that small businessmen would be faced with

the prospect of ordering in larger lots less frequentlYt

if economic regulations were relaxed. The iniPac

would lead to increased storage and inventory carrY-

ing costs resulting in higher total physical 
distribu-

tion costs.
'Marion, Bruce W., and Sporleder, Thomas L., "An 

Evaluation„

of the Economic Basis for Antitrust-Policy in the Food IndustrY'

American Journal of Agricultural Economics, 58.5,. December

1976, p. 872.
5"ICC Carrier Index, 1-977." Interstate Commerce Commission'

Washington, D.C., April 1978.
6"Industrial Shipper Survey" (Plant Level). 

Department of

Transportation, Office of Transportation Planning Analysis, 
Was

ington, D.C., September 1975.
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The ICC has recognized the importance of carrier
Mergers as a way to improve service efficiencies and
to take advantage of managerial and operating econo-
Mies. During the fiscal year 1977, the ICC ruled on 340
applications for merger, control, and purchase of all
or some of another firm's routes!. Important reasons
for mergers are faster service, more and better-timed
schedules, faster tracing, and better equipment avail-
ability. Other indicators of efficiency include
achievement of economies of size, productive use of
labor and other resources, and effective scheduling to
assure balanced operations.

Although traffic managers of shipper firms have
many reasons for their choice of one carrier over an-
other, efficient service is perhaps the most important
consideration. Specifically, when a change in carriers
is contemplated, two key factors are the desires to
reduce transit times and to eliminate unreliable
service .8

3. Progressiveness. The rate of adoption of new
methods and technologies is another important
Means by which an industry's performance can be
appraised. Does the industry respond quickly to im-
proved or new equipment developed by suppliers
who sell to the trucking industry? One way to judge
this element of performance is to observe the truckers'
rapid adoption of fuel-saving equipment, the rapid
acceptance of safety measures, and other improved
oPerational practices. Whether this or any industry is
seeking and responsive to innovations fast enough
involves judgment, due to the difficulty of measure-
Ment. Statistical data, such as labor productivity and
trucking costs as a percentage of product value, pro-
vide clues, but only clues, to the gains attributable to
Progressiveness and increased efficiency.

4. Profitability. Corporation profits are by far the
Tost commonly discussed element of performance.
'he public sensitivity to profits is mainly due to con-

re ptions about what is fair. Industry profits are a mat-r of public record for all regulated motor carriers.
motor carrier annual reports submitted to the ICC re-
veal the extent of interrelationships and transactions
,With carrier subsidiaries or affiliated companies.
.:.onsolidated financial profiles of motor common car-
r.iers now provide additional insights into the
lendustry's financial position. The data reflect both the
Investment and the earnings of their transportation-
related affiliates and provide strong evidence that the
arriers in general do not employ affiliates to siphon

transportation profits.
w. An essential public service cannot be assured
ithout adequate earnings for the efficient carriers. In

rrecognition of this, the Congress prescribed a close
,elationship between carriers and the regulatory
oIencies. It should be noted that regulation as a means
Li transport policy implementation was not enacted
l'N.2.11:serving carriers, but rather by elected officials.
la,_r The Impact on Small Communities of Motor Carriage Regu-
,,' Y Revision." U.S. Government Printing Office, June 1978, pp.

eSaleh, Farouk A., et. al., "Creative Selling and the Systems
',00cept." American Trucking Associations, Inc., Washington,

Sales & Marketing Council, July 1976.
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Although it is not possible to predict with assur-
ance what the financial picture of this industry would
be like in the absence of regulation, the level of rates
or earnings and the rate structure or prices under reg-
ulation have not been major contributing factors to
this nation's rate of inflation. As shown in the table,
from 1967 through the third quarter of 1978, the Pro-
ducer Price Index rose 111 percent while the cost of
motor carrier transportation, based on revenues per
ton-mile, went up only 82 percent. The regulated
truckline record has been rather impressive, re-
cognizing the sharp price escalation and the vast
amounts of inputs these carriers consume or employ.

Indexes of Revenue per Ton-Mile and Producer
Prices

General freight
carriers'

Rev/ton
Rev/ton miles

Year miles index

Producer price indexb
(formerly wholesale

price index)

All items

1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977

1978-3Q

7.70
7.9
7.9
8.5
9.3
9.5
9.8

10.6
11.8
12.2
12.8
14.0

100.0
102.6
102.6
110.4
120.8
123.4
127.3
137.7
153.3
158.4
166.2
181.8

100.0
102.5
106.5
110.4
113.9
119.1
134.7
160.1
174.9
183.0
194.2
211.1

'Source: American Trucking Associations General Freight Anal-
ysis and Financial & Operating Statistics Quarterly Re-
ports. For the years 1967 through 1973, revenues per ton-
mile are based on Class I general freight carriers only. For
the years 1974 to the present, revenues per ton-mile are
based on Class I and II carriers.

bSource: Based on data taken from the U.S. Department of Labor's
Bureau of Labor Statistics.

SUMMARY AND CONCLUSIONS
What are the lessons of this review of the present

regulated motor carrier performance? Stability and
orderliness of freight rates, output, and financial in-
tegrity have characterized this industry during pe-
riods when other sectors of the economy were far
from stable. Shippers may at times claim to get imper-
fect service at higher rates than desired; nevertheless,
controlling more than 16,500 companies by means of
an independent Federal agency is a rather remarkable
achievement.

Persistent, super-normal, or excessive profits do
not characterize the industry. Any businesman will
attempt to price his product or service low enough to
sell but high enough to make a reasonable profit. On
balance, the motor carrier industry is financially
healthy. Obviously economic regulation neither guar-
antees a profit for the firms nor does it prevent bank-
ruptcy, but it does assume that market mechanisms
cannot prevent the evils of price and service discrimi-
nation, cutthroat competition, and inadequate, unre-
liable service.
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Most people consider farmers proponents for the
preservation of independent action, free from gov-
ernment regulations. Yet those who drove tractors
around state and national capitol buildings in the
spring of 1978 and January 1979 made a plea for gov-
ernment action to assure farmers parity incomes and

stability of agricultural prices. If a-de-regulated motor

carrier industry market structure resembles the so-

called competitive structure of agriculture, as some

people suggest, there could be a distinct possibility

that caravans of 18-wheelers would also demonstrate

for economic relief.
In conclusion, the economic performance of the

regulated motor carrier industry has been and is rea-

sonably good. Under regulation, the reliability and

stability of the competitive motor carrier industry,

taken as a whole, often result in overall lower prices

to consumers through better inventory control,

greater variety of available products, dependable ser-

vice to out-of-the-way locations, and reasonable, eq-

uitable rates for small and large shippers. Regulated

trucking, as a stable component of a planning matrix,

facilitates socio-economic policy planning processes

and the implementation of many national and re-

gional programs for economic improvement.

All of this is not to say that regulation, as it stands,

is perfect. The de-regulation issue has opened a forum

for the discussion of regulatory revisions and has

brought about some needed changes sooner than they

would have been realized otherwise. The issue has

also brought many suspicions and needless fears of

regulated transportation to the forefront where they

can be debated and resolved. It has helped us to re-

think, review, and revise established transportation
institutions and policies.
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