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Agriculture in the
Nation's Economy:
Background and
Issues
Alex McCalla
Professor
University of California, Davis

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:

1. The role that agriculture plays in a developed
national economy

2. The evolution of the stages of policy develop-
ment in the U.S., and

3. Some current issues, set in their historical
context.

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,
it 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.

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- 411
all trends in policy development. They are: 1. that all
policy since 1860 has explicitly or unexplicitly 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
place, 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 nal
— found agriculture a small and efficient sector with MOP
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

2. there is a new set of actors concerned about
agriculture.

It is made up of consumers, environmentalists, peo-
ple concerned about rural welfare, 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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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

dikAthom?
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 provin-

cial governments, the major dispute involving pro-

ducer marketing boards.
From 1900 until World 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

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

Omarket system," policies calling for public interven-

lion 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 boaRls generally are able to affect
the form, time, place, ind price of sales. Their pur-
pose is to obtain highdmarket prices by supply man-
agement 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 tin debate and have put pressure
on the government to cut expenditures, including
those for agricultural programs.

The. federal government now supports a more
"market-oriented" agricultural policy, which is in

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, she is
concerned about the effect that reciprocal agreements
would have in certain non-agricultural areas of her
economy.
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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.

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, hawa 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
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 strongly affected by whatever decisions are
made about inflation.

Policies and programs to control inflation will
dominate farm policy in 1979-80. This means that the
Administration will work very hard to keep loan rates
and target prices from rising. Increased loan rates in
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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 col.
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.

Agriculture and 40
Food Policy:

Present Directions
and Emerging Issues

Kenneth R. Farrell
Administrator
Economics, Statistics,
and Cooperatives Service
U.S.D.A.

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 sti.11 inadequate and we do not



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.

dik 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 cannot say we have no
information upon which to make decisions.

We know less about cancer, but epidemiological
studies show a relationship to diet. We now live in a
society where we are all exposed to carcenogenic
agents. There is reason to believe that diet affects the
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 cho-
lesterol. Egg 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.

Energy, A Special Is-
sue 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 farm-
ing uses mostly liquid and gas fuels, which means
that its energy problems are liquid fuel problems.
There is limited opportunity to switch agriculture 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 complex

that 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
made. People in the private sector who could be try-
ing to fully determine their own energy needs are
simply waiting to see-how the D.O.E.'s model will
affect them. -

There is no general consensus about whether we
are running out of energy. Thii is one reason for the
lack of energy legislation. Yet conclusions can be
made. According to geologists and geophysicists, we
have now used 40-60 percent of the oil and the natural
gas that is recoverable under currentmethods 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-
source issue, which is simply an allocation problem.
It asks: how can we be sure that the resource is used in
the 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-
lem 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?
The answer is that the operation of the market must be
limited according to society's priorities.

We have tended to make compromises between
these two issues. The plan for natural gas makes a
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.
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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-
Nint, 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 is to
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.

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 in-
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.

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.
Today many other factors affect farm policy and goals.
What is now called "food and agricultural policy" is
based on the premise that the food system must pro-
vide 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.

•

•
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Credit policies and programs are relevant to al-
most all of these objectives. They affect the productiv-
ity of the farm sector, the organization of the food

gik processing system, land use, and the distribution of
W earnings within the food system. Yet credit policies

have 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 risks and
made 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
explosion that changed agriculture into its modern
form.

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.
Each year new loans of more than $9 billion are used
for the transfer in ownership of 2.5 percent of our farm
land. 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

A& income that Americans spend on food. Continued
IP 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
1977, many farmers did not have cash flows sufficient
to 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-

Stract non-farm investors, we could see a new distribu-

tion of ownership and more distinction between

owner and producer. Liberalization of credit policies
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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.

Another View of
Credit Legislation

and Policy
C.K. Cardwell
Deputy Governor
Farm Credit Administration
Patrick J. Moriarty
Director, Western Region
Office of Supervision
Farm 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
system of self-sustaining cooperatives in 1917. Since
then, it has evolved from a federal lending program
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 other 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
away 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 bst 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 will 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.

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
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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 whot pitfalls we've

vseen.

Helping Younger
Farmers Get Started:
The Credit Picture

Lynn Pickinpaugh
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 of
helping youth become involved in agriculture.

The Agricultural Credit Act of 1978 allows the
FmHA to loan to family farms organized as corpora-
tions, partnerships and cooperatives, thus making this
credit available to niany 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.

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.

411
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The Role of the FHA

Bruce Bailey
District Director
Farmes 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 which 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," a
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 as a
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.

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.

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-
tually 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 generating capacity to service the debt load.
Debt financing has increased in relation to net income
since 1970, causing possible severe liquidity and debt
servicing problems.

Total farm debt is estimated to have increased by
$17 billion in 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
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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.

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 agricul-
ture completely unsupported by prospective earn-
ings. They are justified only if you assume continuing
inflation of 6-8 percent per year. The financial com-
munity 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
the Minnesota land market completed last July, the
biggest land price increases were found in the areas of
highest economic risk — up to 26 percent in West
Central Minnesota. At the same time, land prices in
the lower-risk area — in southern Minnesota — had
the lowest rate of increase and, in some cases, actually
declined.

Why is this inflation different from the many in-
stances 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 com-
mercial agriculture. These trends are the result of cul-
tural changes in our economic and work habits and
have been subsidized by society in a variety of ways.
Today's inflation is different because it is seemingly
endless. The U.S., which is the only developed coun-
try not to have had its currency completely destroyed,
has no institutions to deal with long-term inflation. In
addition, the price structure now is very rigid, as a
larger portion of commercial activity is centered in
multi-unit corporations. We can no longer make ad-
justments in both price and volume; only volume
changes are possible. Finally, a larger fraction of the
total economic activity is industrial and urban. When
inflation reaches a critical point, capital becomes
scared and moves from commercial assets to land.
There is some evidence now that U.S. capital is taking
refuge in land without regard for its earning capacity.

Some other countries have tried to handle this
situation in ways that we can learn from. In 1916,
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-
ewan 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-

14



•
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 people, 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.

Trends and
Innovations on

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.

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 without government guarantees, they set up
specialized agricultural departments to develop pol-
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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 services. 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.

Session II.
International Trade

U.S. Farm Exports:
More Important
Now Than Ever
Turner Oyloe
Foreign Agriculture Service
USDA

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 net
earnings in 1978, helping to offset some of our bal-
ance of payments deficit. Our largest market is 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. We 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
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 (CACM),
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 devel-

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.

Agricultural Trade:
Historical
Perspectives of
Trade and
Trade Policies
James Houck
Professor
Department of Agricultural
and Applied Economics
University of Minnesota

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 repre-
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 was 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
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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 tem-
porary agreement to stimulate trade in manufactured
goods, was called the General Agreement on Tariffs
and Trade (GATT). It was signed in 1947. Another
organization, the International Trade Organization
(ITO), was to be created within the United Nations. It
would 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-
mal framework of consultation and confrontation;
4) periodic multilateral trade negotiations are held.
GATT has held seven sets of multilateral negotia-
tions. 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-
opment (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.

The Tokyo/Geneva
Round of
Negotiations
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 involved. 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.

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) subsidies
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 code
also provides guidelines for the use of domestic subsi-
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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.

The Role of
Domestic Policies
in Trade for
Agricultural
Commodities
Tim Josling
Professor
Food Research Institute
Stanford University

Agricultural trade is primarily influenced by
domestic policies, especially domestic agricultural
policies. A consistent policy has three elements: 1) it
allows free imports of commodities not domestically
produced, 2) it protects weak sectors, and 3) it tries to
develop the export sector in order to support domes-
tic industry.

These influences lead to some significant prob-
lems. Protective policies feed upon one another and
become self-fulfilling; weak sectors stay weak be-
cause government support allows them to remain in-
efficient. Export subsidies become self-perpetuating
as governments come to have a financial stake in what
happens to trade. Farming sectors often mistrust out-
side groups that want to influence trade. This is un-
fortunate because a coalition of agricultural interests
would be to the benefit of everyone. So, on the domes-
tic front, there is conflict among policies affecting
trade, mainly because of the different attitudes of im-
porters and exporters.

There are also 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 need to be
studied. And the cumulative effect of individual gov-
ernments' attempts to stabilize prices is to make
prices even more unstable on the world market.

Fortunately, there are some forces working to im-

prove the trading system. In recent years, govern-
ments have decreased export subsidies because of
their high cost. Consumer groups are becoming more
sophisticated in their arguments. Agriculture matters
are being included for the first time in the structure of
the GATT, so that there will be more negotiating
mechanisms available. Developing countries help the
problems of food security before the public. More im-
portantly, governments are recognizing the reciprocal
nature of trade. A technical improvement is the dis-
tinction which U.S. policy makes between the price
support, income support and the loan rate as the tar-
get price. The EC needs to make this type of split in its
policies.

There are also some negative trends which
should be recognized. Unemployment makes adjust-
ment difficult. Bilateral agreements are never really
satisfactory. Exporter collaboration — price-fixing on
an international level — only treats the symptoms,
not the problem. An especially serious problem 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 essential, but it is also an embarrassment
to governments because it is a source of instability.
There is also the temptation to use it for short-term
ends. So all domestic policies are ambivalent toward
trade.

Where do we go from here? Trade expansion will
grow, but primarily from economic factors rather than
from policy negotiations. Domestic support policies
need to be preserved, but not if they have outlived
their purpose. Price support and income support as

should be split. Adjustment policies should al-
low the easing out of unproductive sectors. Price
levels — both domestic and trade — should vary with
changing conditions and governments should dis-
cuss their policies to try to avoid trade conflicts.

Another View of
Agricultural Trade
Herman de Lange
First Secretary of the
Delegation of the
Commission of the European Communities

We in the European Community are confident
that the Multilateral Trade Negotiations are in their
final stages. Even the laborious process of getting ap-
proval and implementing legislation from the legisla-
tive bodies of the participating countries has already
begun. The wheat negotiations are also progressing
well. Some important issues still remain to be solved,
but compromises are expected.
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In spite of this cooperation, 1979 will probably
see many conflicts in trade, particularly in wheat.
A record crop of wheat has been produced all over
the world, and every wheat-producing country will
want to export. The EC is at a disadvantage in the
heavy competition because of its export subsidization
program.

An association of wheat growers in the U.S. has
recently filed a complaint against the EC subsidy pro-
gram for wheat. The Office of the Special Trade Repre-
sentative will hold public hearings on the complaint
in February. The EC does not appreciate this kind
of pressure, which might cause its members to have
misgivings about the trade discipline required by the
wheat agreement. While the EC feels the complaint is
unjustified, it has — as a gesture — increased the
surveillance on its refund system to the South Ameri-
can market.

Plagued by surpluses, the EC is accelerating the
review of its agriculture 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.
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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
Federal Republic of Germany

The Common Agricultural Policy (C.A.P.) of the
European Community is not as protectionist as peo-
ple 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 many have done so, but employment
alternatives are limited.

The E.C. buys about 30 percent of U.S. agricul-
tural exports. From the late 1960's to the present, the
value of these exports rose from $2 billion to $7 bil-
lion. In the same period; E.C. exports to the U.S. rose
from $.5 billion to $1.3 billion. The E.C. needs to buy
feedstuffs from the U.S. and to sell wine, 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 out
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. will contribute substantially
to the development of democracy in those
countries.

It is very difficult to tie diverse countries into a
community. In spite of the first direct elections this
next 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.C. has long struggled with im.
balanced markets, especially in dairy and sugar. Im-
balances have been due to growing productivity,
unlimited price supports, stagnating internal con-
sumption, limited e,cport 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, what is needed is a
new framework for agriculture.

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 of
the world in how much output they get per worker
and per acre. The U.S. and Japan are high in both;
many countries are low in both.

Agricultural development over history has grown
by several methods. The first in bringing new land
into production. By the year 2000, this method will be
possible in very few areas of the world, but it was the
only method until nearly 1900.

East Asia and Western Europe began in the late
middle ages to use fertilizer to increase yields on the
land they had. This conservation system was self-
contained; it produced its own labor, power, manure,
and capital equipment.

In the next stage — the urban industrial impact
stage — there was a greater connection between the
agricultural and the non-agricultural sectors. Agricul-
ture was under pressure to produce more to meet 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 percent a year. In the twentieth
century, that is not enough; growth rates of 3-5 per-
cent annually are needed in the developing countries
to keep up with population growth.

Because of the pressure of this need for growth,
we began to institutionalize the capacity to increase
agricultural output. The result of institutionalization
was diffusion: first, of products from one location to
another; second, of technical knowledge through the
Extension Service; and third, of knowledge gained by
experimentation.

In the 1940's, we began to have a new view of the

farmer in the developing world. We no longer 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 we

began to experiment with more productive technolo-

gies for him.
We also realized that in the U.S. we had evolved a

technology that would permit one man to farm many

acres because we had a low labor supply. Japan, how-

ever, lacking land, had evolved technologies that

would substitute for land. From this, we realize that

technologies invented for developing countries must

fit the resource conditions and farm organization pat-

terns. They cannot be expected to follow the same

developmental pattern that we did.
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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-
makers 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
going, and the need for greater volume of sales is what
makes 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
make management decisions without excessive gov-
ernment regulation. A comparison of U.S. and Cana-
dian operations this past year supports this position..
In 1978, the Canadian Wheat Board sold large quanti-
ties of grain but because of logistical problems was
unable 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
charges of these deferred sales. If the Wheat Board
buys more railroad cars, farmers will have to bear the
expense. The railroads will not invest in the cars
themselves because their outdated rate schedules
keep them at no-incentive levels of return on invest-
ment. In addition, some customers will look for a
more reliable supplier, and Canadian farmers feel,
probably with good reason, that some business which
might have gone to Canada, has been directed to the
U.S.

By contrast, the U.S. shipped a sharply increased
amount of grains in the 1977-78 marketing year, about
25 percent more than in the preceding year. This was
due, not to central planning, but to individual man-
agement decisions by all firms in the grain trade.
When Gulf ports were full, commodities were shifted
to the West Coast for export, a response possible only
when there is flexibility in decisionmaking. The grain
trade planned for increased exports, plowed profits
back into the industry, and assumed the risks.

Risks do exist and their costs are borne by the
exporter, not by the farmer. For instance, in 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 PRC.
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.

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 Rive 

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.
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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 10 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 expand
tremendously

Sugar:
Has Government
Regulation Finally
Turned It Sour?
Walter P. Cornell
Vice President
Westway Trading Corporation

The world is burd-ened 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 not
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
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sterling. Each calendar quarter will undoubtedly
bring 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
one quarter to insure a lower fee the next. The exis-
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
may be incapable of being regulated. If the govern-
ment wants to protect sugar growers, it can do so by
giving subsidies. And perhaps it is time for beet
growers to contract with beet processors at fixed
prices. I believe there is a profitable future for the
domestic sugar industry, but perhaps not in the form
we have now.

For sugar, the year 1978 could easily be called
dull and unexciting.

On the few occasions the world sugar market
showed signs of coming to life, it found it could not
sustain momentum and promptly retreated.

Simply, the world is burdened with excessive in-
ventories, and despite attempts by many Interna-
tional Sugar Organization member countries to re-
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.
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Green Currencies,
Exchange Rates
and Trade in
U.S. Agricultural
Products
G. Edward Sciiuh
Former Deputy Undersecretary
International Affairs and
Commodity Programs
USDA
Head of Department of
Agricultural and Applied Economics
University of Minnesota

Gary Williams
Special Assistant to the

•
Deputy Undersecretary
International Affairs and
Commodity Programs
USDA

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-

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 ac-
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 old
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 the
other country using an undervalued currency, impos-
ing an implicit export subsidy. To keep trade flows
stable within the Commutiity, 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 an
enormous distortion of prices within the EC.

In spite of the CAP, U.S. trade with the EC has
grown, due to the rise in per capita income in the EC
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
to 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
the 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
for its agriculture.
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Session III.
Transportation

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
tion 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 availability of capital and
the ability of the industry to attract capital. The struc-
ture and management of freight transportation (rail.,
truck, and barge) companies are those of private,
profit-oriented businesses that obtain capital from the
same sources as other businesses do. However, 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
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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-
tions and from private investment. The federal
government's ability to fund transportation is also
limited; the 1979 budget for the D.O.T. was only
slightly higher than its 1977 budget, in spite of
inflation.

Between now and the mid-80's, barge owners will
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 will prefer to change
their pricing, 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 some
changes. People who support ICC regulation should
get organized now because powerful forces are work-
ing for deregulation.

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-
ment. 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
meet all your needs at peak periods. The amount of
grain to be moved fluctuates seasonally (by quarters)
from 30 million bushels to 100 million.
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Yet, we are doing something. We have 223,000
jumbo hoppers, costing about $40,000 apiece, and
10,000 more on order.

The Departments of Transportation in the
Midwest have been recognizing these problems and
attempting to solve them. Iowa is a good example. The
Iowa D.O.T. assembled a group of legislators and peo-
ple representing shippers and the railroads, and this
group made decisions about which sections of rail-.
road to rehabilitate and which to abandon. They reha-
bilitated 800 miles and have saved about $3 million in
freight charges for the farmer.

Changes are coming. Congress is beginning to
realize that all forms of transportation must be treated
equally. It has at long last put at least a token user
charge on barges. It has also agreed to build and repair
crossings that formerly were the responsibility of the
railroads. The ICC has qualifiedly allowed contract
rates. Railroad management is arranging for econo-
mies of scale through mergers. De-regulation is in the
wind. All these things are happening for the good.

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.

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.

Railroading:
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 of
approaching extinction. Mileage has fallen by 20 per-
cent in 45 years. Passenger transportation services are
operated by AMTRAK, require a subsidy of a billion
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 in
revenue, and made capital expenditures of 1.8 billion
dollars. .There is tremendous potential for the ex-
panded use of coal and the efficient technology of
unit trains.

The truth probably lies somewhere in the middle.
The overriding factor that needs to be recognized is
that the railroad industry's return on investment is
abominable. It was 1.7 percent last year and has not
exceeded 3 percent since 1966. All of the railroads'
problems are symptoms of this clearly unacceptable
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-
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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,
manpower.

The second set of conditions is the subsidization
of motor and water carrier transportation, the 

railroads' 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 national 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-regulation
itself is not the answer. Perhaps re-regulation, the
elimination of procedural forms that exist for the sake
of 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. Countries
withnationalized railroads must make up a yearly def-
icit of 20 percent, and their other modes of transporta-
tion are prevented from competing with the govern-
ment monopoly.

The only way to resolve the problem is by a na-
tional transportation policy that treats all modes
fairly, makes each mode pay its own way, and allows
each to compete on the basis of real, not artificial, cost
advantages. Here we are, 12 years after the creation
of DOT, still awaiting a national transportation pol-
icy. We can no longer afford to waste transportation
efficiency with conflicting sets of policies. We must
have a policy that equitably recognizes the impor-
tance of each transportation mode — or accept
nationalization.

Restructuring
the Midwest:
Moving Toward
Better Rail Service
James R. Wolfe
President
Chicago and North Western
Transportation Company

The slide presentation has shown where the
rnidwestern railroad system is now and how it got
there. I will tell you some of the things we can expect
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-
tem went bankrupt, and Conrail was created to fill the
vacuum.

There is sure to be a major restructuring of the
railroad system in the Midwest, 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 swaps, joint operating agree-
ments, and the pruning down of main lines in areas
where too many are competing in relation to the
amount of available business.

In addition, the railroads are on the threshold
of 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 forward 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) intermodal movements,
6) paperless car movements, due to the use of corh-
puters, 7) a smaller, more efficient system in the
Midwest, handling a larger share of the intercity
freight carriage.

•

•
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Transportation
in the 1980's
J.V. Springrose
Vice President — Transportation
Cargill, Incorporated

Those who say that the regulations of the ICC

have caused the problems confronting the transporta-

tion industry are not looking at the whole picture. The

ICC 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

on solving those problems rather than on finding

fault.
The decade of the 1980's is one of opportunity,

holding the promise of expanding world markets and

growth in volume and profits. Our expanded hori-

zons depend on our ability to transport this increas-

ing volume. Agriculture will have to adjust its inter-

nal logistics to take advantage of the most efficient of

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 abondoned.

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.

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 possibil-
ity of increased costs from freezing, from a shorter
navigation season resulting from more frequent freez-
ing, from user charges and from capacity problems of
Locks and Dam 26 will make rail more valuable to
grain shippers.

If we look at train car loadings by month, we see
lots of fluctuations but a general downward trend.
That's because of the shift to the jumbo covered hop-
per car. We're moving more grain with fewer cars. The
jumbo covered hopper is the car of the future. situStifLo

Predictions are that we will export 5 billion-te-n)s
of grain by 1985. This means that we need to improve
the efficiency of the transportation system in a num-
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-
graded no matter, what is done with the branch lines.

Thv ICC Service orders have resulted in reduced
car utilization, decreased ability to move grain, and
lower prices to farmers. Studies show that large unit
trains are the most efficient and give the best return.
In Illinois, several 125-car unit trains make a round
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-hauls
regularly. State-owned hopper cars used at peak sea-
sons would be very costly. The short-run solution to
the grain transportation problems include efficient
use of exiting 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.
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Regulation: A
Trucker's Perspective
Richard T. Murphy
President
E.L. Murphy Trucking Company

In the mid-1920's a regulatory system was set up
to 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 de-regulation say it is to cut
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 towns 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, there
will:

1) 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.

De-Regulation
or Re-Regulation
George Chandler
Interstate Commerce Commission
Washington, D.C.
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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
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 tire the two areas having aspects of monopoly
pricing.

•

•



changing national priorities and concerns. Certain
national concerns are more important today than they
were in the past. Those most often used to justify

ak 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 co-
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, as group whose cooperation is crucial to the
President's anti-inflation program. So with political
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.

(

7

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 ready"
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 has
been 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 are
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-
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 for all regulated motor carriers are a matter of
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 market
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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.
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