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Introduction

This report is based on a 6-day seminar on agricultural policy issues held in February and March
1978 at the Spring Hill Center, Wayzata, Minnesota. The seminar was sponsored by the University of
Minnesota through its Agricultural Extension Service and Department of Agricultural and Applied
Economics in cooperation with the following:

Cargill Minnesota Bankers Association Spring Hill Center

Farm Credit Banks of St. Paul Minnesota Dept. of Agriculture U.S. Chamber of Commerce
Federal Reserve Bank of Minneapolis Minnesota Farmers Union Upper Midwest Cauncil
First Bank System, Inc. Northwest Bancorporation

The report is based on the papers and discussions of the conference. In some instances, unfor-
tunately, the recording equipment failed to function and some verbatim records were lost. This is
regrettable, and we apologize to those speakers and discussants and to the reader.

.

The purposes of this report are to provide a record of the conference to the participants and, to’
the extent possible, provide a useful reference for those interested in these issues.

Several factors made this an opportune time to examine changes taking place in agriculture--changes
that have important implications for farmers, rural communities, and the institutions that serve them.

Foreign commodity sales and trade patterns are becoming increasingly important to farmers. Rising
land prices, higher energy and other resource costs, along with then depressed commodity prices, combined -
to produce unusual credit and cashflow problems for many farm operators.  The concerns were genuine and
affected many other people in addition to farmers.

The seminar was designed to examine such questions '"in depth" and with candor. The intent was to
review the unusual set of questions currently facing farmers, agri-businesses, farm lenders, and other
support institutions and to obtain the best information available about government programs, market
prospects, and operating and financial needs. After the review, we began to work toward better under-
standing of the issues and what the appropriate solutions may be, whether those solutions require action
through government policy or management and financial practices. It was not the purpose of the seminar
to reach a consensus or formulate policies or positions that would be endorsed by the attendees. Rather,
we tried to encourage the exchange of ideas and learn from each other so that each of us could work from
a better base of informed opinion to support those programs and policies most appropriate to our re-
spective values.

The issues, clearly interrelated, were grouped into three appropriate discussion areas:

Domestic Agricultural Policy International Trade Patterns Capital, Financial, and
Credit Needs

The views expressed in individual papers and attributed to the authors of those papers are those

of the authors and do not necessarily reflect the view of their employers or the sponsors of the
conference or this report.
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Agriculture in the Nation’s Economy:
An Overview of Political and Economic Factors

Two important facts about agriculture at the present time are its
instability and the renewed public attention to agricultural problems.
World-wide crop losses in the 1970's upset the previous pattern of sta-
bility. For a while, we had shortages, but now there are surpluses again.
Climatologists forecast continued climatic change. Russia, which has
a very unstable agricultural base, will therefore be periodically buy-
ing grain on the world market, adding to its instability.

Price increases and expanded food exports have reminded us of the
importance of agriculture to the rest of the U.S. economy. Many urban
people now feel they have a vital interest in and want to be involved
in the creation of agricultural policy. However, the main factors that
affect prices are not the result of policy decisions; the size of the
harvest and the demand for food are still the critical factors. Also,
in spite of rhetoric, agricultural policy has shown more continuity than
change over the last 50 years, both in objectives and in tone of policy.
Slogans such as "100 percent of parity" persist even when such an ob-
jective is unreachable.

World grain production in 1978 will be a little smaller than last
year. Cattle and hog prices are already improving. The long run out-
look for agriculture is excellent. )

In spite of the continuity of policy, there is one new element,
the food price stabilization policy. The tools of this policy are
support of research so that agriculture production can expand, establish-
ment of grain and oilseed reserves, and occasional use of limitations on
exports. The grain reserve program is new in that it is seen not as
an unwanted surplus but as a reserve to protect against extreme price

increases.

John Schnittker

Recent events have again focused attention
on U.S, agriculture, after a long phase when ag-
Ticulture was not so popular. The shortages of
1972-1976, the sudden surpluses of 1976-77, and
the farm strike have all had their impact. We
heard for many years that agriculture was a de-
Clining sector in terms of its percentage of the
total economy, percentage of the labor supply,
€tc. Then in 1973 agriculture suddenly became
a growth sector. About 1973 or 1974, all kinds
of instant experts appeared, wanting some of the
action in this new and popular sector. In recent
months I have been invited, or know of people who
have been invited, to appear at food and agricul-
ture seminars at Yale, Columbia, Haverford, Dart-
mouth and Princeton, along with Minnesota, Kansas,
0klahoma, and Iowa. So there is a new group of

People in the act, which is not at all bad.

.with few interruptionms.

~ Farm production has always been unpredict-
able, but experience from around 1940-1970 told
us that the production trend was pretty stable
Grain surpluses dom-
inated markets in most years from about 1953
to about 1971, and farm prices stayed near
support levels almost without fail during that
period. No one worried about food prices,
because inflation was limited by the availability
of huge commodity surpluses which were ready to
come into the market the instant a shortage de-
veloped somewhere. Agriculture was a stabiliz-
er for the rest of the economy during the late
1950"s.and all of the 1960's.

The corn blight in the U.S. in 1970 gave
us a premonition of what was to come. Then the
massive crop losses in Russia, China, Australia,




Western Europe, the U.S., and other places from
1972 through 1977 shattered the idea of agricul-
tural stability and may have given us the impres-
sion that the sector would always be unstable.
Now we have a surplus again, and we can't quite
be sure which is the trend--surpluses and stabil-
ity, or shortages and instability. We won't know
for some years which is the real situation, and
we will get a number of false signals over the
next couple of decades on this question.

At about the same time as the recent crop
failures, the ideas of climatologists began to
be heard: '"The world is cooling," "The world is
warming;" '"Crop or drought cycles will come every
20 years". A lot of simplistic "Headline" ap-
proaches to the world's climatic future were
heard. What seems clear to me is that food and
agricultural policies during the remainder of
this century and perhaps longer must account for
the effects of unpredictable weather and climate
in ways that we did not experience in the last
generation or two. There is the outside pos-
sibility that in terms of climatic instability,
the worst may still be ahead of us.

It is ironic that the new instability in the
farm and food sector in recent years developed
just as more and more nations, especially Central
Plan nations, had adopted policies that promised
their people better lives as consumers and stable
growth of meat supplies. Decisions and actions
by nations whose food supplies are inherently un-
stable (Russia is the best example) eventually
increase the instability of food supplies in the
rest of the world. Thus we will have to cope
indefinitely with an external factor about which
we have little information and almost no control:
the fact that Russia is going to buy for its
people an increasingly large grain supply in order
to insure an increasing meat supply. Russia has
an agricultural resource base that is among the
most instable of any large country in the world.
Periodic large and small forays by the Soviets
into the world grain market are inevitable during
the next 10 or 20 years. There are, of course,
both stabilizing and destabilizing elements in
that.

Recent experience with unstable food supplies
and rapid expansion of export sales of agricul-
tural products has once again reminded us of the

importance of the farm sector to the whole economy .

in the U.S. Food price increases of 10-20 percent
in a single 12-month period, and a sharp increase
in agricultural export earnings are two indicators
of the linkage between agriculture and the rest

of the economy. The concurrent sharp increase in
U.S. energy imports provided an interesting link-
age, because for a time American agriculture was
held out as our principal means of salvation in
world trade.

There was a time two or three years ago when

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

We are being reminded, sometimes by familiar
signals, and sometimes by signals we haven't heard
before, that agriculture is an important part of
the economy. We are also being reminded that
agriculture is neither unique in its relationship
to the overall economy, nor is it often a control-
ling factor in what happens in the economy. It
is simply important, and more important in some
regions than others. I know this flies in the
face of a common wisdom among farmers and rural
people, who say that depressions start on the
farm. I think it is sobering to note how personal
incomes in the U.S. have grown during some very
poor times on the farm, notably the late 1950's
and the 1960's which were boom times in general
but bad times for farmers. It is also sobering
to remember that the most recent ''golden age"
for farmers--1973-1975--was a period of general
economic turmoil leading to the recession of 1975
and 1976. I hope that for this conference we
can set aside some of the old platitudes and
really look at the new linkage, the new relation-
ships between agriculture and the rest of the
economy .

I want to say a few words about political
factors. There has been some erosion of farm and
rural political power in the U.S. because of the
massive changes that have occurred the past gen-
eration or two in where people live and work.
Farmers have long been over-represented in Con-
gress and they will continue to be. The Senate
of the United States, where membership is derived
without any attention to size or population of a
state, is organized in a way that will favor
farmers for a long time, or even permanently.

The House was once. somewhat like that because we
had such a tremendous lag in reapportionment of
districts. We also had a very long tenure by
Congressmen from the South who were principally
Democratic and were often chairmen of committees.
Since they were agrarians, they exercised an over-
riding role in the House of Representatives of

15 to 30 years ago. But the House has changed

and it-now serves as the bottle-neck and "public
conscience" for farm and food policy legislation.
It is my experience and observation that the
United States Senate will debate and pass bills

a lot more favorable to farmers than will the
House. These same bills must also pass .the House,
so there is a balancing act between i:he two. When
you get two bills.to a conference between the
House and the Senate, you have quite a discrep-
ancy between what the Senate has passed and what
the House has passed, usually with the Senate

g
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en

substantially more favorable to what one might
call a narrow farm interest or a narrow commodity
interest. ’

The decline in farm population and voting
Strength has not necessarily limited the ability
of farm groups to secure favorable legislation.
Many observers have noted the tendency of small
and well-organized farm groups to get their way
with Congress. Inclusion of some obscure South-
ern crops as "basic crops" in the 1930's and the
continued expensive support for tobacco, peanuts,
honey, sugar, and some other less well-known
Southern. crops are indicators of this tendency to
be able to get bills through Congress if you are
well organized and closely knit. Never were
wheat and corn farmers represented so poorly in
Washington as thirty or forty years ago, when
there were many more of them. There were a lot
of other factors at work there including, in the
last 10 to 20 years, the tendency of the principal .
farm organization--The American Farm Bureau Fed-
eration--to adopt such unrealistic positions on
agricultural policy that they always lost. That
also eroded the political strength of wheat and
corn growers because the Farm Bureau was strong
in the Plains and the Midwest,  -where wheat and
corn are the principal crops.

I think that may be changing. My own view
of the Farm Bureau is that, with new leadership,
it has become a little more realistic in the last
Couple of years. Perhaps this will affect the
Way in which wheat and corn farmers are repre-
Sented. But in my view, wheat and corn farmers,
in the 20 years I've been in and out of Washing-
ton, have never been represented with the skill
and precision and continuity that the peanut grow-
ers and the honey producers have been represented.
Being few is not necessarily a liability. Those
of you who are or know about dairy farmers must
Tealize that in the last 10 or 15 years, as the
Qumber of dairy farms has declined, the intensity
of organization has increased and representation
before Congress has also improved.

Interest in farm and food affairs by urban
People and by city representatives, especially
Since 1972, is an important political factor and
Will be for the next decade. Farm state repre-
Sentatives, USDA officials, and farmer lobbyists
Often complain these days that everyone in
waShington wants to be in on a meeting on farm
and food policy. I think this is a constructive
deVelopment, although it makes for some long and
tedious negotiations within the government when
Some jissue having to do with support levels or
Teserves has to get through the Office of Manage-
Ment and Budget before it can be sent to the Con-
8ress, Farm officials don't have a monopoly on

80od policy ideas. The Council of Economic Ad-
Visors must interest itself in food supplies and
Prices because overall inflation is such a crit-
City people

ical indicator of economic health.

have a vital interest because they are affected
by food prices and also because of huge budgetary
deficit spending in one area of policy (such as
agriculture) will limit what can be spent in
another area of policy (like housing, welfare, or
food stamps). I think it is a constructive de-
velopment that there is a broader interest in
farm and food policy than there was 10 or 20
years ago.

We have had, of course, agricultural pol-
icies for a long time, but they seldom have been
determining factors in the overall agricultural
situation. An exception may be the late thirties,
when certain policies rescued a lot of farmers.
The first lesson I want to leave with you in
respect to policy has to do with its limitations.
There is a tendency for persons who have not
held high office, or who have not observed it
closely, to attribute too much power to the
office and too much ability to the official. 1In
short, to be intimidated by Washington. I think
it has long been and continues to be true that what
happens in the fields and the feedlots is far
more important to the economic health of farmers
and rural institutions than what happens in Wash-
ington or St. Paul. The size of the harvest and
the demand for food in the markets are still the
critical factors. In most situations, policy-
makers have relatively little power to stop a
trend which is going one way or the other because
of real market factors--small harvest, large
harvests, loss of purchasing power, reduction
in the demand for meat, etc. Policymakers don't
see things more clearly than we do. In fact,
policymakers at the level of the top 20 or 30
people in any Cabinet department these days are
beseiged by so many demands and requests that I
suspect they see things a good deal less clearly
than you and I. This is partly because they have

‘too ‘'much information and really not enough mech-

anisms to filter out the superfluous information.
Iucky officials often claim credit for their pol-
icies or for themselves for some important event,
when in fact, neither the policy or the individual
was effective in bringing about the event. And
unlucky officials and their policies may be dis-
credited by events that occurred long before they
took office.

We have some recent examples of this. Sec—
retary Butz got and claimed credit for the extreme
prosperity of 1973, 1974, and 1975. I suspect
that if we had abolished the Department of Ag-
riculture in 1972, we would have had about the
same level in farm income in 1973-75 as we had,
because of events that took place in the rest of
the world. Secretary Berglund came into office
at a time when the 1976 harvest promised to add
50 million tons of grain to the world's stock-
pile. While prices had not yet collapsed, the
price decline was just around the corner, and
there was literally nothing he could do about it
in the short run.




A second lesson that I want to speak of in
regard to economic policy for agriculture is its
continuity. The 50-year farm and food policy
struggle since the 1920's has been concerned
consistently with good and stable incomes for
farmers and adequate food supplies. The prin-
cipal tools of policy have been price supports,
production adjustment via acreage controls, pay-
ments to farmers, rising support for research and
education, expanding credit programs, and, more
recently, export expansion. Of course, these

tools are shaped a little differently in the 1970's

than in the 1960's, and certainly differently than
in the 1930's, but there is a tremendous continu-
ity in the basic objectives of policy and in the
basic tools of policy.

Now every four to five years a new Adminis-
tration comes along and tells us that in the new
Farm Bill revolutionary changes have been made.
Perhaps someone will tell you this in the con-
ference. Only a few years ago the public was
convinced that the new farm and food policy of
the country was termination of price supports,
termination of acreage controls, and near zero
budgets for farmer supports-—that this was the
law of the land and would continue. Then the
bad times came in 1976-77 and, superficially,
we seem to have had a change in policy. Much
of the public believes that since the new Ad-
ministration came in there has been a tremendous
change in policy. I would put it quite differ-
ently. There has been a change in the circum-
stances affecting policy, but the 1977 Farm Act
has much more in common with, than divergence
from, previous acts, even though the fine print
which many of you as farmers and bankers have to
be concerned with is certainly different. So
remember that what change most are the rhetoric
of farm policy and the circumstances that de-
termine the size of the harvests.

Slogans also change from time to time as
part of the change in rhetoric. Parity is the
most durable and I suppose the most obsolescent
of our current agricultural slogans. It is the
one that is taken most literally because parity
is a number. It is $5.03 wheat, and $3.50 corn,
and $11 milk, or something like that. The pre-
sent debate on 100 percent of parity, set off by
the American Agricultural Movement, is probably
driving another nail into the coffin of parity
prices. It will take a long time because this
has been an extremely durable slogan, but perhaps
there will be a better slogan in the future.

Recently when I talked to a group of strik-
ers and others out in Kansas, they were all
charged up during the question period about
parity prices and 100 percent of parity for
wheat, until I mentioned parity income. Sud-
denly they began to see that the notion of parity
income, which I simply described as the oppor-
tunity to earn as much in farming as in similar

occupations, was a realizable goal. Even the
most militant strikers at this meeting were quite

-clear in their own minds that reaching 100 percent

of parity prices for wheat, corn, and the other
commodities was hardly possibly during the next
few years. Perhaps we can move the interest in
a parity price to an interest in a parity income
and begin to develop policies that are built
around this kind of objective.

However, I think the 1978 experience is not
encouraging. We have Congressmen introducing 100
percent of parity bills, hearings being held on
them, and economic studies on the effects of. 100
percent of parity. We are going through the mo-
tions again as if we thought that this was a
reachable policy objective. As I see it, each
year's farm income is determined pretty much by
the size of crops here and abroad, by the stocks
on hand as the new harvest began, and to a limit-
ed extent by policies and programs applicable
to those crops. The farm price and income situa-
tion in 1977, as in 1972-1975, was dominated by
a major change in the factors influencing grain
markets.

You may wonder why, when I mention markets
at all, it is almost always grain markets.
Grain is so important in the world that one can
almost talk about grain and food interchangeably.
Grain is grown on about two-thirds of all the
harvested acreage in the world each year. We
can put oilseeds and grain together, because
oilseeds are utilized in very much the same
fashion as grain, and they are interchangeable
on the same land on many farms in many countries.
Grains and oilseeds are produced on nearly 80
percent of all the land in the country. That's
why I talk about grain. Grain is the great
common denominator of the world food situation.
When grain is short, food prices will rise some
time after.

In the year ahead I think that U.S. and
world grain production will be a little smaller
than in 1976-77. American farmers are already
showing some signs of planting-a slightly smaller
acreage. Set-aside for wheat, and for a lesser
extent for corn, will have a certain small ef-
fect. I think total grain stocks as we approach
the 1978 harvest will not be larger than a year
ago, The culprit was the 1976 harvest, not the
1977 harvest. We have not added to stocks as a
result of the 1977 harvest. For wheat on a
world-wide basis, stocks are being reduced
at the present time; while for coarse grains,
especially corn, stocks are increasing. I would
say the chances that wheat will stop being a
policy problem in 1978-79 are a little better
than for the feed grains, partly because world °
wheat stocks are already being reduced and partly
because the U.S. wheat program is going to be
effective as a set-aside. We are already seeing
some improvement in cattle prices, which was
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expected, and in hog prices, which to us at least
was somewhat unexpected.

New policies in the 1977 Farm Act may help
a little, but the 1977 Act, like most previous
Acts, was designed to help farmers stay in busi-
ness during the bad times. If any farmer looks
to the 1977 Act or to any previous Act to make
him rich, he will look in vain. Only large
Crop failures abroad or in other places in the
United States can turn 1978 into a really pros-
Perious year for an American farmer. Having
said that, I would argue that the long run out-
look for agriculture is excellent. Continuing
increases in consumer incomes, erratic climate
and weather, and rapid expansion of trade promise
Some good years ahead. And that too is part of
the economic and political climate of 1978. °

My emphasis on continuity as a major factor
in farm and food policy may cause you to ask if
Nothing is new.  Well, there are some new things
and I want to call attention to some areas where
there is a degree of novelty in either the new
éct or in programs that the Secretary is putting
Into effect under authority that already existed.

In passing, I think in recent years the new
Mmilitancy of urban members of Congress on farm
and food policy issues has brought an increasing
rigidity to the farm programs, with less dis-
Cretion for an Administration to make decisions
Which would help it adapt to changing situations.

his seems to me an unfavorable development
because if we are indeed getting into a more
Unstable period because of climatic uncertain-
ties and because of the unknown and uncertain
demands of Russians for U.S. grain and oilseed
Supplies, I would think that a Secretary may
Need more discretion to adjust farm programs to
cﬁa“ging situations. Yet the new political
Sltuation is giving him less discretion.

Some observers would cite promotion of
8gricultural exports as a new policy in recent
Years, T agree partly. I think that every
Secretary of Agriculture since 1952, if asked
t? give an oral history of his period, would
¢ite a new emphasis on agricultural exports.

have seen this written by Secretary Bensonj

€xperienced it with Orville Freeman. I know
that Dr, Hardin and Dr. Butz look upon their
Periods as times when exports were emphasized
XEry strongly. So I would argue that a policy
£ continuing and expanding programs that will
elp facilitate exports--credit programs, grain
quality, better shipping and so forth--is im-
gngant. It is newer than price supports, but
- 18 not exactly new with any Administration
Slnce about 1960.

n I don't mean to argue that market develop-
de“t is not important, but I do say that market
€velopment without the markets being out there,

without a growing demand by Japan, Russia,
China, and all of the other importing countries
of the world, just can't get very far. I think
it is definitely worth its money; I think it has
done great things in expanding the U.S. sales
for certain products earlier and more rapidly
than would otherwise have been the case, but
market development is not the critical factor

in export expansion.

Nor are trade negotiations. Some people--in
a year like this when a major trade negotiation
is underway--are saying that if we don't get a
successful conclusion of the negotiations,
agricultural trade will slide down hill., I was
in the Department of Agriculture in the 1960's
when some agencies used to agree that if the
Europeans didn't terminate their agricultural
policy, our exports to Europe would slide.
Well, our exports to Europe have risen. Maybe
not quite as rapidly as they would have, but
they have risen nonetheless. So again I argue
that events and circumstances affecting the
demand for products are really the determining
factors.

However, there is an important new policy
element. It is the "food price stabilization
policy."  This is a direct result of the recently
demonstrated linkage between agriculture and
the whole economy. The long-term tool of this
policy will be continued support for research
so that agricultural production can expand.
Other tools are the establishment of grain
and oilseed reserves to meet short-term situa-
tions and, as a last resort, the occasional use
of limitations on the volume of exports.

There have been developments in each of
these three areas in the past few years.. I want
to cite first the experiences of 1975. Many of
you remember that the Administration put in an
export control program for soybeans and soybean
products in May or June of 1973, after having
said for months that they would never do it.
The situation got out of hand and they finally
did it just about the time the need for it had
passed. That caused a tremendous debate within
the government about the importance of keeping
adequate grain and oilseed supplies at home so
that we could avoid extreme ups and downs in
food prices.

In 1975 our own corn and soybean crops
were looking rather doubtful in mid-summer. It
was becoming rather well-known that the Russians
were facing a disaster. We just didn't know
how serious the disaster was. In August or
September, the Administration was debating the
question of putting on export controls for
corn, wheat, and soybeans in that year. The
principal question then being asked was: If
we don't put on export controls and if the crop
yields are low, how much will food prices rise




going into the 1976 election year? It was cal-
culated that food prices might rise too much, so
much as to make inflation a big election issue.
The Ford Administration put on the export embar-
_goes for a month or two. Farm prices came down,
and low farm prices became a political issue in-
stead of high unstable food prices. But I think
that out of that debate of 1973-75 came a new
realization inside the government that in a real
emergency any President, Republican or Democrat,
is going to do something about slowing down ex-—
ports.

Those of you who followed the political
campaign fairly closely in 1976 might remember
that at first President Ford and Senator Dole
were saying we will never again embargo or limit
exports. Mr. Carter went to Des Moines about the
middle of August of 1976, and in a speech he
said, "I would never embargo or otherwise limit
the exports of agricultural commodities." The
next morning Mr. Carter issued a clarification:
"Well, in a real emergency, so we have enough
at home and so food prices didn't rise too much
at home, I would." That afternoon or the next
morning, Senator Dole in the same forum made a
similar clarification.

There are conditions, very extreme condi-
tions, under which we would again limit exports
to avoid extremely unstable food prices, but the
main new feature of .the "food price stabilization
policy" is grain reserves. The grain reserve
program is a new program. We have had surpluses
before, but when we had surpluses in former years,
the late 1950's and nearly all the 1960's, we
wanted to get rid of them. In fact, the law and
the administrative regulations from about 1958
to at least 1971 directed the Secretary of the
Department of Agriculture to move the surplus
out, to sell it any time the price got 5 percent,
and later 15 percent, above the loan or support
level. It is a very different thing to look
at a pile of stored agricultural commodities as
a reserve that you keep to protect against ex-
treme price increases than to look upon it as
an unwanted surplus that you are going to dump
in the market as fast as you can.

In the 1960's, if we had a wheat loan, the
price never got more than a few cents above that
loan, because each time it did we shoved in
another million bushels of CCC-held wheat until
it was all gone. Under the new program, which
was instituted by the Secretary before the Farm
Bill passed but is now partly embodied in the
new Farm Bill, there will be 300 billion bushels
of wheat and as much as 17 to 19 million tons of
feed grain stored and owned by farmers. It will
not come into the market until prices rise to
what I call the "reserve release prices." Wheat's
release price is $3.15; its maximum release price
is $3.94. Those will change as the loan level
changes, but they are, at the movement, the lowest
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price at which these stored reserves can move
into the market.

The farmers of course, own this grain and
they have the option of not putting it in the
reserves. But I am convinced that a large
amount of grain will go into the reserve whether
they've reached 300 million bushels or the 17
million tons target or not. Once it is there,
the farmer will have to pay a penalty if he
wants to take it out before the price gets to the
release price. My view of this situation is
that this program can help to raise farm prices
above the loan levels a little more rapidly
than under the old regime of the 1960's and
early 1970's. But since the reserve will be
held off the market while the farm prices rise
moderately, it will be there to prevent extreme
price rises.

I think the chances of having an increase
in wheat prices to $5 like we had in 1973 or
1974 are more limited now than during a few
years ago. Those of you who follow commodities
closely will recall that when the '72 Russian
wheat deal came along this preoccupation of
getting rid of the surplus was still with us.
One of the points that Secretary Butz was crit-
icized most strongly for in the following years
was dumping that surplus at low prices. He
shoved it into the market quickly, and wheat
and corn prices didn't rise very much until
early 1973, after the government had sold
nearly all of the stocks it owned. 1In the new
situation once the reserve is built, wheat will
be held until prices get to $3 or thereabouts.
Corn will be held until the price rises to at
least $2.50. I believe that this program has
some chance of succeeding in its objective of
stabilizing food prices when crops are short,
just as this summer it should help farm prices
stay a little above support levels.

A moment ago, I mentioned the question of
trade negotiations. In terms of what will happen
this year or next compared to what happened in
the 60's, continuity is again much more prevalent
than change. Each time we go into a general
trade negotiation, agriculture goes in with high
hopes that we can break down some of the barriers
in Europe or in Japan that are limiting the flow
of American agricultural products abroad. Each
time, after three or four years of argument
and of -counter charges being thrown back and
forth, we came to a realization that it is
easier to make progress in lowering tariffs on
industrial products than it is in lowering what-
ever barriers exist to the expansion of agri-
cultural trade.

Therefore, each time we come to the conclu-
sion of a trade negotiation, we see at last that
the improvement in the conditions that govern
world agricultural trade is relatively modest
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compared with the improvement in conditions (such
as tariffs and duties) that govern trade in in-
dustrial products. I think this will happen again
in 1978. I took part in the 1967 trade negotia-
tions. 1In .the end it was a question of accepting
or rejecting a little bit of progress, mostly in
obscure products like meat by-products and tobac-
co, and getting very little improvement in the
terms of trade affecting the big agricultural
commodities that we export. So don't be too
discouraged with this; it is the nature of the
situation.

Q: Do you see any new thrust coming from
Carol Foreman and others about nutrition and ag-
ricultural policy? ’

A: I don't see anything consequential. The
rather extreme Outlook speech that Carol Foreman
made last November needs to be put into proper
Perspective.
tural policy continues to be adequate food sup-
Plies, continued support for farmer income, food
for those who don't have incomes, and food safety.
By food safety, I mean protecting the entire food
Supply from whatever poisons or dangers may get
into it along the processing line. Foreman, at
the Outlook Conference, spoke as if the mainstream
of food policy had to do with encouraging the
Production of things '"people ought to eat," and
?iScouraging the production of products that
'People ought not to eat," in a nutritional
Sense. I would call that the periphery of na-
tional food policy.

Q: Do you believe the grain reserve will
Teach the target enrollment or at least close
to it? How much grain has gone. into reserves?

A: TFirst, the only commodity for which the
feserve is already active is wheat. So far, about
115 million bushels of 1976 crop wheat coming out
of loan have been pledged to the three-year re-
Serve, On March 1, all 1977 crop wheat that is
Under loan can be put into the reserves. A farmer
Whose loan goes on to May can begin to collect
Storage on March 1 if he applies to put that 1977
Crop wheat under reserve. Secondly, ‘a new program
Which is now being sent to Congress calls for a
Purchase of up to about 220 million bushels of
Wheat for a reserve for world food emergencies,
Which is supplemental to the three-year farmer-
Owned reserve. I am optimistic about reaching
the wheat reserve objectives, but not the 17 or

9 million ton feed grain objective because corn
drmers have never been as storage-oriented as
Wheat farmers.

Q: 1Is there any chance they will have to
SWweeten the far end of the reserve program to
Protect a person from price depression at the
®0d of those three years?

A: Last week they raised the storage pay-

The mainstream of food and agricul-

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

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

A: No. Under the current regulations, a
farmer who puts wheat under the three-year re-
serve now and decides to sell it when the wheat
price reaches $3 will pay a 15 cent per bushel
penalty. If he sells at $2.75, he will pay a
40 cent per bushel penalty. That $3.15 is
going to rise as loan rates rise. I think if
three years from now $3.15 has become $3.40, a
farmer will be allowed to market his wheat
at $3.15, if he put it in the reserve in 1978
when the trigger price was $3.15. There may
even be some times when it is felt that the
grain is so badly needed that the penalties will
be relaxed. This would be unfortunate, because
certainty about these regulations is important.
Once farmers have entered into a contract they
ought to be held to it, but there is a tendency
for these things to slip a little.

Q: I take it from your comments that you
generally support the Secretary's program, but a
lot of farmers are not supporting it too well.
Would you care to comment on that?

A: T think it is quite understandable that
farmers are not very interested. First of all,
we haven't had 'any set-aside for 5 years. We
simply did not need it. Prices were far above
support levels, and policy was on the shelf.
During that period, the machinery of state and
local farm program administration largely atro-
phied. ASCS, which was built during the late
1930"s and 1940's with young men in their late
20's and early 30's who retired in the late
sixties and the seventies, atrophied visibly.
And farmers are resentful of having to go back
to acreage control. 1In their hearts, they don't
blame the present Administration or Secretary
Bergland, they just don't like the idea of
having to go back into the county ASCS office.

I was surprised when as many as 19 percent of the
farmers on January 1 said that they intended to
participate in the feed grain set-aside. Those
farmers knew next to nothing about the details

of the feed grain set-aside, because the Depart-
ment has been slow about getting information

out to the country. If 19 percent were willing




to go in on January 1, I think that we might very
well get 30 percent of the corn acreage in the
country into the corn program. I base that on
the fact that corn and wheat are produced on some
of the same farms. The incentive to go into

the wheat program is so large that if you raise
some feed grains too, you almost have to go into
the feed grain program. Also, some farmers are
intensely program oriented, and will participate -
in almost anything.

Q: Why do you feel that even if we had a
disaster in a couple of countries, as we did
before, that the 140 percent and the 175 percent
release prices would prevent a recurrence of that
$5 price of wheat?

A: My first answer is because the grain
would still be in U.S. hands. The farmer is not
forced to sell it at $3.15, or at $3.94, if there
is a wheat shortage in 1978. It will be quite
different in 1978, to have that reserve still
to be sold when we get news that the wheat crop
is declining in the world. In 1972 and 1973,
all stocks had been sold and shipped abroad.

I don't want to leave the impression that the
reserve will handle anything, but if we get a
crop failure in 1978-79 approximately like 1975
or like 1972, prices won't go as high. I think
farmers will be happy with $4 wheat and $2.80
corn, but we are not as likely to get $6 wheat
and $3.70 corn as we were before.

Q: Do you think it realistic for USDA to
think that a large enough percentage of farmers
will participate in the program without diversion
payments?

A: You may recall that some years back the
government made a guaranteed lump sum payment to
the farmer, based upon his yield and the acreage
he diverted. This year the farmer may think he
is going to get 10¢ a bushel payment on his corn,
but if the price rises to $2.10 because of short-
ages abroad, he just gets the $2.10 in the -market
and no payment. It is a disappearing payment,
not a guaranteed lump sum. The question, then,
is will the government make a supplemental di-
version payment in the corn program? I think
they have crossed that bridge; they've said "no"
to this enough times that I think it is final.
Also, the rules and regulations are already in
the explanatory material, USDA is willing to
settle for 25 or 30 percent participation in the
feed grain program in the first year. 1In
another year they might make diversion payments.
I think a part of the rigidity that I mentioned
a moment ago is visible on this question of
payments for corn versus payments for wheat.

- Cooperating wheat farmers will get 75 or 85 cents
a bushel this year if wheat prices are low. Corn
farmers will get 10 cents a bushel; barley grow-
ers will get 38 cents or something like that. .I
think that the inequity among commodities will

become an embarrassment very quickly for the
present Administration. And it will take a
change in the law to adjust for this inequity.
This is part of the rigidity that Congress is
increasingly introducing into farm programs. It
is writing each year's program with numbers and
formulas and leaving the Secretary relatively
little administrative discretion. The Secretary
could have increased price support payments on
corn this year only by lowering the loan. If he
had lowered the loan to $1.90, the corn payment
would be 20 cents. But who wants to lower the
loan?

Q: 1Isn't it also true that there are pro-
visions for the Secretary to make direct payments
and that there is ample flexibility within the
1977 bill to accomplish a larger set-aside?

A: Yes, there is ample authority to make the
additional or diversion payments, but I think
they have firmly decided not to do it at this
time.

Q: Would you say some more about the distinc-
tion you made between "parity of price'" and
"parity of income'"?

A: Congress directed the Department about 10
years ago to make a study on parity income,
which has been mentioned in laws for a long
time. Let me define it simply. A parity income
objective would say that "farmers should have
the opportunity to earn as much in farming as
they would earn in a similar occupation where
their skills, their investment, and their risks are
similar." In the 1967 study, it was estimated
that if prices could be a little above 80 percent
of statutory parity at that time, farmers would
be earning as much as small businessmen in other
types of activities. 1In 1973 and 1974, farm
prices averaged 84 percent of parity in one year,
and 91 percent of parity in another year. This
is price parity. Farm income levels in 1973
and 1974 were at 80 to 90 percent of statistical
parity, and were far above income parity.

Q: What you say is true. Yet, there is
the old problem that farmers that were big
enough and had a pretty well organized farm were,
in fact, earning income parity at that kind of
level. But small farmers still were not earning
adequate family incomes and wouldn't, as a prac-
tical matter, if you jacked up prices to 150
percent of parity. Now there are several issues
floating around in that, including skill levels
and opportunities.

A: That is a very important point. What I 1
have said here relates to the one million or <
so farmers in this country who have farms and

other resources large enough to earn a good

income at the prices. I mentioned and who have

a farm big enough to keep them occupied gainfully
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during much of the year. But if you own 80 acres
in the South Carolina Piedmont, you would have

to have 200 percent of parity prices to get a
good. income.

Q: One could almost generalize that and say
there isn't any farm policy that is going to deal
effectively with all of the small farm problem,
It really is less a farm problem than an inad-
equacy of training, resources, ownership, and so
on,

A: It is an employment problem for the most
part.

Q: Do you feel that the policies you have
outlined here are designed to deal adequately
now and in the future with the entrance of young
farmers into the field?

A: That's a tough one. We know that more
Young farmers entered during the early and middle
1970's than previously. Some who entered and
Prospered are in the greatest trouble today. In
fact, for the most part, they are the thin veneer
of farmers who are financially troubled, whereas
farmers who were in business in the 1960's and
in 1971, before all the expansion came aboit,
are in generally better financial condition. I
have never worried that we wouldn't have enough
People able to get into farming so that the busi-
ness itself would decline--that we couldn't find
€nough people to do the work, to make the invest-
ment, to take thé risk.

At the same time, it seems clear to me that
both the policies and the general history in this
Country limit the opportunity for an individual
to begin farming. There are a few halting steps
being taken in various places to change this situ-
ation. Some of you may know about laws in Sas-
Katchewan and Alberta that limit the amount of
farm land that a non-resident can own in the

rovince. They may even prevent a non-resident
from making a purchase today, although he could
Own a l1ittle land if he owned it before 1970,
%et's say. I think that if this is a real issue--
1f somehow the viability of communities or even
°f adequate food supply is linked up with getting
®Nough young people into farming--we will even-
tually have limitations on the ownership of land,
Probably first under state law, as well as better
Credit programs to help these young people start.
Pért of the Alberta program gives the government
1rst access to any farmland that becomes available
Fof sale under estates. The government can acquire
1t and then sell it under easy credit terms to
a beginning farmer. I have not given a very good
answer, but it is not an area that I work in very
Tuch, I tend to work with those million larger
farmErs, and with wheat, corn, soybeans, and
foreign trade--rather than with this kind of
Mstitutional problem.
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Q: Russia seems to be attempting to build
its own reserve program, which would indicate
that it might lend more stability rather than
less in the market. Do you think that is going
to be significant?

A: The Russians are building storage.
There are some signs in recent years that they
have bought more grain than they intended to use
in that year. If that is the case, it would
certainly limit the amount of instability that
they bring to us. I said earlier that the Rus-
sians would come in for larger or smaller quan-
tities of grain and oilseeds almost every year.
But if in a year of plentiful supplies they
build some stocks, then the amount that they
have to buy from the rest of the world following
a crop failure will be less, and that certainly
will be a stabilizing factor. I think we should
encourage this. I don't believe it will change
the amount that we sell to them over time,
because their crops and their technology are
fixed and change only very slowly. But it
would perhaps enable us to sell them between 6
and 15 million tons in every year instead of 3
million tons one year and 22 million tons the
next.

Q: . In your speech you said that we could
not raise the price of our grain exports the way
the oil companies raise the price of o0il when our
demand is high. Then you said in another part
that it was just an accepted fact that agricul-
tural negotiations are going to come out at the
low end of the stick compared to industrial
negotiations. The questions I am asking are:
why is it an accepted fact? and, why can't we
raise our grain prices to offset the payments
for oil to these other countries?

" A: On the trade negotiation question, the
reason is that countries like those in Western
Europe and like Japan, with whom we are negotiat-
ing, have a farm sector too. Japan has a policy
to protect that farm sector that is even more
highly institutionalized than our own. Now
Japan has told its farmers by various signals
over the years that it will import a little more
wheat, a little more soybeans, a little more
meat each year, but that it can't import much
more. Similarly, in Europe, the Common Agri-
cultural Policy is a real fact. Europe is going
to produce 96 to 97 percent of its own food
supply each year. Only real changes in the
structure of agriculture in Europe or Japan will
alter these facts. And since they won't change
their agricultural policies, they can't change
their trade policies, and we can not get in
much faster,

Q: If I understand correctly, the price of
wheat in the Common Market is about $5, and it
is somewhat similar in Japan. Why do we let it
in there at $2.80 against their $5 wheat. 1In fact,



I have heard a man in the Common Market say they
would be better off if our wheat could come in
at $5 because it wouldn't undercut their prices.

A: I am surprised if he said that, because
when we sell $3 wheat they skim off $1.50 or
$2 in tax revenues and raise the cost of that
wheat to $5, so it does not really-undercut
their own wheat. Why can't we raise our export
prices? The reason is that we are linked to a
market system and have stuck to it. In the late
1920's or early 1930's, we went to price supports
to preserve the market system, whereas the Canadi
ans went to a wheat marketing board which cir-
cumvented the market system. Two or three years
ago, at the peak of high prices and at the time
when the U.S. grain export system was as nearly
discredited as it has ever been, Congressman
Weaver of Oregon introduced a bill to establish
a U.S. grain export marketing board. In the
first flush of enthusiasm about this bill, he had
50 or 70 co-sponsors. When it came time for
hearings on that bill, he couldn't get a single
Congressman to testify in favor of it.
get a single farm organization. As far as I
know, he never found a single expert who would
testify that the market system is functioning so
badly for us that we ought to terminate it. So
institutional changes-like going to a wheat
export board are made only out of great crises.
We just haven't had a big enough crisis yet.

Q: You and others have spoken a great deal
about the export market, but there is a great
deal of sentiment in agriculture and elsewhere
against a liberal import policy, not only for
agriculture but for other goods. How do you see
this coming into farm policy?

A: I think that concern by American farmers
and farm representatives about imports is
usually misplaced. Hearings are opening today
or tomorrow on the Beef Import Act, which would
reduce the amount of beef that would come into
this country. We produce mostly grain-fed beef
with a quite a lot of fat on it. In world trade
there is a large volume of very lean beef. We
need that beef. Similarly, we only import about
2 percent of our dairy requirements, and I think
it will be very hard to get that reduced any
further. Soybean growers and soybean associa-
tions somehow believe that whatever difficulties
they have are partly caused by palm oil -imports.
Palm oil imports amount to 1 or 2 percent of our
total vegetable oil supply in this country, and
it is hard for me to see that this is terribly
important. Also, if we don't import palm oil,
they will ship it to Europe and we will be able
to export less soybean oil. I think this is
cause for continuing discussion, but I do not
see that we are likely to reduce agricultural
imports as a result of the present debate, and I
do not really see that we are on-the threshold
of a new protectionism. There is always a belief

He couldn't
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that in trade negotiations if we don't go forward
we go backward, and if we don't get a liberalized
trade outcome, then the protectionist forces will
be unleashed and we will do a lot of backsliding.
I don't agree with that. I think that the mo-
mentum is the other way. When farm groups really -
get down to a decision on imports and exports,
they will see that we have so much to gain from
exports in the next decade. They will be very
reluctant to risk threatening our own export mar-
kets by cutting off a few thousand tons of cheese
from Europe. or Australia.




Ll el

" The New Fa.rm Bill

We have to design agricultural policies in an international arena;
foreign markets are extremely important to us, and we are important to
them. In particular, we need to develop policies that complement the
developmental problems of Third World countries.

In 1977, the Administration had the task of developing a new farm
bill in this international situation and also in a time of enormous
changes in the global food and agriculture situation.

Five features of the commodity provisions are particularly impor-
tant. .

1) Loan rates have higher minimum levels, which are nevertheless
low enough to keep us competitive in world markets. The Secre-
tary of Agriculture has the power within limits to reduce loans
if the market price falls. This is to allow us to be competitive
if there is a global excess supply situation.

2) Target prices are based on the estimated average costs of
production for the major commodities. This is the first time
production cost was used as a criterion. An attempt was made
to use the same cost components for each major crop: variable
costs, an allowance for management, and a 3% percent return on
land investment. In the future, only variable costs will be
changed to reflect price increases.

Some people have argued that using production costs will
over-stimulate production and escalate land prices and that
changes in demand are ignored. We really do not know yet how
this legislation will affect the farmer's decisions.

3) The set-aside feature gives the Secretary flexibility to
adjust land resources in coordination with market expectations.
This will help keep production from over-expanding and will
show the rest of the world that we are not going to carry
surpluses for them.

4) The normal crop acreage provision allows the farmer to plant
whatever he feels will give him the greatest return, provided the
total number of acres, with some adjustments, does not exceed the
total number planted for harvest in 1977.

5) The producer-held reserve program calls for a combined wheat
and feed grains reserve of 30-35 million metric tons, 6 million
of which the government will hold to meet world emergéncy needs.
There are specific triggers and rules about when reserves can be

released.

These provisions try to treat the different producers relatively evenly

and they recognize the need to keep us competitive in world markets., Much
flexibility has been built in. The question is whether its benefits out-
weigh its costs and whether it will be given a chance to operate effectively
in an election year. : ’




Dawson Ahalt

Until a few months ago when I got involved
in my first discussion with a group of farm
strikers, I thought it was no longer necessary
to begin with a discussion on agricultural policy
and to go through the rationale for the need to
look beyond our own borders when we talk about
food and agricultural policy issues. However,
the events of the past few months and the con-
cerns of the strikers about the health of ag-
riculture leads us to believe that we need to
continue to emphasize how important foreign
markets are to U.S. agriculture. 1In fact, they
are so important that when we look at food and
agricultural issues and try to design policies,
we have to design them in an international arena.
Not only are the markets important to us, but
we are important to those markets. More and
more countries around the world look increasingly
to us as a reliable supplier for food and fiber.

We also have to recognize that many countries
around the world, particularly the developed
countries, operate domestic agricultural and
trade policies that attempt to insulate their
markets. The result of this action is that sud-
den changes on the supply side are magnified and
end up being aggravated in the markets that re-
main open, such as ours. When there is a short-
fall in some area of the world, the swing in
supplies and the intended fluctuation in prices
are magnified in the markets that remain open.
The problem of putting together a policy that
is workable is made much more difficult because
of this situation.

In addition to looking at the commercial
agricultural aspects of policy, if we look very
far ahead, much beyond the next decade, we are
suddenly faced with another problem. That is
the questionable ability of the poorer countries
around the world to feed themselves or to have
enough income to buy food. So not only do we
need to look at policy in terms of the commer-
cial dimensions, we also have to look at policies
that compliment the development problems in the
third world countries. That is no easy task
for a major exporter such as ourselves to
undertake, and I am sure that all of you in this
room are aware of that.

When the 1973 Act expired in early 1977,
we had a new Administration. It was not only
faced with the task of developing a food and ag-
ricultural policy in the kind of setting that I
have mentioned, it was also faced with some enor-
mous changes in the global food and agricultural
situation. We had had the period 1972-75, where
we had relatively tight supplies and high prices.
Along came 1976 when we had not only record
grain production around the world, but record
increase in production. I think the biggest
increase that we have ever witnessed in global
grain production was during the year 1976.
So the new Administration took office at a time

when stocks were increasing, prices were under
pressure, and farmers were beginning to feel

a real price-cost squeeze. The year 1977
started off looking like another bountiful
one, and sure enough it was.

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

First I will discuss the loan rates. The:
concept of market-oriented legislation which
began in the mid 1960's has been continued in
this bill. It is implemented mainly through
keeping loan rates for the major commodities low
enough so that the United States can continue to
compete in world markets. The minimum loan levels
for the 1978 crops were increased in the new
legislation, but they were looked at very care-
fully, and an attempt -was made to keep them at
levels that would allow us to remain competitive
in the markets. There is another feature in
the loans that merits mentioning and that is
probably a sensitive issue in this part of the
country. There was a deliberate effort made to
keep the loan level of wheat in balance with that
of feed grains, so that if we got into a situa-
tion where we were in excess supply, we could
compete in feed grains rather than piling them

up in government storage.

The legislation has a feature permitting the
Secretary of Agriculture to reduce these loan
levels if the market price gets within. 105 percent
of the loan level. 1In other words, if the market
price drops down and runs five percent above the
loan, the Secretary of Agriculture has the au-
thority to reduce the loan rate by 10 percent (as
long as he does not reduce the loan below $1.75
for corn and $2 for wheat) so that we can con-
tinue to be competitive in world markets in a
global excess supply situation. This feature adds
flexibility to the legislation but certainly in
the present political climate is not very attrac-
tive for any Secretary of Agriculture to use.

The second points I would like to mention are
the income supports, the target price deficiency
features of the legislation. The concept of
target prices, of course, goes way back. The
target price idea was initiated with the Brannon
Plan back in 1948. There have been some other
programs where it was used in wheat. Basically
the feature that was in the 1973 Act is continued
in this new legislation. However, unlike the
1973 target prices, in this bill the targets are
based on the estimated average costs of produc-
tion for the major commodities--corn, feed grains,
wheat, and cotton. This is the first time, I
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believe, that commodity supports have been based
on the cost of production. There have been all
Sorts of other criteria used to determine them,’
but it is the first time cost of production has
been used. '

In order to treat the different crops with
Some equity, the same cost components were used’
to determine the target prices for the different
Crops. The idea was to treat the target levels
the same for a cotton producer as for a feed
8rain producer as for a wheat producer. The
only problem is that you get much different
evels of target prices when you do that because
You are basing the target price on the production
Costs per unit. Production costs differ. greatly
depending on what the productivity of a par-
ticular crop is. You get much higher yields
on corn, for example, than you do on wheat.
€nce, you have a much lower unit production
Cost and a much lower target price for corn than
for wheat. '

Obviously, the target prices are based on
@Verage costs. They are not going to cover the
COsts of many farmers. On the other hand, they
will probably exceed the costs for some, although
those farmers will never admit it. The cost
Components are: the variable costs involved in
producing a crop, an allowance for management,
and a 3% percent return on investment for land.
Those components are used in estimating the
Costs for each crop and are then translated into
4 target price. The legislation has a provision
to escalate the costs after 1978 based only on
the increases in variable costs. So in the

Uture the fixed costs will not be used to calcu-
late the higher level.

What are some of the issues and problems

that have been raised over the target prices?

€re are some people who think using production
Costs will generate target prices that are overly
gerlerOus, particularly for some of the minor
8Tains, They feel, therefore, that the legisla-
tion could over-stimulate production and add to
®Xcess supply problems over time. Again, we
don'¢ have experience in dealing with this kind
°f legislation. We don't know enough about

Ow farmers respond to a guaranteed income sup-
Port ag opposed to market price expectations
which, of course, also guide producers' plans.

€ need some experience. We are going to have
o see how the thing works before we know whether
°F not there is validity in the criticism that
it may over-stimulate production. .

. There are also people who argue that cover-—
mng 5 portion of land costs will further escalate
land valyes. 1n other words, there-is a built-in
%nflationary spiral contributing to already
NCreased land prices. Again, I don't know
'®ther that is true or not. I do know that the

1nal decision on those target prices gets made

‘provides a constraint.

in a political environment. Any other criteria
that would have been used would probably have
been as high as the cost components, so I am not
sure that this feature will contribute any more
to land price escalation than any other criteria
would have. We do know that these programs get
capitalized over time into land values.

Another criticism that is made of the target
prices is that since they are determined by and
escalated by costs, they really do not reflect
the market situation because you are ignoring
changes on the demand side. Again, there is some
validity to this argument. However, changes in
demand bring about changes in input costs, which
affect production costs and so demand works its
way into the process in that manner.

I think that we will need time to tell
whether or not these criticisms of the legisla-—
tion are valid. I do know, however, that the
market forces themselves will be a major deter-
minant of how successful this legislation is. If
markets are slack, and if we continue into excess
supply, the target prices will have a much greater
effect than if markets are tight and farmers are
responding to the market forces themselves, which
hopefully will be up off the loan and target
levels. 1 believe, therefore, that the economic
conditions will be the determinant of how effec-
tive the legislation really is.

The third topic I will discuss is set-asides,
a controversial item. The set-aside feature
obviously gives to the Secretary flexibility to
adjust land resources and to coordinate them
with what the market expectations are determined
to be. This tool, incidentally, provides an
answer for those people who are concerned that
the legislation is possibly too generous. It _
If the Secretary thinks
the program is bringing too much production, it
gives him the flexibility to pull some resources
out so that the whole process gets in balance.
It also provides a constraint on escalating
budget costs because it is much more economical,
at least in the short run, to support farm

-income through adjusting the supply side than

it is to make very large deficiency payments
over a long period of time. It also gives the’
U.S. the ability to signal to the rest of the
world that we are not going to carry surpluses
for them, that we are going to adjust our plant
in line with what we expect market requirements
to be.

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



number of acres to a particular crop and worry
about maintaining his acreage history. He now
has wide freedom to plant whatever he feels

will give him the greatest return. This issue

is controversial because it requires a control-
ling mechanism, which is the so-called '"normal
crop acreage,' the number of acres that the farmer
planted for harvest to the principal crops in
1977, plus or minus any adjustments that are
worked out through the ASCS committees. That

is the constraining factor. For 1978, the

farmer can be in compliance and be in the program
as long as the acres that he has planted for
harvest, plus the set-aside acres, do not exceed
the total number of acres in this normal crop-
land allotment. '

This provision, some people feel, may be
difficult to administer. It seems to me that
once it is done, it will be no more difficult to
administer than were the old crop allotments
that were spread out all over the country.
Certainly it has the economic advantage of en-
couraging farmers to produce in order to get
what they perceive to be their best return rather
than in order to keep some allotment "alive."
Again, we will have to have some time to see if
this provision works.

The fifth item, of course, is the reserves.
The Act as written requires the Secretary of
Agriculture to administer a producer-held stor-
age program for wheat, and it gives him the
authority to do a similar one for feed grains.
This is the first time that U.S. legislation has
explicitly called for the building of a reserve
program. In the past we have accumulated our
reserves through the loan program and have gotten
our reserves whether we wanted them or not.
This time there is an explicit policy to develop
reserves. The present policy calls for a com-
bined wheat and feed grain reserve of some 30-35
million metric tons, which would primarily be
farmer-held. Out of that total, the administra-
tion is asking for legislation to hold up to 6
million tons in government hands to meet world
emergency needs. A hunger problem in some parts
of the third world would be the only situation
in which that portion of the reserve could be
used. The rest of the reserve, the farmer-held,
is a 3-year program in which farmers are paid a
25¢ per bushel annual storage payment to hold
their grain off the market.

There are explicit triggers written into
the legislation. If the price of feed grains
rises to 125 percent of the loan, they can pull
their feed grains out. If the price of wheat
rises to 140 percent of loan, they can pull
their wheat out. In addition the government can
call the loan if the price of feed grains reaches
140 percent or wheat reaches 175 percent. And,
of course, at that stage farmers can decide
whether they want to sell, hold, or whatever.

.denied access.

Again, this is a controversial piece of
legislation because many farmers express concern
that large stocks cannot be insulated from the
market. They are concerned that they hold a
ceiling over the market. Unlike the past, when
grain was released out of government storage,
there now are explicit triggers and rules for
release. Once the triggers have been reached,
farmers have a much greater say as to whether
that grain comes on the market and what effect it
has.

The question is whether the benefits out-
weigh the concerns. I think there are two or
three major benefits. First, these reserves
should allow the U.S. to be a more reliable
supplier in the world market than it has been.

In the past, when exports were embargoed it

was because there were very tight market supplies;
prices were rising and foreign customers were
Reserve stocks that can come on
the market at specific trigger levels should
seriously reduce embargoes and improve our rec-
ord as a reliable supplier in the world market.
Second, having reserves can be a plus factor
during the period when the grain is being accumu-
lated. It pulls those supplies off the market
and acts as a price-strengthening tool. And
third, the reserve program should reduce some of
the fluctuations in prices, and therefore should
remove. some of the risks to producers as well as
to consumers.

The administration has made a specific state-
ment that even though it has a reserve program,
it is not going to hold reserve stocks for the
world. = However, right now we are holding about
46 percent of the world's grain in this country.
I think, in the past, we have held as much as 60
percent of the world's grain. We now have sub-
stantially more than we would like to hold and
what the policymakers feel is a reasonable amount
for us to hold. Compared to domestic use, our
reserves are a little under 50 percent. The rest
of the world has a stock consumption ratio of
only about 10 percent. The reason for that wide
divergence is that stocks in the rest of the
world this year have been declining while in
the U.S. they have been increasing. The long-
term objective is probably something like a third
to 35 percent. This is believed to be a more
realistic ratio of U.S. stocks to total world
stocks.

Another controversial piece of legislation
that is of interest in this part of the country
is the sugar legislation. Originally, the admin-
istration proposed and actually implemented a
direct sugar payment program. It did this to-
avoid having to take any kind of action to pro-
tect our market. Since we import about half of
our sugar annually, it did not want to escalate
the market price. But when the legislation was
put together, the Delegaard Amendment was passed,
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which requires the U.S. to support the price of
raw sugar at 13% cents per pound. This means
that we have to have either a tariff or some
Other kind of restrictive mechanism to prevent
foreign sugar coming in and ending up in govern-
ment storage. It is a piece of the Act that
has probably taken more time to administer than
any other feature that I can think of. The
Program is now in operation, and in fact we are
taking some sugar under loan. Fortunately, the
law does allow ‘the Secretary to suspend the
Price support program once the international
Sugar agreement gets the world price up to that
level and we don't have to support the price
dOmestically.

X Another aspect of the legislation that
Just merits mentioning is Public Law 480.

There have .been a couple of changes there.
Under Title I, the poverty criterion has been
Faised from $300 per person to $520 per person.
That is the amount of per capital income a

Poor country can average and still get Title I
aSsistance. The change is to give us more
flexibility. A new feature entitled Title III is
Currently being negotiated, whereby the U.S.
€an make food available to a recipient country,
Provided the recipient country is willing to
3PPly the monetary value of that aid to an
3PProved development project. Our people are
talking with third world countries right now
about some development programs.

Another feature that was changed in the

N8W Act is the disaster provision. As you
récall, the 1973 Act had a provision for making
dlSaSter payments. They became very costly,
and there were a lot of inequities involved.

€ new bill removed some of the inequities and
°Nly extended that portion for two years. It

e required that studies be done in order to
Put together some kind of an alternative pro-
§ram, Possibly an all-risk insurance program to
®Place the disaster provision. That is not
Eglng to be easy because there are areas in the
sugnFr¥ where you would have to have very highly
a Sidized insurance programs in order to have
1Y kind of reasonable acceptance vis-a-vis the
Saster provisions that are now available.

cou I want to end with just a word about a

Undple of other changes in policy that are

agrer way., Of course, I mentioned the'sugar

meniemEHC and the international commodity agree-

sup + The new administration has announced

a p?rt for those, has signed a sugar agreement,

wheazs right now working on an international

Prob] dgreement to try to solve some of our

E eéms in the international wheat trade.

NegZEFS are under way at the Multilateral Trade
lations in Geneva, and some progress has

Soiz made in moving those negotiations along.

b People are modestly optimistic that we may

able to gain something from those negotiations.
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Again it relates back to the point I made earlier,
that many markets are protected in one fashion

or another. The difficulty in trying to gain
access to those markets is that if you are al-
ready an open market, you don't have very much
that you are protecting. You do not have much

to offer up in a trade off. That is the un-
fortunate position that we find ourselves in,
particularly when dealing with our European
friends.

I have tried to give you a thumbnail sketch
of all the key features of the legislation and
to list some of the pros and cons. I probably
have not done them all justice. I think the
legislation is sufficiently flexible and does
focus on problems of equity. It does not solve
all people's problems, but it tries to treat the
agricultural sector relatively evenly among the
different producers. At the same time, strong
concern has been shown for the need to allow us
to continue to compete in world markets. The
question is whether or not the benefits that
are derived from this legislation outweigh any
costs involved in operating it.

This is a complicated piece of legislation.
It is hard for me to explain; it is hard for
farmers and others to understand. One of the
reasons for that is that a lot of attention was
given to making the thing sufficiently flexible
to meet different kinds of economic conditions
and the commodity situations of different pro-
ducers. 1In order for the legislation to operate
fairly effectively, it is going to have to be
finely tuned. That puts big demands on my
organization and on those of us in agriculture
that are trying to keep track of what is going
on to understand what the economic events- ahead
of us will be. As many of you know, that is not
an easy thing to do.

I believe that, as a whole, it is a piece
of legislation that is well geared to the times.
The big question is whether, in a year when
there are Congressional elections, it is going
to survive. I don't know; we will have to wait
and see. I believe it will, but I think it will
be tested and a lot of questions will be raised
about it before it really gets a chance to
operate.



Discussion

I want to make four points.

First, here are some elaborations about the 1977 Farm Bill.
The biggest budget item is the food stamp programs, followed by
the commodity programs, international food aid, and agricultural
research, Within the commodity programs, feed grains and wheat
are the .two big items. The bill also lifted the payment limita-
tion from $20,000 to $50,000 by 1980.

Secondly, we need to identify the chief problems facing U.S.
agriculture. They are:

1. Its tremendous production capacity, which sometimes presses
prices down, :

2. its heavy dependence on export markets,

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

4, " the fact that programs cannot be made specific enough to ef-
fectively help all types of farmers,

5. agriculture programs and consumer programs put into the same
legislation.

Thirdly, rather than worrying about how to solve all farm problems,
we should concentrate on best implementing the options available to us
now. We can make progress by using the tools of the new legislation to
1) decrease the aggregate domestic supply of grains and 2) increase the
foreign demand for grains.

Fourthly, a year ago the University of Minnesota surveyed Minnesota
farmers, asking what they considered fair prices for major commodities.
The figures they gave, while less than 100 percent of parity, are achiev-
able by fully using the options under current.farm programs.

W. B. Sundquist

I want to comment briefly along four lines. Third, I want to spend a little time talking
First, I would like to say a few words about the about options that are available in the 1977
farm legislation itself and elaborate some of the legislation which, if applied judiciously, can |
points Dawson made. help the economic welfare of farmers. ‘
Second, I want to take a little bit of time Finally, I would like to drift away from |
to visit about what I consider to be the major the 1977 farm legislation topic a little bit and ]
problems facing the agricultural industry in the report some results of a survey which Martin
U.S. It seems to me that as we talk about applying Christiansen of our staff at the University made
farm program options to solve farm problems we last year in which he asked a sample of Minnesota (
need first to visit together about the identifica- farmers what they thought would be fair prices f
tion of what the key problems are. for agricultural products. Then, I want to relate i
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this information back to the 1977 legislation and
See where we come out.

I. The 1977 Farm Act

. Looking at table 1 the single biggest item
In the 1977 legislation is food stamp programs at
$5.6 billion. Next to that comes the commodity

' Programs and other CCC activities budgeted at

$4.8 billion, and Public Law 480, the Interna-
tional Food Aid Component of the legislation,
about $1.1 billion. I think that latter number
has moved up a little since the time these initial
budget estimates were made. Then the agricultural
Tesearch budget comes in at about $1.1 billion

and that includes the total federally funded ag-
Ticultural research complex including USDA, a.part
of the State Agricultural Experiment Station op-
€rations, grant funds, etc. Table 2 shows that
the two big budget items for commodity programs
and CCC are feed grains and wheat at $1.94 billion
and $1.54 billion respectively. Then comes dairy
at about $600 million, and cotton at about $225
Mmillion, then some smaller items for a total

°f about $4.8 billion.

I think it is useful to have the general
Magnitude of these budget implications in hand as
We talk about farm program options--what is
feasible and what isn't feasible--depends in part
On costs., And keep in mind the prominence of
the food stamp program in total USDA program
Costs, Looking briefly at the '78 target prices
and loan levels, figure 3 shows that we are
talking about an expected $3.00 or $3.05 target
Price for wheat for 1978 and $2.10 for corn. For
loan levels we have $2.35 for wheat and $2.00 for
Corn, And, you can see the numbers for other
Commodities.

Now let's look briefly at the basis upon

Which target prices are derived. I think that
Y& have for the first time target prices (which
then translate into income supports) which are
ased on cost of production. The first item
S§°Wn in table 4 is the average variable produc-
tion costs. These include fuel, fertilizer and
Seed, and similar items. Second, we have the
?achinery and equipment cost items, third is an
item of general farm overhead costs. These three
Components of target prices are expected to change
Over time, while the fourth and fifth items

Namely a seven percent management return to
8Toss income, and a 3.5 percent payment to current
tind prices) are supposed to help be constant so

at we do not have an undue escalation of target

Dr%ces due mainly to further inflation in land
prlces. .

What else is in the legislation? A number
o things, But, I want to throw out particularly
e additional item, and that is that the '77
?gfslation did 1ift the previous $20,000 payment
mitation to a maximum of $50,000 as a payment

limitation by the year 1980. This issue gets

a little complex, but you will recall that in

the previous farm legislation discussions, con-
gressmen, consumer groups, and others got into
the act and. effectively put a $20,000 payment
limitation on program payments into effect. I

am personally amazed at how the current legisla-
tion went through while lifting the limitation

to $50,000 by 1980. I don't think many people
were aware that this change was even in the bill.
There is some possibility that people are going
to discover this development and make it a future
issue, even though it hasn't been done up to this
point.

II. Problems Facing U.S. Agriculture

Let's look quickly at what I think are the
chief problems that face the U.S. agricultural
industry. These are listed in figure 1. The first
problem is the large domestic supplies that we
have of wheat and feed grains, and to some extent
soybeans. I think another way in which this
translates is that we have a tremendous production
capability in the United States for grains and
soybeans, Though there are times when we needed
to consider this a blessing, there are other
times in which obviously this production capacity
is the source of our downward pressure on farm
prices. We just do have tremendous production
capability in the United States.

The second point is that we have moved to
a situation in which we have a very heavy depend-
ence on export markets, which in turn, are sub-
ject to a very substantial year-to-year varia-
bility. Year in and year out we have to move some
of our commodities into export markets given
our current levels of production. For example,
as shown in figure 3, in '77 we moved about 40
percent of the wheat crop, but in recent years
we have been selling about 60 percent of our

domestic wheat production overseas. Anybody who

says that we can get along without these export
markets is talking a hazardous and unrealistic
line. The quantities of productive resources
that would have to be pulled out of U.S. agricul-
ture if we were going to go it without export
markets is just almost beyond imagination.

Third, we are suffering in agriculture from
the general inflation that continues to occur
in our economy and which continues to push farmers'
prices up year after year. As a farmer, or anyone
else for that matter, you can't live with the same
prices next year as you had this year or you lose
ground, I think that argues pretty strongly for
thinking about some kind of inflation component
built in our farm policy farm program provisions.
But we need to try to keep that inflationary
component in bounds. If we let it go too fast
we could conceivably have a situation in which
agriculture was the industry that was really
pushing the inflationary pressures in the country.




I don't expect that to be the case but I wouldn't
like to see it be the case either.

In addition to the longer term inflation,
we clearly have a set of new problems in U.S.
agriculture which has come to us mainly since
1972. These are the problems associated with
rapid increases in land prices and rapid in-
creases in the costs of a set of large scale,
although still generally family scale, farm
equipment. The big increases, for example, in
the costs of new tractors and combines in the
price of land are clearly generating some prob-
lems that have been unique during this '72
through '78 period of time. Thus, the people
that have tended to get caught the worst in
this situation are those people who have ex-
panded the size of their operation because they
felt they had to get bigger in order to keep
operating, but the cost of getting bigger was
a very substantial cost. The other group of
people that are right in the middle of a
financial squeeze are the young farmers who
have recently started out and still have low
equity, both typically in their land and assets -
and in their machinery, equipment, and in some
cases, livestock.

Finally, with respect to the set of prob-
lems facing U.S. agriculture, we have a continuing
set of problems that some people have written about
very well. One area is that of our inability to
deal effectively in farm legislation with problems
at the level of specificity at which they need
to be worked on. For example, we have the same
set of general farm programs operating for low
and high income farmers, for small farmers and
large farmers or this kind of farmer and that
kind of farmer. I think every once in a while
one can't help but be very aware that there
isn't any such thing as an average farmer in
this country and yet that's the kind of situa- -
tion we end up trying to target on with farm pro-
grams. My plea here would be that we continue
to work on developing farm legislation which
targets as effectively as possible specific
program benefits for specific groups of farmers
in support of specific program objectives.

Another issue facing agriculture--some
people say it's a problem, others wouldn't--is
that the agricultural industry has found it
very difficult to be in bed with consumer groups,
with such programs, for example, as the food
stamp program. Yet if the food stamp program
were moved out of the farm legislation arena
and out of the Department of Agriculture, along
with it would move quite a bit of support that
farmers have for domestic farm policies and
legislation.

III. Help Available From the 1977 Farm Act

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

are in fact hurting. 1In this region for example,
it is not the dairy farmers, or the hog farmers,
who as a group are under adverse economic pres-
sures. In fact, the dairy farmers and hog farm-
ers generally like very much the current price
relationships between feed grains and milk and
pork. It seems to me, on the other hand, that

it is the cash grain and beef producers who are

‘now hurting, and who have been hurting the most

recently.

Beef producers probably are going to have to

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

Thus, in the main, beef people are probably
going to have to rely on the beef cycle to help
them out. Basically that still leaves feed grain
and wheat producers with major problems. My in-
clination is to think that there isn't any single
big solution to the problems of wheat producers
and feed grain producers. Rather,.I think we
are going to have ‘to try to help grain farmers by
finding five or six ways to add a nickel or a
dime, or 20 cents a bushel to wheat and feed
grain prices.

Here are some points made by others which I
believe are worth repeating. First, I concur in
the suggestion that the current administration
needs to aggressively twist the arms of some of
the major foreign buyers of our grains and soy-
beans. It seems to me that even a modest increase
in current purchases from the foreign buyers will
strengthen our domestic supply/demand situation
and in the process improve our dependability as
a supplier to foreign buyers.

‘ Second, action should be taken to increase
the incentives under the set-aside program so
that production in the 1978 crop year could have
a more bullish impact on grain prices than would
otherwise be likely.

A third action is the one of taking action
to expand CCC credit for export sales by $500
million or more. If you'll recall briefly that
chart of budget costs, the expectation there was
that CCC credit would actually have a negative .
impact on the federal budget. There do appear ;
to be some potential foreign buyers who could be
lured into the market if they could get the kind
of credit arrangements they need in order to in-
crease their purchases.
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A fourth action that seems warranted is
the one of increasing food for peace or Public
Law 480 distributions on a selective basis by as
much as half a billion dollars per year and in
the process moving some additional grains and
Soybeans into export markets. To this list of
four actions I would add a fifth and that is
one of having the administration move more ag-
gressively to implement the grain reserve pro-
Visions of the current farm legislation under
terms as favorable as possible to U.S. farmers.
The administration is moving in that direction.
The recent announcement of increasing from 20
to 25 cents a bushel grain storage payments is
Certainly a step in the right direction. I
" think that this stone should be turned over a
1i§t1e further to see if there even are some
additional possibilities toward doing that.

The above set of activities does, it seems
to me, target on the right objectives. The
Objectives, in view of the kinds of problems
“e have, are of (1) decreasing the aggregate

Omestic production (supply) of grains, and

2) increasing the effective overseas demand
8Bain, mainly for grains. Clearly it is the
Overseas market, not the domestic one, which
has sope significant demand elasticity for
8rains, Domestic demand expansion for food
8raing, mainly wheat, is particularly dismal.

f we are going to improve the demand situation
for food grains, beyond some build-up of re-
Serves, it has to be in foreign markets and
"Ot at home. By way of emphasizing this latter
pofnt, and relevant to the discussion we had
FhlS morning, John Schnittker said, "food policy
1Ssues are not major components of farm policy

Ssues today." I would be inclined to agree,
3S far as demand for farm products is concerned.

S is not to say they are not in and of them-
:elVeS important issues. A couple of weeks

80 Ken Robinson from Cornell University gave
a talk in which he took a look at the impact of
Propogeq changes in domestic food stamp pro-
%ramS, nutrition improvement programs, etc., on

Otal demand for farm products in the U.S. Of
€ changes that are being talked about in food
Amp programs, food lunch programs, etc., he
Ncluded that these changes aggregated to less
foig One percent of the total demand for U.S.
Vhe + So it seems to me that is not the place

Te we can expect to get a big increase in

€ demand for farm products. That doesn't mean

uit food policy issues aren't important ones,
I think they are important for a different
St of reasons.

1v,
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Price Expectations of Minnesota Farmers

is My fourth and final topic for discussion
th the one of reporting briefly on the survey
4t Martin Christiansen of our staff made a

little over a year ago when he asked farmers in
Minnesota what they considered to be fair prices
for major commodities in 1977. Remember that this
was in 1977. I assume that one would have to ad-
just these prices upward in 1978 from those levels
because obviously farmers' costs have gone up some
since that time, not down. .

Figure 3 shows what Minnesota farmers said
a little over a year ago when they were asked
about "fair" prices for the 1977 year. They said
on the average that fair prices were $2.84 for
corn, $4.04 for wheat, $6.70 for soybeans, $46.00
for hogs, $50.00 for steers, $10.50 per hundred-

‘weight for milk, and $9.80 per hundredweight for

Grade B milk, Now these prices, even at that
time, were significantly less than 100 percent of
parity prices. I would be inclined to argue that
if one used as fully as possible the set of op-
tions available under the current farm programs
you could come pretty close to achieving those
price levels except for wheat. Even in the case
of wheat, one could make some significant progress

. toward achieving a fair price as depicted by this

random sample of Minnesota farmers.

I fear that the current talk about 100 per-

“cen: parity for commodity prices is getting us

over into a discussion area in which it is going
to be hard for anybody to get together on an
improved set of farm program options for farmers.
The opportunities for farmers, at least in the
next year or two, are better if we work at im-
plementing the five or six options which I listed
as being available under the current farm program.

"I would try to work them to as much benefit as

possible for farmers and, thus,_try to move
toward prices of the levels. shown in figure 3

~ rather than talk about 100 percent of parity prices

for commodities. I think that's a real roadblock

"even though I sympathize with farmers as to the
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reasons they are talking about this and the way .they
feel about it. As a practical consideration, I just
don't see the federal congress and the administra-
tion turning around after having worked through

the 1977 farm legislation and opening the gates

wide open to. talk about 100 percent parity prices.

Question and Answer Session

).

Q: There has been a lot of talk about the demands
of agriculture for 100 percent parity. Is
that the real desire on the part of the farmers

. for 100 percent parity with the kind of tight-
ness you would have in farm progfam. We don't
see very many people who want 100. percent
parity, if you have the restrictions that go
with it. One hundred percent parity based on
a free market is one thing, based on a tight
program that inhibits production is another.

I get the feeling that there is an over reac-
tion to the demand of the farm strikers for
100 percent parity.




Answer deferred.

Q:

I'd like to question the $10.50 milk. We
currently in this area are getting $9.35, and
directly as a result of the support program.
We are getting into problems in some of the
reserve stocks, especially non-fat. Some of
our industry leaders are getting very con-
cerned as to the stocks we have in non-fat.

I would like to have somebody comment on that.

I think it is clear that in terms of farm
program and prices, the price support paid
for milk was the decision made by Carter
shortly after he came into office which did

provide a windfall of sorts to dairy producers.

I don't see any dairy producers that are get-
ting rich - at the same time I don't think
they are basically in the same kind of price
cost squeeze problems that some others are in.
I1f I were going to try to move current target
prices toward the set of prices that Minnesota
farmers thought were fair prices a year ago,

I would be inclined not to push at all for

the time being on dairy prices. It is clearly
the case that those current price supports

are up to levels where we are having two
things happen. We are having a build up in
stocks and secondly we are seeing more in-
creases in total production every month this
year as compared to a year earlier and so
forth. Dairymen are pushing production up
into an unhealthy zone of total production.
Dairymen are not pushing for farm program
relief, it is the grain and beef men who are.

In the survey of Minnesota farmers, how do
you think those same farmers would respond
today as to those prices? Do you think it
would be 10 - 15 percent lower? The whole
structure is lower in relation to the market.
They are not thinking in the same terms to-
day as they were at the time of the:survey.
Those are essentially '76 farm prices.

it makes my numbers erroneous, but it
to me it strengthens the basic point

I was trying to make. Namely, that the
price expectations of Minnesota farmers are
within the reach of effective implementation
of the current farm legislation.

Maybe
seems

The set-aside sends out a signal to the rest
of the world that we are not going to carry
the surplus. We are the most efficient pro-
ducers of grain in the world. It seems to
me that we are probably going to have to
face the inevitability of our having that as
our destiny to carry the reserves. I am
skeptical of 'manipulating the supply side.
It seems to me that farmers show this in
their planting intentions. Is the best thing
for us to do to recognize that we are the
most efficient producer in the world and get
out of the market?
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Q:

A:

We are the largest producer in the world, and
I hope we are the most efficient, but we have
to be careful because we are getting hurt by
very high energy costs. 1In parts of the

third world, rice supplies are very tight.

The U.S. can't get in there right now because
rice is being produced in other parts of the
world that will sell there cheaper than U.S.
rice. We have a number of things in our
favor, but I don't believe that we can ignore
the adjustments on the supply side. The rea-
son is that our plant, combined with the other
production capacity in the world has the ability
to over-supply markets at one given time
and produce prices that are not profitable to
producers. That is the difficult problem that
we are in. That is why I believe that you
need some tool to make these adjustments.

Didn't our producers respond even with target
prices?

The hard grain is down, but the soft red is
down. That's a factor ‘too, but it is also
down because those guys with a set-aside pro-
gram will just not plant wheat this year.

The set-aside feature is a necessary tool

in the policy arsenal. I do not believe

that we can let the plant run because the
farmers cannot take the adjustment. One of
the things that has happened here, is happen-
ing to us over time, is that our farmers are
increasingly relying on the non-farm sector
to- purchase all of their inputs. They can

no longer make adjustments as easily as they
could in the past when more of the inputs were
generated in agriculture itself. That is why
I believe the adjustment process is much more
difficult. :

What about the suggestion that the Department
either put teeth in that set-aside program by
making it mandatory or else attract more

people.

It depends on the region, and it depends on

the commodity. The reason there are not more
teeth in the set-aside in 1978 was that it was
a fight to get the 10 - 20 percent, respective-
ly, on feed grains and wheat. It was a fight
because some people believe the stocks of
grain worldwide are at a point where the prices
could increase again. Stocks are going down

in the rest of the world - up in the United
States.

Are you saying that some of the administration
don't think that this program really ought to
be there?

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

Why from a national standpoint are we so livestock products. If you look at the value
4gainst being a granary to the world when of trade and include hides and skins the value
the person that carries the reserve sets the of what we sell abroad for cattle, for livestock
Price? products is greater than the value we import,
A - Now granted we are bringing in low quality cow
* I think we are the granary of the world. We beef and exporting hides and also some good
are the largest producer for most commodities, stuff, but in value terms we come out ahead.
I guess the largest single exporter. The mar-
et for grain and the ability to produce it is Q: In this same vein, does the Common Market
2 little bit different than it is for oil. operate the price system? They pay their own
t's a lot easier to get into production of farmers $5.00 for wheat, they buy our wheat for
ty Some of these grains if the economic incen- $3.00. Now where does the subsidy come in
tives are right. Some countries have policies there?
that don't provide incentives to farmers, but
i Others do. If we raise prices in this country A: They have very high subsidies. It's a very
B Sufficiently high, we will see increased pro- highly subsidized inefficient system. They've
duction occurring elsewhere in the world. I got a peasant agricultural'system. small farms,
think wheat is the best example where that - and they operate a variable levy, and have a
Would happen. That same situaticn is not true very high internal domestic price. That sys~
o0 corn, but if you substantially increase ) tem cannot continue like that for many years.
the price of corn, we might see some in- Eventually, they are going to have to reduce
Creases occurring there also. those levies because they are not going to
Q: : be able to afford to subsidize prices that
) W@y is it that we price our wheat on a domes- high internally. They do not have the kind
tic basis different than the world market of massive, efficient farm plant that we do that
Priceg? relies on export markets.
b You are suggesting that we operate some kind Q: Great Britain has moved over from the free mar-
?f two-price system. Hold the price up here ket to this type of subsidy type market. Do
In the U.s. and sell, and compete in the you see anything good in Britain doing that?
‘Mternational market. That in effect would
& operating a subsidy type program. We did A: Not based on their economic performance. They
At - we were doing that in 1972 - in the are trying to protect a system that is outmoded.
¥orld market. We were subsidizing our grain It is costing them substantial amounts of money.
, to the world market. We are reluctant to do You get into big debates with people who are
] at for a variety of reasons. One is our experts on west European agriculture as to how
POsition in free trade and our trying to get i "long they can continue that. One of the rea-
°ther markets to stop subsidizing their ex- sons that we have that soybean market there
Ports ang to open their markets up to free is that they have high duties on grains to
Frade. We feel that we will be net gainers . keep grains out. 1In doing that, we have been
N that process. We also have the problem able to get soybeans in there too, as pro-
at if we start subsidizing our sales, our tein. There's one example of the thing that
Q°mPEtition will beat us at the game. They is happening to them right now. They will try
are already beating us at the game in cer- } " to bring any kind of feed stuff in there. Sub-
ain instances. At today's prices, we are stantial amounts of tapioca are going into
Sometineg undersold by our competitors that country because it gets in duty free. It
; 10 operate out of an export board. They is profitable for them to buy that and the com-
- ' :lll undersell us if we start going down intp pounders will mix that with feed.
SZ?Q kind of a subsidy. We will find our- , '
Wilves in a price war because our competitors A: It never ceéses to amaze me that one mlvu?e
s 1 follow us down. we are talking about our incredibly efficient
T Q b plan, and then in the next breath we say if the
po We consume more in this country than we. .prices go up a little bit we'll be undercut by
foduce? : the formidable competition. But on the other
A Thas s hand, on the supply side - the supply that is
. ma?t S wrong, We produce far more of the being produced by the emerging third world - to
Qo;or 8rains, The only major commodity that what extent can we get some control of the
o ©S to my mind that we consume more of than embargo or'the ;hreat of embargo which as I
inQErOdUCe is sugar. We would also have to understand it caused Brazil to increase their
e ude coffee, tea, bananas, maybe wines. production of soybeans so that it is now a

major competitor of ours?

I
the doi depends on how you look at it. Look at
ar values associated with trade and ’ A: This new Act has pretty well taken away the
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threat because now if an embargo is imposed,
I think the price supports go to 90 percent
of parity. In other words, the legislation
has a requirement in there that if you em-
bargo exports it raises the loan. Political-
ly it would be very difficult for any admin-
istration to use an embargo in the future ex-
cept in extreme circumstances. I just do not
think it is viable.

I wonder if one of the farmers here couldn't Q:
give a little better explanation about what

they seemed to be asserting earlier. Namely,

that the average Minnesota farmer today has

lowered his definition of a fair price from

a year ago? Is that true?

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

I think the terminology that was used in
the survey was that a fair price would possibly
be that price with which farmers would be sat-
isfied in 1977. I think you would have to look
at this from commodity to commodity. Now today
a hog farmer could probably get by with less
than that because the feed grain is down. But
you see a feed grain farmer is in a different
situation so I do think you have to look at this
from commodity to commodity. A:
Mr. Sundquist indicated the importance of in-
crease for. set-asides. I agree with that.

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

Q:

One of the problems here is that you can't

say much in general, you have to talk about

a specific type of farming area. In some

areas for example there is no good secondary

use of the land to produce hay. In some

areas there is, but this is one set of options

that seems to me is relaxing a bit. As long

as the land doesn't find its way into pro-

duction of wheat, feedgrains, and soybeans,
essentially. Despite the fact that Schnittker

said the administration was kind of locked in-

to not sweetening the payment incentives, I

sense that that locked in position may be one Q:
that has been bargained between the Depart-

ment and people over at OMB and Treasury and
elsewhere. Maybe we shouldn't exclude the
possibility that the people in agriculture A;
could work on some of their colleagues in

some of these other places. It seems to me
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that when we talk about budget numbers being
kind of a limit or a determinant of how far
you can go, the people that are sitting the
hardest on those budget limits for agricul-
ture are the people over in OMB and Treasury
and the Council of Economic Advisors. I
think people in USDA are still the best friends 0:
in Washington and of the farmer,.plus some
Congressmen. )

I think most farmers realize what the gentle- A:
man said a little while ago that their policies
are fine but their proof of the pudding is in
the size of the crop. I think most farmers
realize that the answer to the situation is
some kind of reduction in supply or production
control. It seems like Washington isn't really Q:
looking at that squarely from the position of
the feed grain farmer when they take about 25
or 30 percent of the producers, go into a pro-
gram that would probably reduce the crop 10
percent or maybe 20 or just that 25 percent
“and then build up a reserve which would be

a short-term answer while you are accumulating
the reserve. At the end of the three years
wouldn't we have a frightful glut of produc-
tion. I don't think that most farmers realize
that production has to be cut. The way to

do it, and I think most people realize that
too, is that you have to have some incentive

to go into the program other than what we have
right now.

I was hoping that was a speech rather than a
question. This is February; the 10 percent
set-aside was made last fall. It was re-
viewed again right after the first of the year.
In that time the markets had tightened up a bit.
Grain prices had moved up a bit from where they
were last year. I see no reason why they
wouldn't continue to hold where they are until
there begins to be some indication of what the 1
'78 crops are going to be like. The problem

Tab

is as you've said. The situation does depend 2
heavily on how big the 1978 crops are around

the world. We don't have a clear crystal 3
ball to determine the size of those crops.

If we did, the decision could be made to . 4

make the adjustment on the credit side, in-
crease it or whatever and there'd be no risk.
As it now stands there is some risk. There is
some risk to having a larger set-aside. I
don't think it is very great, but at least it
is there and it's been a stumbling block into
getting a larger. set-aside for feed grains for
1978. That is the problem.

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

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




absorb it over time. In other words, I don't Table 2. Estimates of annual budget outlays for

think that you could just go right up to the 1979-82 fiscal years for commodity pro-
end of the three years and let it come onto grams and other CCC activities (mil-
the market. I just don't think that would be lions of dollars)

a very feasible policy for anyone to follow.
1. Feed grains $1,945
Q:  can you explain the President's rationale for
cutting back the '79 proposed budget on the 2. Wheat ‘ 1,538
commodity program? )

i 3. Dairy 590
At I assume it reflects the expected size of the
relative supply/demand situation that is in 4, Cotton 223
the budget, but that is very tentative be-
cause we don't even know what the situation 5. Rice 95
is here in 1978.
6. Wool 59
QI wonder if you agree with Dr. Sundquist's
assertion that the Department might be able 7. Peanuts 49
to help push up the prices somewhere close
to those hoped for prices by Minnescta 8. Tobacco -13
farmers by stimulating CCC P.L. 480 and other
arm twisting things. 9. Net interest 178
I agree that the Department has the tools to 10. Short term export credit -38
push prices up. However, I get very uneasy
when I look at specific price levels given 11. Storage facilities loans (net) 98
a particular supply/demand situation. I
am concerned when we take action to push 12. Administration and other 58
prices up because we have to be very care- '
ful of the economic environment when you do Total $4,782
that. You have to be very careful. It's
difficult for me to say whether that is the Table 3. 1978 target prices and loan levels
right policy because you may end up pushing
prices up and find a potentially worse sit- Commodity Target Price Loan Level
uation down the road.
Wheat $3.00/3.05 $2.35
Table 1. Estimates of annual budget outlays,
' 1977 Food and Agricultural Act Corn $2.10 2.00
(average outlays 1979-82 fiscal
years) Sorghum 2.39 a
1. Food stamp $ 5.6 billion Barley discretionary a
2. P.L. 480 $ 1.1 billion Oats discretionary a
3. Ag research- $ 1.1 billion Cotton 0.52 0.51
4. Commodity programs and Rice 8.45 6.34
other CCC activities $ 4.8 billion
Soybeans None discretionary
Total budget outlay $12.6 billion
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