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small and medium sized commercial farmers to heIF those farmers achieve a
parity of income. We are talking about an income policy for small and medium
sized commercial farmers in paragraph. 1 of page 200, not a welfare program as
welfare programs are typically construed in the United States.

Question I0. Page 200, paragraphs (1) and (2). These points seem to contra-
dict. In paragraph (1) you say we need technology oriented to small farms; in
paragraph (2) you say most technology developed i$ equally advantageous to any
size farm ! Which is correct. .

Answer 10. The points noted by your office with respect” to our paper on page 200
are somewhat contradictory. Let me make the following comments with respect
to technology and small farms: (1) Biological technologies as they have been )
developed In the United States over the past 30 years are usually neutral with
regard to size of farm; in a technical sense, small farmers can use hybrid seed
corn as effectively as large farmers. (2) The development of farm machinery
in the United States, in my judgment, has been large-farm oriented and has
contributed to the expansion in the size of farms in the United States. It is my
view that an effort should be made to induce farm machinery manufacturers to
develop machinery which is more adapted to the needs of small farms than exist-
ing lines of machinery. In my judgment a great deal could be achieved in the
way of developing meéchanical equipment oriented toward the needs of small
farms and small farmers if we had a policy designed to bring about this develop-
ment. (3) Small farmers are often in need of technical assistance both with,
regard to biological technologies and mechanical technologies to enable them to
remain efficient and survive. In the main, we in the United States have failed
to provide the extra amount of technical assistance required by small farmers
This failure could and should be remedied by the Congress.

Chairman HumpHrey. Dr. Tweeten, we will hear from you next
and then will follow the procedure that the Congressman indicated.

STATEMENT OF LUTHER TWEETEN, PROFESSOR OF AGRICULTURAL
ECONOMICS, OKLAHOMA STATE UNIVERSITY, STILL WATER,
OKLA.

Dr. TweeTeNn. Thank you, Congressman Brown and Senator
Humphrey. My presentation is divided into two principal sections;
one deals with the future supply-demand prospects for agricultural
commodities, and the second deals with policies appropriate to the
situation emerging in the next decade.

It has been my good fortune to spend approximately 3 months look-
ing at the long-term outlook for agricultural supply and demand in
the world. 1 have gone to some of the best experts in the various areas
to t the latest information available.

I have supplemented this information with my own judgment.

It is very important, in the context of the previous presentations, to
separate need from effective demand. In discussing what will happen
to U.S. exports, I am talking about effective demand rather than need. -

The need for food is vast, but from the standpoint of prices to the
domestic consumer and the farmer, it is effective demand that is im-
portant. My best estimate of the average increase in effective demand
for U.S. farm commodities through 1985 is about 1.5 percent a -year.

My estimates of supply are based on very exhaustive studies of
technology in American agriculture. Productivity of agriculture in-
creased at the rate of over 2 percent Per year in the 1950. That
has slowed considerably. Productivity, | project, will increase alittle
over 1 percent a year to 1985. Alternate projections are also included.
The highest projection, 2.1 percent a year, includes unprecedented
technologies that are on the horizon. These include twinning in cattle,
bioregulators and photosynthesis enhancement.
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The best estimate is that demand will increase faster than produc-
tivity will increase supply.

This is good news for #arm income, but bad news for consumers. Un-
fortunately for farmers, inflation is going to consume gains in prices
received so that the ratio of prices received to prices paid is going
to hold roughly steady according to best estimates for 1985.

Current dollar net farm income will rise substantially to 1985, but
real dollar income, or buying power, will decline.

The two principal problems facing farmers in the next decade are
instability and inflation.

My paper deals at considerable length with how to cope with in-
stability. The first priority is to build commodity stocks. Either Gov-
ernment or the private trade can do it. The rise of the consumer as an
important participant in national food policy precludes the private
trade holding adequate stocks. The risks are too great.

The private trade holds stock when anticipated prices increases will
cover their costs. When these price rises are in danger of being
truncated by capricious consumer action, the private trade will not
hold adequate stocks. So that turns us to the Government.

Current loan rates do not reflect the social value of accumulating
stocks.

Chairman HumpHREY. | was at the Committee on Agriculture and
Forestry hearing this morning talking to Mr. Knebel, the newly ap-
pointed Under Secretary of Agriculture, on this very point.

Dr. Tweeten. Senator Humphrey, if current loan rates continue,
the Nation may dissipate the opportunity to accumulate stocks. Poten-
tial stocks will instead be exported, fed to livestock, or not be produced
because of cutbacks by farmers to low prices. My suggestion is that
loan rates be raised at least to nonland cost of production.

Farmers now are opposed to participation in this program. They
properly see that in the past high stocks were associated with low
prices. Some inducement is needed to get the farmer to go along. |
suggest that we encourage the farmer to store commodities paying
him 25 to 35 cents a bushel per year to store grain. As a condition for
payment, the farmer would agree not to release those stocks at less
than 150 percent of the loan rate.

This procedure would require the private trade to carry working
stocks because farmer held stocks receiving payment would not be
released until price gets to 150 percent of the loan rate. Private stor-
age would hold down Government cost.

Once stocks accumulate to optimal levels, which | place at about 45
million tons of feed grain, 600 million bushels of wheat, and 150 mil-
lion bushels of soybeans, then farmers would not receive payment for
additional stocks. If they wanted to hold them, that is fine.

Once stocks reach desirable levels (here I refer to desirable stocks
on the average for a period of years; stocks might be higher or lower
in some years), then | suggest forsaking production controls. Controls
are increasingly less tolerable in an atmosphere where the consumer is
a rising influence in farm policy, where we realize that production
controls have not been very effective in the past and have been very
extensive.

The market price might be allowed to fall without any overt effort
on the part of the Government to accumulate additional stocks. A
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direct payment be made to farmers equal to the shortfall of the market
price below the nonland cost of reduction support rata.

A payment limitation would restrain growth of large corporate
ye  farms and would preserve family-sized farms.

Furthermore, 1 would make this direct payment on normal yields
times 80 percent of acreage allotment tied  t0 1973-75 acreage. The
old allotment system is obsolete.

The farmer receives the market price for his additional output. This
would have a strong restraining influence on output. The overall plan
gives farmers flexibility to make proper adjustments in how much out-
put to produce; and at the same time provies for adequate stocks. The
plan can promote stability for consumers as well as for farmers.

Inflation has often been overlooked as a very serious problem for
farmers. Inflation has been masked in recent years because the farming -
industry has experienced a very  favorable demand for output. Unde-
sirable effects of inflation will become more apparent in the years
to come.

How do we protect farmers against this?

In the paper which you perhaps have before you, one of the sug-
gestions | have is that we institute a wage supplement.

Chairman HumpPHREY.. | saw your proposal.

Dr. TweeTen. | think some of you are familiar with that concept.

In the interest of brevity I will not go into it in detail unless people
have questions about it.

Thank you very much.

Chairman HumpHREY. Thank you.

Let me pose a general question. I am chairman of the Foreign Agri-
culture Subcommittee, chairman of the Foreign Assistance and Inter-
national Economic Policy Subcommittee of Foreign Relations Com-
mittee, and chairman of the Joint Economic Committee. All my ac-
tivities are in this field.

I want to ask you gentlemen if you would be willing to make your-
selves available for presentations to these other subcommittees and
especially the Joint Economic Committee,

I say the latter because | think, Dr. Cochrane, you were right that
our planning bill did not give the specific emphasis that might be
necessary for agriculture.

I held Joint Economic Committee hearings for the first time since
1957 in which any person with agricultural expertise appeared

In addition, the Senate Committee on Agriculture and Forestry
does not in any way tune itself in to what is happening in the rest of
the economy. | listened to what you said regarding the rising power
of the consumer. We are attemptmg to stonewall that, you see, as if
you could prevent it. It is like old King Knute holding back the tides.
Temporarily? you are able to do it, off and on, by bringing together
certain coalitions in the Congress. But the long term is another issue.
I do not know how to explain it to you except to say that if you look
around this room, there are some very interesting people here. But the
press table is empty.

Now, why do | tell you that? Unless there is an investigation of the
grain shipment or export scandal, there is no press. Seldom any media.
I can tell you | have been on the committee for 18 years. The only time
we have any media coverage is when we have a first-class knockdown
dragout fight with the Secretary of Agriculture.
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Yet, | think it is fair to say that what you gentlemen have been dis-
cussing is more basic to the long-term economic well being of the
United States and the world than the oil crisis. People can get along
with less oil, but there is no substitute for food. Yet this is a subject
matter that only is peripheral in terms of its national interest. When
an issue is internationalized then you attract some media attention.

You hear about farm prices, but no one hears about inflation as it
affects the farmer.

We had before the Joint Economic Committee every one of the pub.
lic opinion institutes of this country. We use them regularly: Cadell,
Hart, Roper, Gallup, Harris, Michigan, public opinion surveys. They
found that people identify inflation as the following:

No. 1, food prices; No. 2, fuel; No. 3, rent; and No. 4, interest.

Inflation was identified as food 68 percent—running between 65
and 72 percent—of the time in every survey. In other words, as far as
Mr. and Mrs. America are concerned, inflation is the price that they
pay in the supermarket.

You can raise the rice of a quart of milk a penny, and you will
have a veritable revolution. You can raise the price of a glass of beer
a nickel and no one notices.

The only thing people complain about is whether Coors is as good
as Olympia, Hamms, or Budweiser.

Dr. Tweeten?

Dr. Tweeten. Looking at parity ratio, the figure for November 1973,
based on 1910-14 equal to 100. That is below the same parity ratio
in the 1960's and early 1970's, and still I think a lot of consumers are
saying, “Aren't food prices high because farmers are getting too
much ?"

Chairman HUMPHREY. No doubt about it.

And concern about food prices is the same in Minnesota. Even
though agriculture is the industry in my State, you would never know
it by reading the local paper.

Mr. Soth. You should read the Des Moines Register.

Chairman HUMPHREY. 1 know it.

May I say | wish we had it. | say this respectfully, because I happen
to think we have a good newspaper, but the emphasis is not t he same.
If 5,000 people were laid off at Honeywell in Minneapolis-St. Paul,
every economist at the university, every preacher, every social worker,
every do-gooder, every liberal, would be up in arms saying something
has got to be done about it. But we've lost 5,200 diary farmers in the
last 2 years and no one said anything. These farmers not only lost
their jobs, but they lost their assets, too.

[The following paper was requested by OTA from Dr. Tweeten:]

ForMULATING A NATIONAL Foop PoLICY FOR THE NexT DECADE

(By Luther Tweeten)*

Formulating a national food policy for the next decade requires an under-
standing of (1? the setting includingtrends in supply, demand, prices and in-
comes and %2 ) alternative policies to deal with emerging problems consistent
with the interests of farmers, taxpayers and consumers at home and abroad.
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This paper begins with economic projections of the farming economy to 1985.
The paper then examines policies, institutions and data requirement to cope
with emerging, circumstances.

THE ECONOMIC SETTING TO 1985

Scenarios define the conditions under which sugglx_, demand, prices, costs,
receipts and net farm income are projected to 1985, The scenarios depict the
range of conditions judged most probable. It is cautioned that the projections
do not encompass transitory shocks such as annual variation in grain purchases
for export to the Soviet Union, weather, commodity stock adjustments and other
factors which will bear heavily on short-run conditions but not on long-run .
trends. Critical components discussed below of the  scenarios are demand  shifters
(population, income and exports) and supply shifters (productivit, inflation)

Supply
.. Supply cab be expressed with two principal parameters: shifters and price

elasticites. PRl af?we SIMPASS agricultutal roje?tionss sten? dewser? by Qu % n
and Tweeten (1972) and improved by Chung J. Yeh of the Economic Research
Service performed well in Predicting the 1967-74 period with aggregate supply
elasticities of .2 in the short-run (I-2 years) and 1.0 in the long run (many

en) Qquieats), Tiwse paipmaiess fie atneisiaatedtimgst espnarneirislessiivites CEavsee)

by rising propoertions of price responsive inputs such as fertilizer and falling
proportions of price-unresponsive inputs such as operator and famHK labor.

The suRpIy curve Is shifted leftward by inflation and rightward by technology
through greater productivity of arming resources.

Productivity.— The productivity index is the ratio of aggregate output of the
farming_industry to aggregate production inputs. The most recent and com-
prehensive analysis of agricultural productivity response to research (R) and
extension (E) outlays was, performed by Lu and Cline (1975;. Additional
agricultural extension and research  outlays raise the amount of farm output
available from any given amount of far production inputs. Effects of increas-
ing R and E are not immediately alj__gparent but are spread over many years. The
farm outputs from public R and E outlays in any given year reach’a peak at
6 years and decline to near zero in 13 years because of obsolescence of technol-
og)(-an effect often ignored in payoffs from such outlays. Depreciation or ob-
solescence sets in as new crop varieties become vulnerable to damage from pests,
as insects become immune to pesticides and as new technologies make old tech-
nologies obsolete. This means that substantial R and E maintenance outlays are
necessarytj.ust to keep farm productivity from falling. An additional dollar Sfent
on production-oriented R and E raises agricultural output approximately $4.30.
Since the increments In output are. distributed over time, they must be dis-
counted to exrpess them in present value. The present value of a one dollar in-
vestment in R and E expenditures for a 10 percent discount rate was found by
Lu and Cline to be $2.21. o .

The internal rate of return is that discount rate which equates the stream of
the future marginal products with the initial investment of one dollar. The in-
ternal rate of return shows the highest interest rate that coul d be paid on
investment in public R and E to just break even on the investment. The internal
rate of return based on national data from 1939 to 1972 is approximately
26.5 percent. This rate has declined over time: it was 30.5 percent from
1939 to,1948, 27.5 percent from 1949 to 1958, 25.5 percent_from 1959 to 1969
and 23.5 percent from 1969 to 1972. The rate of return in the most recent
period remains substantially above returns on the average of alternative public
and private investments and public R and E contributes to a more equitable
distribution of income gweeten, 1973). Strong justification can be made for
increasing investment in R and E.

A one percent increase in R and E will, over its lifetime, bring about a .037
percent increase in productivity. The increase is small despite highly favorable
rates of return because public R and E comprises less than 2 percent of all farm
inputs. Using estimates from Lu and Cline, three alternative levels of R and E
expenditures and resulting changes in productivity for the 1975-85 period are
considered in this study:

T.: Maintain a zero rate of growth in R and E expenditures, holding real
outlays for extension and public research at the 1974 dollar value—incre-
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ments in dollar outlays only keep up with inflation. This leads to a 1.10 per-
%entSannual growth in productivity of conventional farming inputs for
1975-85.

T.: Continue the observed rate of real growth in R and E during the
1939-72 period, 3 percent per year. This leads to a 1.14 percent annual
growth in farming productivity in the 1975-85 period. ]

T,: Continue the average rate of real growth in R and E during the M144-
50 period, 7 percent per year; also include productivity gains from unprece-
dented technologies. This leads to a 1.21 percent annual growth in farming
productivity in the 1975-85 period.

The above percentage rates refer to real (constant) dollar increments from
a 1974 base, If inflation averages 4 percent per_lyear, then the current dollar
increments for the respective alternatives are T,, 4 percent; T,7 percent and
T7+ 11 percent. Unprecedented technologies include breakthroughs which are
likely to occur at specific times as_judged hy agricultural scientists but are not
included in conventional productivity indices. Technology index T7+ includes
effects of three such technologies: Twinning in cattle, bioregulators, and photo-
s¥ntheses enhancement. Other practices such as minimum tillage are not ex-
plicitly included but also offer potential for greater output from a given dollar
volume of production resources. Emerging unprecedented technologies are
judged to be most widely used with greater R and E outlaé/s, hence their impact
1s only included with annual real increments on R and E outlays of 7 percent,
the highest rate used in this analysis. . ) o

As indicated above, the estimated annual averageincreases in productivity
range from 1.10 for T,to 1.21 for T7+ fro-m 1975 to 1985. Historical annual increases
in Jaroductivity averaged 2.33 percent from 1950-59, .92 percent 1960-69
and 1.19 percent from 1963-72. Historical productivity indices vary widely from
year to year because of weather. Weather also influences the long-run produc-
tivity trend to the extent that weather cycles influence domestic farm production.
No provision for weather cycles is made in productivity projections herein. This
is not to deny existence of weather cycles, but rather to recognize that t h e s e
cycles cannot be predicted with sufficient reliability to include in productivity
projections. o . .

Inflation.- Inflation in the national economy can be gauged by alternative
measures including the Consumer Price Index, the Wholesale Price Index and
the implicit price deflator of the Gross National Product. The latter is the
most comprehensive in coverage of goods and services and historically has in-
creased at a rate similar to that of prices paid by farmers, including interest,
taxes and wage rates. From 1960 to 1969 both indexes increased by 24 percent.
From 1972 to 1974, however, prices paid by farmers increased 32 percent while
]general prices increased 18 percent. Tire more rapid increase in prices paid by
armers Is in part attributed to hlgh_energycfnces, which carry,a larger weight in
farm input prices that in %eneral prices, and by the interfarm sales component of
prices paid by farners, which increased in price commensurate with the rapid
gain in prices received by farmers for crops and livestock. In the future the
rate of gain in farm ?I’ICES paid is expected to return to the historic pattern in
relation to the rate of national inflation. In the empirical analysis, three alter-
native inflation rates are examined: I,a benchmark of zero annual inflation;
I, the standard case of 4 percent annual inflation; and I,an 8 percent:annua
inflation rate in prices paid to farmers.

The latter rate is considerably higher than the rate prior to the 1970's but
lower than rates experienced in the 1970's by farmers. Inflation in prices paid
by farmers influences prices received by farmers in the empirical analysis in
conformity with the theory outlined elsewhere (Tweeten, 1975c).

D e m an d

The projected demand for farm output is expressed by price elasticities and
by three demand shifters: exports, population and per capita real disposable

ersonal income. Based on previous econometric studies, and ability to predict

istorically the 1967-74 period, the price elasticity of aggregate demand was
selected to be -.15 in the short run and -.21 in the long run.

Population.— U.S. population growth rates are series I, 11 and Il projections
from the Bureau of the Census. With p%pulatlon increasing at the rate of .85 P_er-
cent annnally from 1970-74 and by .7 percent in 1974 and in light of falling
birth rates, series 11 with growth rates of .68 percent from 1975 to 1985 was
selected as the standard case (Table 7). Alternative rates are also used because
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trends in birth rates cannot be accurately anticipated as evident by past pro-
jections. Accordingly, three projections are included in Table 1 to allow for
possible changes™in birth rates, migration and other factors that influence
domestic population growth.

TABLE L-PROJECTED ANNUAL PERCENTAGE INCREASES IN FARM OUTPUT DEMAND, WITH ALTERNATIVE IN.
CREASESIN DOMESTIC POPULATION, PERSONAL PER CAPITA REAL INCOME, AND AGRICULTURAL EXPORTS ,
UNITED STATES, 1975-85

Population,* years 1975-85

Exports 1.2 n (0.”) - 114 (0.68)
o L N : 3
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and is hardrdous to predict in the future. The three lower rates of future
agricultural export growth were obtained from the Foreign Demand and Com-
petition Division of the HEeonomic Research Service (Table 1), Hixpressedl as a
peneenugo of the 1967 export volume, the actual quantity {ndex of expom was
111 in 1970, 120 in 1972, 166 in 1978 and 135 in 1974..Under the alternative
with 4.4 percent rate of growth from 1975 to 1985, the quantity of exports
was prujected to be 156 in 1975 and 208 in 1980. Under the 8.5 percent vate of
growth alternative exports were projected to be 167 in 1980, only slightly
ahove the 1074 level. The nraiections of 8K to 44 nareent annnal orowth
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from 1975 to 1984 appear reasonable in light of present knoﬂeﬂge, but exports

could increase at a faster rate. Mxports increased on the avers, 8 percent
per year foam 1M‘l‘_‘ll with a large nortion of the 4-...-..‘.342 “m While
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percent for 19T5-85 to account for possible repetition of the 1007-74 experience}?
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Insome —The two estimatos of projected incroases in per capita &la.
posable personal tncome were computed from unpublislied data supplied by
Resources for the Future. Rates of 3.8 and 2.7 percent for 1975-85 under
population series III appear to be too high in Nght of the 2.4 per ceat annual
gain from 1967-74 and decline in real income from mid-1978 to mid-1978.
Higher energy prices may restrain economic growth for am extended petfod
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with real disposable personal income growing from 1.8 to 2.0 pereent per year.
Income growth estimates were unique to each population series because in-
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come and Wyulauvu interact—lower per l.uplu:. gulns in income are associated

with high population growth. However, total national product is greater with
higher' rams of populatlon growth because population increments are not en-
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The income elasticity of demand for food and fiber output at the farm level
was constdered to be .14 for 1975-85.

The 86 possible annual shifts in demand in Table 1 were too numerous to
simulate separately and only three rates of growth in demand were considered.

17t 1s cautioned that theae exrort projections do not measure the need for U.8. farm prod-
ucts ahroad. Rather, the estimates refliect projected effective demand for U.8, farm produets
abroad. which depends, among other things on ability to pay for U.8. farm products out of

funds «nlnnd from international exports and aid cred fu
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It is noted that several combinations of export, income and population alterna-
tives project the same shift in total demand for farm output. The very highest
rates of growth in income and population seem unlikely to occur. Excluding the
highest growth rates in income and population and thereby temporarily confining
alternatives to 16 demand growth rates for 1875-85, the highest rate of growth
in demand is 2.1 percent and the lowest rate is 1.2 percent. These rates coupled
with a standard case estimate of 1.5 percent (which conforms with standard case
export growth of 3.5 percent population growth of .68 percent and ﬁer caf)lta
real disposable personal income growth of 2.7 percent) constitute the three alter-
natives simulated and are designated as D2.1, D15 and Dz.2. It is apparent that
these shift correspond to several combinations of components. For example,
Di1swith a 1.5 percent annual growth in demand can result from population
series 11, medium income, and 2.7 export growth; or from ?]OB;ﬂation series 111,
low income, and 4.4 percent export growth. Demand growt .1 can result from
population series I, high income and 4.4 export growth; or from population
ser.ieg: 11, high or medium income, and 6 percent export growth in the 1975-85
period.

SIMPASS System

The SIMPASS system as modified by Jung J. Yeh projected annually from
1975 t0 1985 the farming industry economic outcomes including prices received by
farmers, the’ ratio of prices received to prices paid by farmers, gross receipts,
expenses, net income and output. Parameters were initially selected for the
system for the previous econometric studies, then finally selécted based on the
values of parameters which predicted most reliably the 1967-74 historic period.

Equilibrium

Economic outcomes under various scenarios were projected for each year from
1975 to 1986 in the absence of production controls or price and income supports
by %overnment. To save space’ and because annual changes were along a fairl
uniform trend, only values for 1980 and 1985 are shown (Table 29) Althoug
prices received by farmersare projected to be 264 percent of the 1967 average
in 1985 in the standard case (1.5 percent demand growth Di5. 3 percent growth
in R and E outlays T3, and 4 percent inflation Ts), the terms of trade for farmers
as measured by the price ratio Epr.ices. received divided by prices paid} trends
slightly downward because of inflation in prices paid. Current or nominal income
measured in dollars of the future years shown in Table 2 trends upward, but
real income trends slightly downward in the standard case. S

Recognizing the possible errors in the projections, the most, realistic interpre-
tation Is that farm economic health will be very similar to that in 1967 on the
average to 19%$5 under the standard case scenario. But results ‘could be quite
different if other scenarios become reality.

TABLE 2-PROJECTED, ECONOMIC OUTCOMES FOR EQUILIBRIUM UNDER A FREE MARKET, UNITED STATES, 1980

AND 1985
1980 ) ‘1985
Price  Prices Priced - Prices
ratio m:ol;gd Net farm income ratlo  recelved  Net farmt income
-.1‘987| 1°z " (hiffions) a:ssz 1987 - (biltions)
A us QUAl ————————e. U7 | T T ———
Scenario 100 100, Current Constant 100 1% Current Constant?
Standard  case: DisTsls. 104 24 $242  $191 101 B4 $269  su74
Pmdﬁlwv'[y:- T 103 7 9 ‘259 25.0
JUE Lk — - { . . . .
. gt.,o%’n.»h« ........... mooB OB o8 B OB
nriation:
tlniah Dig Ty [1J--ommeneee 98 261 22.2 14.0 92 357 22.6 9.7
b [‘jﬂDu 3 10----nooeee- 110 190 25.2 25.2 110 192 211 21.7
emand:
High Dat Ts leceueennnn.. 108 285 29.9 23.6 108 ) 25.1
owD1BITB 1T, dvra ineen 101 218 215 17.0 97 %Eg %?8 14.2

1 Ratio_ of index of prices received by farmers for crops and livestock divided by index of prices paid by farmers for pro-
du‘cti%r;‘lltgrn”s including interest, taxeS and wage rates.
ollars.

Source: See text.

Note: Preliminary actual 1974 values for the vice ratio was 106, for Prices received was 183 and net fam income
was $27,000,000,00 .
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It is of interest that results change little with alternative rates of increase
in outlays for research and extension. Farm income and price ratios are less
favorablé with greater investments, indicating once again that such outlays bene-
fit consumers rather than farmers. Although R and E outlays have favorable
rates of return and are a major economic benefit to consumers, they are not very
effective in changing Froductlwty rates for various reasons. As stated earlier,
they comprise a small portion of all farm inputs and a change in volume is
dwarfed by the effects of price changes on conventional inputs. Also, consider-
able time lapses before R and E inputs are reflected in farm output. A 25 percent
increase in R and E inputs increases farm output only 1 percent over its lifetime.
A 25 percent increase in the ratio of prices received to prices paid by farmers
increases output 5 percent in 2 years and by 25 percent in the long run.”

With no inflation (To), thé ratio of prices received to prices, paid by farmers -
could be considerably higher by 1985 than in 1967, 1974 or 1980. Continued high
inflation seriously threatens income of the farming economy, but does not seri-
ously undermine ability of farmers to produce enough to meet food needs at
home and abroad. . . .

The high rate of growth in demand of 2.1 percent annually can result in a price -
ratio and real net farm income at nearly the same level in 1985 as in 1974. Such
a rapid growth in demand seems unllkeIY, however. On the other hand a slow

rowth in demand of 1.2 percent annually could lead to chronically depressed
arm prices and net farm income. And a combination (not shown in Table 2?
of rapid growth in productivity, high inflation and slow growth in demand would
create very serious economic problems for farmers which in turn would lead to
powerful pressures for government intervention or perhaps to farmer bargaining
power.

Results in Table 2 provide no evidence whatsoever that the ability of American
agriculture to meet demands placed upon it will be seriously threatened. No
evidence points to chronic shortages or suggests that an increasing proportion
of income will have to be devoted to purchase of farm food ingredients by Ameri-
can consumers.

OPTIONS FOR COPING WITH ECONOMIC INSTABILITY

Projections to 1985 revealed no strong upward or downward trend in farm
real prices and incomes for the foreseeable future. The overriding issue facing
farmers and consumers is economic instability caused by variation in weather
at home and abroad. Major means to reduce instability include commaodity stock
reserves, export and import controls, production controls and direct payments.

Commodity Stock Reserves
. Establishing a commodity reserve program is the number one priority in estab-
lishing a national food policy. In the absence of reserves, farmers could receive
stable prices and incomes by transfer payments from nonfarmers, consumers
could receive stable prices by restricting exports, or foreign customers could re-
ceive stable supplies if domestic consumers reacted to widely “fluctuating prices
by tailoring their food use to absorb all the adjustments in farm output. But
more stable total sugplies from year to year made possible by adequate reserves
can avoid reliance on these distasteful alternatives. . .

Current farm’ legislation will not provide adequate public or private reserves.
Emergence of consumer interests as a powerful and capricious force in national
food policy has preempted reliance on the private trade to hold adequate stocks— .
the riskS are too great. The private trade holds stocks when anticipated price -
gains more than offset storage costs, including a charge for risk. Fear that gov-
ernment action will truncate price rises injects uncertainty that leads to excessive
private discount rates and to private stocks far below socially optimal levels.?
Inability of the private trade to obtain capital and assume risks of holding stocks
large enough to meet the requirements of a national food policy calls for public
involvelquant. . i

We know much about an economically efficient stock program. Research
suggests that carryovers of approximately 600 million bushels of wheat, 45
million tons of feed grains, and 150 million bushels of soybeans are optimal
on the average. Stocks below these levels result in considerable price in-
stability. Although reserves of the above amounts or greater create stability
in commodity prices, the prices are considerably below current levels and are
unpalatable to farmers (see Tweeten, 1974b).

.2 An.econgmically efficient program.is pne that maximizes the bepefits less costs to society,
with the pr(ivate ch/scount rate equal to tﬁe socna‘i r(}qlscount rate at tﬂe margin: y
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In addition to optimal carryover levels, research suggests guidelines for
release and acquisition of stocks. The optimal reserve management rule de-
vised by Tweeten, et al. (1971) was to change stocks by the formula .85 (Q-Q*).
That is, 85 percent of production Q in excess of equilibrium Q* would be stored,
and stocks would be released (if available) equal to 85 percent of the short-
fall of production below equilibrium. The percentage can be changed to as
low as 70 without much loss in efficiency. A similar optimal formula was de-
vised by Richard Just (1975), but with price rather than quantity the decision
variable, i.e. the change in stock is given by the formula k (P*-P) where P*
is equilibrium Erlce and K is a constant which Just did not estimate. The change
in storage stocks from year to year is some proportion of the difference between
the actual market price and the equilibrium price. Expressing P in cents per
bushel and Q in million bushels of wheat production in a linear demand function
for wheat, and substituting Q into Just's formula, then the change in wheat
stock is expressed simply as 2(P*-P ). If equilibrium wheat price is 300 cents
per bushel and the market price is 200 cents per bushel, then 200 million bushels
would be taken off the market and placed in storage. If the price were 400, then
200 million bushels would be taken out of storage (if available) and placed
on_the market. . . o . .

These rules may be economically optimal but politically inexpedient. Our
research indicates that other guidelines such as acquisition and release of stocks
when prices achieve respective low and high thresholds generate social benefits
from price stabilization that are nearly as favorable as the optimal rule
(Tweeten, et al., 1971). In part, this robustness of storage outcomes to storage
rules is an outgrowth of increased private stock operations as government
stock rules allow wider price fluctuations before intervention. The intervention
prices must, of course, include the intermediate to long-run equilibrium price
within the interval. Thus a fairly operational. rule is for the government to
purchase stocks when prices fall 25 percent below equilibrium and sell stocks
when prices rise 50 percent above equilibrium. o

The socially optimal average carryover for the U.S. (nearly 60 million tons
of all grains) appears not only to be consistent with the U.S. market but also
with world contingency reserve needs. It requires fewer resources to main-
tain a single reserve system to accomplish the dual goals of stabilizing prices
and responding to world emergency food needs than to have separate reserves
for each goal. Rather than have a special grain reserve (a su_ﬁgested level is
12 million tons, but more recent pronouncements go up to 60 million tons) solely
for, world emer?engy needs, it would be less expensive to accomplish the same
objective by allowing countries experiencing acute food shortages to receive
development dollar credits which could be used to purchase food wherever such
food could be acquired at least cost. Commodity stocks are most ef_fnmentlc?/
stored in countries where they are produced rather than in fr::otentlal food-
short areas, but this idea is difficult to “sell” potential food-short countries.
I am pessimistic about the ability of nations to agree on an adequate world food
reserve F0|ICy, and feel that humanitarian considerations compel the U.S.
to establish on its own a reserve policy capable of responding to emergency
world food needs-at least until an intérnational system is devised. )

Farmers have observed correctly that small stocks have been associated
with high, if unstable, commodity prices They oppose accumulation of re-
serves by the Commodity Credit Corporation because commodity prices would
be low, although more stable.’To overcome farmers’ opposition to reserves, a
national food reserve policy must contain features attractive to farmers. One
proposal is that stocks be held by farmers provided economic incentives by
the government to acquire, hold and release stocks in the public interest.
Notable legislation to |m§)lement this proposal is authored by Senator Henry
Bellmen (Senate bill S 2275).

Senator Bellmen’s proposed legislation gives producers an option whether
to participate in the set-aside program or a stock program. If the producer
elects the latter, he is authorized a nonrecourse loan equal to 80 percent of the
cost of production, including land cost. The loan is for 5 years and is repaid
with interest when the grain is sold. The grain can not be sold until the market
price exceeds 150 percent of the loan, and the Secretary of Agriculture has
the option of requiring loans to be paid off when the price of grain reaches

3. This statement a rji)l%es to frain f?{rmer but not nece san\Y to livestock produ g, Stable
rain prices are of benefit to [vestock producers pnel reduce Hve toc price variability. Spe.
1alized_ livestock teeders can adjust to conﬁlsten o, oF .consis entlyhigh.feed. prices, but
it 1s difficult for them to remain economically viable with highly variable grain prices.
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200 percent of the loan. Thus the farmer’s selling option is essentially in the
ran%e of 150 to 200 percent of the loan rate. To illustrate with an example,
if wheat production cost Is $3.06 per bushel, the loan rate is $2.45. The farmer
has the option to hold the grain or to sell the grain and repaE\)/ the loan with
interest when the market price is between $3.67 and $4.90 per bushel. The loan
is called when the price exceeds $4.90. .

Other approaches can induce farmers to hold appropriate levels of storage
stocks. One Eroposal is for the government to exempt farmers from payment of
interest on the nonrecourse loan if farmers sell grain when the price is between
150 and 200 ﬁercent of the loan rate. Farmers would pay storage costs other than
interest on the commodity. Another proposal is for the government to offer no
nonrecourse loan but to (g)ay farmers 25-35 cents per bushel to defray interest and
storage costs up to 60 million tons of all grains. No storage payment would be -
made on stocks In excess of 60 million tons. Farmers would be free to acquire
stocks as they see fit, but could release stocks only when the market price ex-
ceeded 150 percent of the support price. Because the grain industry requires work-
ing stocks which would not be readily accessible, the private trade would carry .
a significant amount of stocks. Payments for holding stocks would be terminated
when market prices exceeded 150 percent of the support rate but would be
reinstated when prices return to 150 percent of the support rate. If stocks failed
to average. desired levels over a period of “normal” years, incentives would be
raised or lowered as necessary. The storage incentive rates indicated above are
only illustrative. The important principle is the use of government, payments
to reduce private costs of storage to the level of retail social costs by compensat-
|n%far_mers (or others) for storage. o

third alternative is to establish a schedule of loan rates, with higher loan rates
associated with lower reserves. The schedule would also include release rates,
with higher release prices associated with smaller reserves. Farmers who stored
grain would be exempt from interest charges (or would receive a storage incen-
tive fee) if they sold grain in conformity with the release schedule, but would
be required to reimburse the government for all interest charges if they elected
to hold for_higher prices. Direct payments or production controls would be
used to maintain farm prices and incomes if stocks reached excessive levels.

Export controls

Opportunities for importers of American farm products to go elsewhere for
supplies, the central importance of maintaining access to world markets to earn
reserves todpurchase petroleum and other products, fear of reciprocal trade
barrlelrs and other reasons have for the most part deterred demands for export
controls.

The Soviet Union has been in large part responsible for variation in U.S.
exports and we feel much less obligated to assure supplies to them than to regu-
lar customers in Japan and Western Europe. But effectiveness of export con-
trols or agreement with the Soviets should not be overestimated and viewed
as a substitute for other measures to promote stability. In years of short Soviet
supplies, their import needs in excess of what the U.S.is willing to supply can be
purchased in Western Europe, (Canada, Australia, or Argentina. Customers
normally purchasing from these countries but facing no U.S. embargoes or agree-
ments can switch purchases to us. Or the Soviets can purchase soybeans, grain
sorghum, barley and oats rather than embargoed wheat and corn. In years of
abundant Soviet supplies, their commitment to buy 6 million tons of grains
annually can be circumvented by their selling of domestically grown wheat to
other countries. Possibilities for deferred delivery and other means also reduce
the effectiveness of grain agreements to stabilize markets. Furthermore, because
many farmers feel that commitments bK the U.S.S.R. to purchase 6-8 million
tons represent an export maximum in “the minds of U.S. officials, export controls
or agreements cannot be viewed as a permanent instrument to stabilize markets
by aknation committed to open trade channels and dependent on” access to world
markets.

One way to remove the highly destabilizing impact of foreign markets on U.S.
commodity prices is to restrict total exports, not just those to the U.S.S.R. and
Poland. And the stabilization can be most effective if carried out in concert with
other major exporters. Such policies, although potentially highly effective in

4 Atfem 1S t? (%btain supplies elsewh%re effecés Iorigdrurhas well as shog-run markets..For
exatr)n g, S npua |?p ofts ean production’in Brazil®y the Japanese undermines American
soybean 'market outlets fo many[f/ears.
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relmoving export instability, can also raise export revenues from farm commodity
sales.

In the past, some economists in the Economic Research Service have contended
that the export demand far U.S. farm products is price inelastic. If this conten-
tion were correct, the U.S. could raise farm export earnings by unilaterally
restricting exports. My estimates reveal an elastic demand for agricultural ex-
ports except in the very short run. Thus export revenue is lost by unilateral
export controls but revenue is increased at least slightly if the U.S. restricts
exports in concert with other exporters.’ . .

Comprehensive, effective export control entails substantial costs. It would
require either a single public grain board to replace current private export firms
or powerful controls over ﬁrivate firms that would make such firms essentiaII?/
an arm of the state. Whether the current gﬂain export sP/stem comprised largely
of private, mostly multinational, firms should be replaced by a single public
corporation is an open question. While it is true that single state co orations
predominate in major grain exporting countries, the advantages over reliance on
anate firms is not clear. A single public corporation would have served the U.S.

etter in the seriously mismanaged sale to the soviets in 1972. On the other hand,
the Canadian Wheat Board missed the market in 1974-75. It held wheat antici-
pating exhaustion of U.S. supplies, only to face later a much depressed market
price while holding substantial stocks. Under any circumstances, it is essential
that the federal government monitor export sales, requiring prior approval for
sizable sales. In my judgment, a national food policy with an adequate com-
modity reserve program can provide adequate stability without export controls.

In other words, the cost of export controls (in foregone sales, ill-will, etc. )
exceeds potential gains in the form of domestic price stability. But if export con-
trols are to be used, the conditions under which they will go into effect should be
carefully defined and advertised so that all participants in national food policy
know the rules of the game in advance.

Production Controls

Production controls can enhance stability by reducing output and increasing
prices and farm incomes in times of excess supplies and by increasing output
and dampening prices and farm incomes in times of excess demand. Past pro-
grams have demonstrated that voluntary production control programs can in fact
restrain output, provide a highly useful reserve of resources and serve secondary
objectives such as conservinP the soil and encouraging farmers to do what a more
nearly perfect market would do (convert farmland to grass or trees, encourage
alternative uses for farm labor, etc. ) in times of excess Supplie.’ If administered
properly, production controls such as the set-aside program can maintain farm
income, and can provide an intermediate-run reserve to back up short-run com-
modity stock reserves. . . .

The shortcomings of production controls are many and accumulating. It is
well to review them: .

1. Ericksen and Ray (1975) state that “. . . land withdrawal may not be an
acceptable remedK [for low farm income] since other parts of the world may still
face shortages. The U.S. could face strong adverse world opinion if production
were curtailed to support prices and farm income."

2. The balance of power in food policy has tilted toward consumers, and faced
with the option of low-cost food or production controls, they can be expected to
favor lower food costs.

3. Diverted acres were not very productive. At best, 2 out of 3 diverted acres
return to production and those that return are no more than three-fourths as pro-

s Th?ﬂ%stm]ljfy of cgtmtund for grains is ap;:troxh?utely —1.5 except for.the ahz t ru% indt-
za;’;'g Tocciata Pf’hﬁ%&fé‘?mwtmmmm&'ﬁ%-- mresn o
s St dhe e steses Sy, 2
the ex; gtbévﬁir 0r 0 ecog'?‘? or camr%%fmélgv?r% cE}Jgtrbeé’.'Ta‘f):m%sl "8 approxi.
Kutel_vf erthe 8 and is 13 o ac?rtelcomposedo the U.S., Canada, ﬁustral nd

rggnt'uﬁa. he cartel price e agtluta/ 0 exRort demand Is aC%p[oiuma F dy 1%, tImes —I%. . or
--.893. usq ercen res%n 10 ﬂ rai exBor S %/thlg] rtel wau ratse prices 1.1 per-
cent and WﬂLb aise rg eipts 3/ +1/ =.93=1 erﬁ%. The conleu5| Nn s that grain export
eaplnlngs Wi ?t ovxé%rf f EXE) rtr.rt%straélnte t(l):res in.actmgaone ut will'be’raised by a
Coa?éﬂ’ﬁo%)%’ inc&]e%r,\y\_/ 8 E gim'%v%glre %rmprg fremg?\ntceéf'ma geinal cropland 18 nlgsihcost-
effective in r(auﬁoving ro on_per TJeasur pilay sp%ﬂt 9 the program, an Oklahoma
study ( Carr an Wgﬂ é‘?n aé\ra gale fc?mPn rative ly ittle differénte among programs in
Treasury costs to divert a givén volume of farm output.
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ductive as average cropland ; combining these two effects suggests diverted acres
wereonly half as productive as average land in production. Although nearly one-
fifth of cropland acres were diverted several \éears, this constituted a compara-
tively small reserve capacity of no more than 5 percent of farm output. Diverted
land has little value for use other than farm production, and hence is virtually
costless in real terms for producing farm output. ) )

4, Reserve capacity is much greater from response to price than from bring-
ing in diverted acres. The short-run price elasticity of aggregate supply of farm
outF_ut appears to be approximately .2 for the 1967-74 period compared to .1 in
earlier years. This suggests that the potential to respond to price doubled. A 25
percent increase in farm prices can gener.at_e as much production capacity in ap-
proximately 1 year as release of 60 million diverted acres. Alternatively, a 5 per- -
cent increase in prices received by farmers sustained for several years can gen-
erate 5 percent additional capacity.

5. In part because land now accounts for only about 15 percent of farm output
and fertilizers and other purchased inputs are good substitutes for land, it is
becoming increasingly difficult to control production by restricting the use of land.

6. Allotments are now obsolete, inequitable and an inadequate foundation for
administering farm programs (see Schnittker, 1975)." Conserving bases have been
eliminated in many states and allotments are inequitable within as well as among
states. Farmers who responded to demands for greater output in 1973-75 by in-
vesting in land clearing, drainage, irrigation or other means to expand crop acre-
age do not wish to be penalized by a return to obsolete allotments used to dis-
tribute benefits of future government programs. i

Direct payment programs have been criticized because they provide more funds
to large than to small farms. This criticism may be much more applicable to set-
aside programs, since,_if production is to be controlled, large farms must be in-
cluded to avoid diverting large Eortlons of small farms. A'direct payment pro-

ram properly administered with payment limitations could maintain a family
arm structure while providing disincentives to huge, industrial-type corporate
farms. In combination with a commodity reserve program providing short-term
price and supply stability, a direct Payment program could give farmers “insur-
ance” against economic and natural disaster at lower real cost than other types
of programs.

Farm Price Supports

Price supports can serve objectives of equity and efficiency. By assuring farm-
ers of at least a minimum return if things do not work out as anticipated, price
supports can provide forward pricing that enables farmers to plan and produce
more efficiently and provide any given output with fewer resources. Many
economists agree that price supports can contribute to efficiency, but caution
against the dangers of supporting prices above the long-term eq_unlbrlum (70-75
percent of 1910-14 equilibrium on the average according to Table 2). Higher

rices escalate land prices, generate surplus output or entail high Treasury costs
or production controls, support payments and storage of excessive reserves.

In July 1975, target prices were 45 percent of parity for wheat and corn while
loan rates were 30 percent of parity for wheat and 36 percent of parity for corn. *
A considerable_amount of production is not revered by targiet prices. Farm income
would be cut in half compared to 1973 if prices fell to loan levels and would
be inadequate to avoid a major financial disaster-eliminating many young,
efficient farmers who have much to contribute. . .

Many feel that loan and/or targqt prices should be raised. The high value of
building stocks should be reflected in high prices paid for reserves so that incre-
mental output will not be channeled into production of mea? exports and other
less valued uses. The current loan rate is too low to encourage production and
bring commodities into storage. Alternative bases for setting loan or target prices
include (1) the index of prices paid by farmers, (2) the index of prices paid by
farmers adjusted for yields, (3) a moving average of past prices, (4) cost of
proclzl(uction, or (5) a price necessary to bring production consistent with desired
stocks.

Setting price supports according to the index of prices paid by farmers fails
to account for productivity gains which enable farmers to obtain a fair return

Requirement that farmers rotgte. set-aside land from one fiela to the next each X?ﬁr until
Rverapoﬂod f time %ver. fleld on their Tarm has been diverted at eme time or another can
e successful tn obt, mg diversion of “average croplmd._butlls }’f uneqbua,_sulceess in
umid o?n"mred to arid areas. In the latter, rotation of set-aside land may be little more
than a fallow system that has no impact on ‘total farm production.
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even as price supports rise a little less rapidly than prices paid by farmers. Price
supports tied only to prices paid by farmers eventually cause problems of ex-
cessive production. . )

Setting price anCFports at a moving average of prices over the last, say, 3 years
allows prices to adjust to market conditions but without tying prices to an abso-
lute period of “parity” which creates rigidity in prices. Because of high crop
prices in the past three years, a past 3-year average support price could induce
overproduction if excess demand quickly ‘turns to excess suppIP/ in the later
1970's. Also a sustained period of excess supply can lead to very low price sup-
ports. Target prices are currqntcljy inflated by the index of prices paid by farmers
and deflated by past 3-_year3/|el S. The latter adjustment unduly reducés support
levels because yields include output gains from added conventional inputs as
well as technology, hence overestimate productivity gains and overdeflate sup-
ports. Yield adjustments also are inappropriately sensitive to weather. Despite
expected continuing inflation in prices paid, target prices are projected to fall
in the late 1970’s because of recovery of yields after unfavorable weather in the
mid-1970's ( Ericksen and Ray, 1970, p. 17)._1(It is possible that the Secretary
of Agriculture will not reduce supports even if the prices mid and yield adjust-
ments call for such action. ) ) o )

Cost of Iprqductnon supFort prices are not receiving greater attention. Recently
proposed legislation would support prices at 80 percent of the cost of production,
including a land charge calculated from crop-share rent. An ‘alternative to not
validate escalating land prices caused ‘by speculation is to support prices on the
basis of non-land costs of production, with appropriate adjustment for spatial
demands so that production would not move out of areas with a comparative
advantage to high cost areas. Supporting prices at the non-land cost of produc-
tion in the major area of comparative advantage with the cost of transportation
added to supports for other was has considerable appeal

A final approach is to set the support price a year in advance based on expected
supply and demand. Flexible loan rates could be geared to build desired carry-
over. Estimates would be made of expected utilization and beginning year sup-
plies. Loan rates would then be set at that level which would bring expected
production to a level that, when added to beginning year supplies less utiliza-
tion, results in desired carryover. Market price is mainly a function of expect@
carryout, hence market price and utilization would remain quite stable. But
price supports could vary widely from year to year, and the government might
reimburse farmers the amount the support price exceeds market price. The
Treasury cost of the program would be considerable, but the real cost, measured
by output deviating from that of an ideal system would be small. .

Whether stocks would be held by the government, farmers or the private grain
trade is a separate issue. But if farmers and the private trade are expected
to hold and release stocks in the public interest, incentives such as government
payments of all or some fraction of storage costs could be built into the pro-
gram. Price sufpports discussed above can be a nonrecourse loan rate (at that
support price, fanners can place commodities under CCC loan; if market prices
fail to rise they can turn in the commodity as full payment of loan) or as a
basis for setting direct payments. o )

As stated earlier, the current first priority when production (supﬁly) ex-
ceeds demand at long-term equilibrium prices is to accumulate stocks. But
suppose stocks become excessive and farm prices appear headed for low levels.
one approach would be to invoke production controls at such levels that ex-
pected diversions would hold reserves to desired levels. Another approach is
to have no production controls but provide farmers a direct payment equal to
the difference between the market price and a minimum support rate based
on non-land costs of production or other criteria listed above. It might be
well to compute per unit payments on the basis of normal yields on allotment
acres, with allotments some fraction (say 80% ) of updated 1973-75 acreages.
This procedure would discourage overproduction because additional farm out-
put would receive the low market price. Payment limitations to say $20,000
or less per recipient would heg) keep down program costs, make thé program
more ﬁalatable to taxpayers and would provide a diseconomy that would restrain
growth of large, corporate farms and help preserve family farms.

sﬁrgrllian;énagx egsoti atas ng lgﬁén?ﬁ”s'é% qnc%sts of roducticg\ (quVconsts, Gi}nvcvleurcéin %xr_-
s b e
. per bushel an R . per u Int.
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NATIONAL MONTETARY-FISCAL POLICY AND NATIONAL FOOD POLICY

National food policy cannot be separated from monetary and fiscal policy for
the nation because the economic vitality of farmers is seriously threatened by
inflation as apparent in Table 2. The chief failure of our economic system. is
that it is “lumpy”—it concentrates economic activity temporally (business and
inflation cycles), spatlallz (inequitable income geographically) and inter-per-
sonally (case poverty within neighborhood, viIIage,_etc.% )

_Inflation is caused in no small degree by overheating the economy with exces
sive expansion in money squ!y and deficit spending to reach an unattainable
full-employment target. Inflation not only reduces real prices and incomes for
farmers, it also reduces farm output for consumers. Inflation also demoralizes
consumers-although the farm parity ratio was considerably lower in 1975 than -
in the decade preceding 1973, consumers are deeply concerned about “high”

food prices and place some blame on farmers although the principal source of

high prices is general inflation. ) )

Although jobs are moving to low-income rural areas, substantial pockets of
low income remain. One reason more jobs do not locate is because industry must -
pay more than the real wage to locate. That is, industry pays the minimum
wage, union wage or socially acceptable wage which is conSiderably greater than
the real cost of hiring workers measured ¥ lost output when underemployed
persons leave old “jobs” for more productive new employment. Millions of
workers including many farm workers and part time farmers are in poverty
because their contribution to the value of employers’ output is less than the wage.
In short, it does not pay to hire them. .

A wagLe supplement would increase national output and employment by allow-
ing workers with low productivity to receive a socially acceptable total wage
while being paid the “low” wage at which they can become employed. One pro-
posal is that workers be paid 50 percent of the difference between a target wage
of, say, $4.00 per hour and what the worker could receive from the market. For
example if a work?r %)uld obtain only $1.00 fer hour from an employer, the
supplement would be .50 ($4.00-$1.00) =$1.50 per hour for a total wage of
$2.50. If 2000 hours are worked per year, total income is $5000. A worker who
received $2.00 per hour from his employer would receive a supplement of $1.00
bringing total wage to $3.00 per hour. Thus workers who receive the higher
wage rate from employers earn more, encouraging workers to be employed
at the highest wa?e rate. Competition amon% employers for workers would also
keep wages from falling to very low levels. The P_Ian unlike several other wel-
fare reform proposals would encourage substitution of labor for leisure, would
encourage family solidarity by reducing incentive for the father to desert his
family to make them eligible for public assistance and would help raise incomes
of the working poor gover 50 percent of all poor families in rural areas) to
the level of incomes o J)ersons on welfare. Unlike other major welfare reform
proposals which would reduce national income, the wage supplement would
increase national income and expand jobs especially in labor intensive industries.
In short, a wage supplement can help to alleviate inflation, regional poverty
and reduce “case” poverty among farmers and hired workers. ~

Treasury cost would depend on several elements including unemployment
rate but would probably range from $5-$10 billion per year. For any given
outlay, a wage supplement would generate more jobs, more real output and
would target more specifically on the disadvantaged than would a public service
employment program. ) -
~ Many existing programs to end underemployment in rural areas are cost-
ineffective and poorly funded. Studies (Nelson and Tweeten, 1957) show how
underemployment can be alleviated efficiently in depressed rural areas with major
benefits to hired farm workers and part-time farmers by generating more jobs
locally. Furthermore, the mix of public programs that accomplishes develop-
ment targets most efficiently is consistent with local citizens’ goals and values
based on a survey of residents in the areas studied (Tweeten and Brinkman, 1976;
Tweeten, 1975d).

ADDITIONAL NEEDS FOR GOVERNMEé\lY'I'S_ll_Dé)'\hISCIES, PROGRAMS AND INFORMATION

This paper has focused main on programs for economic stability. The pro-
rams also are consistent with efficiency, but many other changes could contribute
0 amore efficient and effective national food policy. Several are discussed briefly

below.
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Research Administration

Our system of publicly supported research has a long and very distinguished
record, and great caution must be used in tamﬂerlng with the system. It currentl
combines elements of mission-oriented research focused on specific glgals, commod-
ities, etc. (notably in the Agricultural Research Service of the U.S. Department of
Agriculture) and research permitting a great deal of Individual initiative and
rgs?_onsaveness to local needs (notably in State Agricultural Experiment
stations}.

Yet in view of the declining productivity of publicly supported research,
some hard questions should be asked of the research establishment: Is undue
duplication (some replication is desirable) of research occurring among State
Experiment Stations? Are imaginative, productive scientists being rewarded and
provided resources while unproductive research resources are culled? Are
research funds slanted toward applied research at the expense of basic research
on altering genetic structures, etc. ? Are research funds being used to support
teaching of inefficient, small classes? Do Experiment Station advisory committees
represent those being served including consumers, commercial farmers, small
farmers and minorities? What are the procedures for allocating research funds,
and can they be improved?

Marketing Efficiency

Substantial marketing research resources have been devoted to uncover alleged
exploitation of farmers and consumers by the marketing sector. After several
decades of searching with little success for the bogeyman, it is time to turn more
attention elsewhere. Opportunities exist for increasing marketing efficiency by
fostering more competition among transportation carriers (e.g. eliminating back-
haul and route restrictions, allowing greater flexibility in transportation rates to
meet competition and permitting easier entry of new firms) removal of differences
in subsidy rates between truck, rail and barge transportation, and making foods
which require fewer resources (“synthetic” foods, bull meat, etc. ) more palatable
and accessible to consumers.

Foreign Aid

Foreign aid programs have been closely tied to the availability of grain sur-
pluses in the United States. More efficient and equitable means can be devised
to stimulate progress in developing countries, After evaluating foreign aid pro-
grams, Tweeten (1970, ch. 15) proposed that foreign aid be provided in cash or
credit form, rec%wr!ryg only that imports purchased with aid funds be confined to
items such as fertilizer plants, irrigation equipment, technical assistance and
food purchases that contribute most to development. If U.S. food supplies are
excessive, unit discounts would be offered equal to the cost per unit of paying
farmers not to produce, if that is the alternative. Aid would be committed for up
to five years in advance so that efficient development plans could be made.
Because controlling population growth is vital to meet long-run world food
needs, the U.S. should withhold aid to developing nations until appropriate
family planning is assured. Channeling aid th(ouP multilateral agencies such
as the World Bank has great merit, but is unlikely to bring much pressure for
population control.
Occupational Safety and Environmental Programs

Numerous regulations and controls are being imposed on the food industry
without adequate assessment of costs in terms of foregone output, resource waste
and inconvenience. Where issues of agricultural production and environmental
protection collide, those who favor increased agriculture production frequently
are overruled by environmental impact statements which show environmental
damage from undertaking the project. Impact statements should show output
and employment foregone under various environmental protection options so that
full benefits and costs can be assessed before decisions are made. Risks of causing
people to receive inadequate food supplies must be balanced against the risk of
using pesticides, growth stimulants and loss of wildlife from drainage of wet-
lands, for example.

Information Systems
Theinformation system required for a national food policy is composed of in-
stitutions, data and analytical systems. Each component is deficient in some
respects, and failures in one component can cause deficiencies in other components.
Useful recommendations to improve the agricultural information system have

68-877—76——15
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been set forth by Harkness (1975) and Hjort (1975) for the Office of Technology
Assessment. Improvement is overdue in the statistical capabilities of the agri-
cultural attache system. Though helpful, this in itself has limited scope to im’
prove the supply-demand data from the Soviet Union and Peoples Replublic of
China, which have been the principal sources of unstable world markets in
agricultural products. The Soviet Union itself seems to lack adequate data on
commodity production and utilization. In part this stems from failure of its sta-
tistical reporting system, which can be improved. But in part the inadequate data
stems from changes in production late in the crop season including failure to
harvest grain in the fields because of inclement weather.

My simulation analysis as well as analysis by Blakley (1974) suggests that
lack ‘of data rather than inappropriate parameters was the principal source of
inability to predict farm commodity price changes in 1973 and 1974. We appear *
to be a long way from predicting in advance poor harvest weather in the U.S.
or the Soviet Union, failure of the anchovy harvest, changes in exchange rates
and political decisions in centrally planned countries so that we can alter our
production in the current year to keep supplies and prices reasonably stable. -
Improved information systems sulgplement rather than substitute for alternative '
measures such as commodity stock reserves to bring stability to the food system.

Economic theory, statistical techniques and computer capacity are adequate
to obtain much more information out of available data. Data are adequate to
formulate a simulation model of world agriculture that will supply preliminary
answers to such questions as when and where should buffer stocks be acquired
for a world food reserve, how large should stocks be on the average, where should
they be stored and under what conditions should they be released? Many other op-
portunities to improve or add to modeling capabilities exist,

In analyzing production capacity, | was impressed with the lack of data on
supply functions for critical inputs such as land and fertilizers. Some such in-
formation can be obtained from surveys proposed by the Economic Research
Service. We can also obtain more information about the structure of U.S. agri-
culture by moving resources now used in the agricultural census to the Statistical
Reporting Service (SRS) as proposed by Hjort (1975) as well as others. The
agricultural census currently is processed much too slowly and is all too reluc-
tantly made available in detail to analysts for policy research. Because SRS
data are more reliable than those of the agricultural census which is no longer
a census but a mailed sample survey, much can be gained by moving census re-
sources to SRS to obtain economies of size, timeliness, reliability and increased
responsiveness to data needs. ) )

rogram evaluation is an Important element of national food policy and rural
development. It is not possible to evaluate the impact of proposed programs
without objective evaluation of past programs, For the most part, agencies rel
on their own personnel or hire consultants to evaluate their own programs.
large number of such evaluations contain substantial bias in the expected direc-
tion, overestimating effectiveness or benefits and underestimating costs. Agencies
are understandably self-serving, and treat those (inside or outside evaluators)
who provide unfavorable evaluations as ancient Greeks treated bearers of bad
news-they remove the bearer from any further opportunity to bring unfavorable
reports. Until a quasi-independent agen(éy (or agencies) is established to evalu-
ate major federal food, fiber and rural development programs without fear of
being destroyed, public policy formulation processes will be inadequately served.
GAO performs a useful role, but its coverage is limited.

SUMMARY AND CONCLUSIONS

The first priority in a national food system is to establish a commodity stock
reserve policy. The emergence of capricious consumer-oriented actions to hold
down prices has eliminated the option of relying on the private trade to hold
adequate reserves. .

Analysis of long-term trends in supply and demand strongly su%gest that we
will have future Feriods of excess supply that bring unacceptably low prices
to farmers as well as periods of excess demand. If the Soviet Union had experi-
enced normal weather in 1975, market prices would now be low. If normal weather
prevails in the world in 1976, the opportunity will arise to accumulate reserves
to avoid very low farm prices and provide stocks to hedge against unfavorable
weather in subsequent years. . ) )

The loan rate can be used as in the past as the threshold price at which to
accumulate reserves. But the current loan rate is far below the value to society
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of accumulating reserves. The opportunity to acquire buffer stocks could be
squandered in using added supplies for domestic livestock feed, exports and
as cutbacks in I)_roduction by farmers in response to low prices. Continuation of
the current policy leaves world food markets highly unstable in response to
uncontrollable weather.

One proposal is that the loan rate be raised to the level of nonland production
costs. This ﬁropos_al would set the stage for accumulating reserves. But it is very
important that guidelines be established for stock release as well as accumulation
so that all participants are clearly aware of the policy and are less likely to
interfere with it out of narrow political partisanship. Suggestions for appropriate
stock levels and release policies (such as a 150 percent of the loan level) are
discussed in the text. Analytical capabilities exist to simulate stock policies
and have been used with success to examine the implications of the proposal
by Senator Humphrey (Ray, Richardson and Collins, 1975) as well as others
(Tweeten, Kalbfleisch and Lu, 1971).

If stocks are to be in the hands of farmers as proposed by Senator Bellmen,
then incentives need to be provided farmers to acquire and release stocks in
the interests of all participants in a national food policy. The government might
pay farmers 25 cents per bushel of corn and 35 cents per bushel of wheat per
year of storage, with the provision that payment cease when prices reach 150
percent of the supgort rate.’Carrying costs would again be available when the
market price falls below 150 percent of the support rate, thereby retaining some
reserves for subsequent years. Or the ]government might not charge interest
on_nonrecourse loans to farmers who follow preset stock release guidelines.

The nest issue is what to do when stocks accumulate to appropriate levels.
A suggestion in the text is that farm prices be allowed to adjust to the market
clearing level and direct payments (with limitations of $20,000 per recipient)
be made equal to the shortfall of the market price below the support rate. The
payment base would be acreage allotments revised to some proportion (say 80
percent ) of 1973-75 acreage times normal yields. This latter procedure would
mean that marginal output would receive the market price, which would strongly
encourage necessary adjustments in output.

Emphasis is on buffer stocks because it is the only positive sum game for
economic stability in an unstable world. With export controls to lower prices,
farmers and foreign consumers lose. Price controls to reduce inflation discourage
output required to meet excess demand and are self-defeating. With production
controls to raise farm prices, consumers lose the output from farm land and
labor resources committed to agriculture and of little benefit to society unless
used in producing food. Although reserve policies emphasize crops, such policies
also benefit meat producers and consumers. Recent experience has demonstrated
that unstable crop prices seriously damage the livestock economy and cause
sharp gyrations in livestock prices. . .

Some economists point to the insolation of producers and consumers in ‘Japan,
Western Europe and elsewhere from 1972-75 price gyrations because they have
very high fixed commodity price supports. They go on {o point out that Américans
unfairly bore the brunt of the price roller coaster. This is a vast oversimplifica-
tion. Given the choice between high food prices some of the time (U. S.) and high
food prices all the time (e.g. Western Europe, Japan ), clearly U.S. consumers
would opt for the former. . . .

A number of other ancillary proposals to a national food policy are included:

1. A wage supplement would reduce normal unemployment, easing pressures on
government to overheat the economy in search of greater employment with ex-
cessive monetary expansion and deficit spending. The reduced_ inflation therefrom
would be of great value to the economic health of commercial farmers as well
as others. A wage supplement would provide a socially acceptable income while ex-
panding employment for low income, part-time farmers and hired workers. The
target wage could be $4.00 per hour, the tax rate 50 percent. Hence workers earn-
ing $1.00 per hour would receive a subsidy of $1.50 for a total return of $2.50 per
hour. If employed 2000 hours per year, total income would be $5000.
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2. A quasi-independent agency would be established to evaluate federal pro-

grams. Each major federal program for rural development environmental pro-
tection, occupation safety and other purposes would be systematically evaluated
for full costs, benefits and cost-effectiveness in using public funds to reach pro-
gram objectives. o )
_ 3. In recognition that food aid is only a short-run palliative and that increased
indigenous agricultural output and population control are the only satisfactory
long-run solutions to the world food problem, the U.S. needs to provide continuing
economic aid to countries which have or will develop programs to reduce birth
rates.

Foreign aid to less developed countries could be committed in cash or credit

form, with limitations that spending of such credits be confined to development

urposes. If the major need is food output, the credits could be used to purchase
ertilizers, fertilizer plants, irrigation ecwlpment, technical assistance, and other
resources to expand farming output. The commitment would be a fixed dollar
value for an extended period--say 5 years. If agricultural or other U.S. commodi-
ties are in surplus, a discount would be allowed on such purchases.

4. Information systems can be improved along lines suggested by Hjort (1975)
and Harkness (1975). More and mcreasm_gI% reliable data are needed on world
food demand and supply outlook, economic health of the farming industry, and
potential supply at alternative ;t))ric_es for inputs (fertilizers, land, irrigation, etc.).
Analytical capabilities need to be improved for examining the implications of al-
ternative world food reserve systems. o

5. The appropriate federal structure to administer a national food policy is not
clear. In a recent paper (Tweeten, 1975a) I cited shortcomings in the current
policy formulation system including failure of consumers to enter the dialogue
whilé farm policy is being formulated. Consequently, farm legislation is vetoed
as consumer interests emer?e at the last minute. Consumers of course are very
legitimate participant in policy information but their spokesmen are frequently
ill-informed. While I have no specific recommendations for institutional changes
in the federal structure, | do feel strongly that consumers should be more closely
integrated into national food policy formulation. This integration might well ex-
tend into research, extension and information systems as well as into policy
formulation. In part this will be an educational process for producers as well as

consumers
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[The following questions were submitted by Senator Humphrey to
Dr. Tweeten and his answers thereto:]

Question 1. If an international reserve program is not agreed to within the
next year or two, what would be the maximum desirable level of U.S. reserves?

Answer 1. As indicated in my paper, reserves on the average should be a;g)rox-
imately 600 million bushels of wheat, 45 million tons of feed grain and 150
million bushels of soybeans at the end of each crop year. It is unwise to place
a maximum limit on U.S. reserves, but measures should be taken once reserves
reach optimal levels to restrict supplies. This can be done either by production
controls that would remove sufficient production to maintain reserves at desired
levels, or by direct payments to maintain farm income while relying on the price
mechanism to restrain production and hold down stocks. In any given year,
because of unpredictable weather and factors, stocks could go above or below
desired levels. . . .

Question 2. Should the maximum desirable level be established by Congress, by
a presidential commission, or by some other means? .

Answer 2. | feel that the desirable level of reserves and the mechanism for
obtaining those levels should be established by Congress )

Question 3.. Am | correct in believing You favor discontinuing price support loans
when maximum desirable stocks have been accumulated ? . .

Answer 3. In one of the pr?osals I presented in my paper (the one discussed in
my presentation to the Board) | suggested discontinuing commodity loans when
desired stock levels are accumulated. The support price would continue, however.
A direct payment would be made to farmers equal to the difference between the
support price and the market price on allotments which would be 30 percent of the
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197&-75 base acreage. Thus, the government would not continue to accumulate
stocks.

Question 4. Could government costs be lowered by accumulating even larger
stocks, if required, to support market prices?

_ Answer 4. Once government commodities stocks have accumulated to the levels
indicated above, the real cost of holding additional stocks becomes large. This is
because excessive stocks have little value and are likely to be held several years,
In_approximately 4 years the cost of holding stocks is’greater than the original
price of the commodities. The chances of releasing the stocks for profit are ex-
ceedingly small. Thus it is cheaper to pay farmers not to produce (or to use direct
Bayments and depend on the price mechanism 10 restrain production) if stocks
ecome excessive. . . o .

Question 5. Have you estimated the relative cost of stabilizing farm income by
deficiency payments rather than by cropland set asides?

Question 6. If so, how would they compare? . )

Answer 5 and 6. It is more costly t the Treasury to stabilize farm income by .
deficiency payments than by cropland set aside. But this is only one aspect of the
issue. Social costs can be defined as the reduction in total volume of goods and
services produced in the nation with one {)ro ram versus another. A direct pay-
ment program by this measure is less costly than an acreage diversion program
which removes resources from production ! Furthermore, direct payments are
more flexible and can be made more equitable among farm income groups.

Because acreage diversion programs have been run very inefficiently in the past,
the Treasury cost of direct payments would perhaps be only 50 percent larger than
the cost of a cropland set wide program to achieve the same net farm income.
Costs to consumers would be lower with direct payments, however.

Question 7. What is the estimated cost per bushel, not including land charges, of
producing wheat? Corn? Soybeans? ]

Answer 7. Preliminary estimates of 1975 non-land costs of productionin areas
of comparative advantage are as follows: corn $1.55 per bushel, wheat $2.30 per
bushel, soybeans $2.85 per bushel and cotton 45 cents per pound lint. These non-
land production costs apply to lowa-lIllinois for corn, western Kansas and north-
ern Oklahoma for wheat, Illinois for soybeans and the Texas high plains and
Mississippi Delta for cotton. Support rates tied to non-land production costs
would be adjusted for transportation and other factors so that rates would be
higher in other areas of the country than those indicated above. These support
rates are not high, and would not entail large government costs for deficiency
payments. They can be faulted for not being high enough to generate sufficient
commodity stock reserves. Accordingly | suggest that, to obtain needed stocks,
farmers bé provided a payment of 2510 35 cents per bushel to encourage them to
build stocks to desired levels. As a condition for receiving this payment, farmers
would agree not to release stocks at less than 150 percent of the support rate.
Thus working stocks would have to be provided b the private trade.

Question 8. You do not expect much benefit to United States from the recent
Russian grain agreement and you do not propose changes in existing statutory
export control authoritg/. In view of the disturbing effects of recent voluntary re-
straints imposed by U.S. without consultations, how should an unusually large
export demand by the Soviets, such as occurred this fall, be handled?

Answer 8. As indicated in my paper, | feel that it would be unwise to expect
too much from the recent Russian grain agreement. It is not a substitute for com-
modity stocks and other measures to stabilize markets. | feel that exports should
be monitored, with reporting required only for impending sales of significant size.
The purpose is to keep the Soviets or any other nation from exploiting our frag-
mented export structure by buying from Several firms at one time, with no one of
these firms realizing the magnitude of the overall sales and hence, misjudging
price. If commodity stocks were adeguate in the U. S., a large export demand such
as occurred In 1975 could be handled without export controls.

Question 9. Have You estimated the cost of a wage supplement Program? How
many workers might be affected?

Answer 9. The costs of the wage supplement program would depend on a
number of factors including the degree of unemployment in the economy, the
target wage, and the proportion of the difference between the target wage and
the market wage made up by subsidy. Costs would range from $5 billion to $10
billion per year. Several million workers would be covered and the exact
‘numbers have not been worked out. However, | strongly emphasize that the
cost which | indicated is that to the Federal Government. Again, measured by
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the real economic costs defined as the reduction of goods and services produced
below that of a perfect market, the wage supplement would be very low cost
because it would increase output of goods and services in the country.

Question 10. How would your suggested quasi-independent agency for evaluat-
ing Federal grograms differ from the General Accounting Office’ o

Answer 10. A problem with the General Accounting Office is the limited cover-
age provided. In a very extensive review of rural development programs, for
example, | found virtually no programs evaluated by GAO. Furthermore, GAO
provides comparatively few benefit-cost analysis—their evaluations are more of a
%eneral nature. The quasi-independent agency | proposed would have much

roader coverage and economic analysis in depth. ) ]

Question 11. Why not reorganize the GAO and have it make cost-effective eval-
uations of Federal programs? o o

Answer 11. | have no quarrel with reorganizing the GAO and providing more
funds to more completely evaluate federal programs. Some might raise the issue
that, just as executive evaluation agencies tend to bias results in favor of pro-
grams supported bg the President, GAO might be faulted for bias in favor of
programs sugported y the Congress. . . . .

Question 12. How can United States stimulate increased family planning pro-
grams in the developing countries without incurring their ill will? . .

Answer 12. The United States would incur some ill-will in f)ro.motmg family
%Ianning programs in developing countries. The amount of ill-will generated 1

elieve would be a small price to pay for the long-run contribution to the well-
being of the people that would ensue.

Question 13. What is an “optimal reserve management?” o )

Answer 13. Optimal reserve management is one which minimizes the social
cost, where social cost again is defined as the deviation of output of goods and
services from that of a perfect market. It has great value as a measure of the
worth of a policy because it does not consider the interest of consumers apart
from farmers or taxpayers. It is the best single measure that economists have
of the contribution of a policy tooverall national well-being.

Question 14. How is the “equilibrium price” computed?

Answer 14. The “equilibrium price” in a stock change formula can be computed
from existing analytical tools. In practice, however, we can come close to esti-
mating an equilibrium price simply as the full cost of production, including 1/3
land rent, for any particular commodity. Such estimates can be supplemented
with other more sophisticated devices such as predictions from econometric
models. The equilibrium price need not be estimated exactly; it is only necessary
that the equilibrium price fall within the bounds of stock accumulation and
release prices. If loan prices chronically exceed equilibrium prices, problems
emerge of excess production, burdensome commodity stocks and/or high Treasury

costs.

Question 15. Do you think there should be mandatory public reporting of all
export transactions? ) i
_Answer 15. | do not advocate mandatory public reporting of all export transac-
tions. Only exports for major commodities and of significant magnitudes need to
be reported. This should'in no way be conceived of or operated as an export
control device. Rather it is a means of keeping informed in case very large export
transactions are involved. The fundamental problem with our export system is
that large purchases such as the grain sales to the Soviets in 1972 can move us
far up the demand curve to a substantially higher price. But without information
on the degree of sales, the sales price is at a much lower level. Failure to com-
municate the magnitude of sales allows a monopolistic importer of American
farm products to exploit our fragmented export system.

Chairman HumpHREY. Congressman, do you want to ask some ques-
tions first?

Mr. 13 BROWN. Senator, | have some questions but I certainly would
like to yield to you.

Chairman HumpHREY. | want to yield to you. )
Mr. BROwWN. I am a little reluctant to take the time to ask questions

in view of the far greater familiarity’ with this area that Senator
Humphrey has and the great contribution he is making in all its vari-
ous areas, including the Technology Assessment Board.
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However, | have become convinced that there is going to be a need
to stabilize basic commodity prices, particularly grains, which enter
into the export market in far greater degree than any other commodity;
and that only where we do have a degree of stability can we undertake
a reserve program which is equally important.

I note in the testimony of all of you gentlemen comments with regard
to this or comments that relate to it.

For example, Mr. Jaenke has pointed out what he described as the
18th century laissez-faire philosophy which motivates the present
administration of the Secretary of Agriculture, and of course that -
philosophy is not favorable to a program of price stability.

On the other hand, the other two papers contain specific recommen-
dations for stabilization of grain prices. Dr. Cochrane's paper sug-
gesting that a price level could be held within a plus or minus 10 per- -
cent figure; and | gather Dr. Tweeten feels a greater range of price
stability, price levels, would be necessary.

The point being, however, that we need to have both a bottom and a
top. We need to recognize that the one protects the farmer; the other
protects the consumer. And hence they are both essential.

May I ask, and this is preliminary to the question, those of you who
have commented on this problem of stability of price, do you think
that agreement could be reached on a spread, whether it is plus o-r minus
10 percent or some other figure that would do the job, both of protecting
the consumer and protecting the farmer and his income, given an
administration which was not devoted to 18th century laissez-faire eco-
nomic philosophy ? Is that a possibility ?

Dr. COCHRANE. Let me make two or three comments. Here | will be
quite political because | think the answer is political.

No, I do not think that this administration will push the kinds of
ideas that are necessary to bring it into being, both internationally or
at home. | think, in a 1 fairness, we should recognize that our grain
farmers typically do not like the idea of a legitimate reserve stock pro-
gram withboth price ceilings and floors. They are quite opposed to any
kind of program that would put any kind of ceiling on prices.

Mr. BRowN. They are not reluctant----

Dr. CocHRANE. They want a floor. The want a “Heads | win, tails
you lose" proposition, which they have become used to over a long
period of time.

Tobring the program into being would take—would take two or
three things, It will take leadership internationally, and it will take
leadership here at home.

I agree with Dr. Tweeten, I am not quite sure of the mechanics, but “
some Kind of sweetener is going to have to be offered to farmers to get
them to come along, because I think what farmers really believe, and |
believe it, too, in light of what I said, that there are going to be more
high price years than there are going to be down years in the next 10
years.

If you believe that, then you will be reluctant to put a price ceiling
over yourself. Whereas, consumers, | think, realize that things are not
so happy for them, and hence the pressures typically come from the
consumption side.

So | think a great deal of leadership, both internationally and
domestic, is going to be required to bring into being an effective grain
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reserve stock program. | think some sweeteners are going to have to be
offered to farmers to keep them from bucking in very hard. | am talk-
ing specifically of the grain farmers.

Livestock farmers might be a bit more happy to go along with it.
But this is not a downhill pull, or it would ‘be occurring now.

It is going to take some real leadership to bring such a thing about,
and there is going to have to be something in it for farmers to keep
them from dragging their feet badly. I do not talk to any grain farm-
ers who even want to talk about a grain reserve program.

Mr. BRowN. Mr. Soth wanted to make a comment.

Mr. SOTH. That is absolutely correct as far as grain producers are
concerned and soybean producers. | hear the same thing that Dr.
Cochrane mentioned.

However, | think that livestock producers, the poultry industry, and
the cattle people particularly, have a somewhat different attitude.
That attitude of livestock men is not being reflected in the policies of
the leading farm organizations. But they understand, | think, better
than the grain farmer this instability problem.

There are lots of cattlefeelders that were wiped out a couple of years
ago, and the poultry industry has been hurt by these gyrations in
prices. I think they would support and welcome an effort of this kind.

I would like to emphasize one more time that an effort at national
planning, where the Government and leading farm organizations and
others sat down together and tried to set forth some goals on produc-
tion, what we need for reserves and so on, would be a fine educational
process, that we would all have a better basis for looking to the future
and for establishing these reserves than going the way we have been
going.

Mr. BrRowN. Thank you.

Mr. JAENKE. | disagree with at least one of the statements, particu-
larly that Dr. Cochrane just made, that farmers do not care about this
whole question, and they only want something at the bottom and do
not want anything at the top.

I work closely with a number of farm groups and from that expe-
rience | do not agree that farmers are insensitive to adverse effects on
other groups.

Mr. Brown. | believe they were trying to separate elements within
the farm community.

Mr. JAENKE. Let's put this in proper context. Farmers do not have
a floor under their prices. When you talk about $1.37 for a bushel of
wheat as a loan price, well, that does not even cover starting out and
getting the land ready. Farmers have had no experience with any
reserve program, only with surpluses. There has been no leadership
talking about this. There has been no effort to develop the rationale
and logic to show that there are benefits to agriculture, not only live-
stock people, but there are benefits to grain people, too, of a well-
planned reserve.

They have nob had this full impression of what can happen and
what the benefits of this can be. So what they have is a meaningless,
totally meaningless, support program or floor program. With these
conditions they worry about what level the top cutoff is going to be.
And in those sort of circumstances, I am with those grain farmers in
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not wanting a reserve. But that is not what we are talking about, |
hope, in this hearing. The consensus of the discussion at the hearing
has been that we are talking about something that combines a mean-
ingful floor with some type of meaningful reserve to protect against
skyrocketing polices.

Right now, we have got grain price ceilings, but they are made b
a luncheon meeting of third level State Department officials with
some foreign government.

Mr. BrowN. Do you think it is possible to achieve some reasonable
agreement as to the levels of floor and ceiling prices that would be
realistic ?

I was a little bothered at this content of plus or minus 10 percent.

Dr. CocHrRANE. Let me speak to that.

What | was talking about was a price stabilization range of plus or -
minus 10 percent, say, for 1976 of the most recent 3- ear average, and
that is a pretty high range. | am not suggesting tofarmers that they
go back to a pre-1972 price level for the grains. I have argued, wher-
ever | speak, that the level of price support should be raised—in fact,
what | was suggesting is the following:

That we try to stabilize prices around a moving 3-year average
of prices and it would begin with the last 3 years. The international
program would acquire stocks at the bottom of the range-that is at 10
percent below the 3-year average-to put a floor under the range, and
sell stocks at the top of the range—that is, at 10 percent above the
3-year average-to put a ceiling on the top of the stabilization range.

I have also argued elsewhere that the loan rates for all farmers
in the United States, in such a program, could appropriately be raised
to the bottom of this stabilization range. Maybe if farmers understood
it-maybe if they understood it--they would be more favorable to the
stabilization idea. | am not talking about peanuts f-or them.

Mr. JAENKE. The answer, in my judgment, is yes. | think that this
can be worked out.

Mr. BRowN. There are going to be two kinds of objections to stabi-
lized prices. By stabilized, | mean those that provide a set price range.

First, the objection that that is not the business of a free market
system or a Government that is committed to free market policy.

Second, that whatever prices you set, there will be arguments from -
others who may agree in theory that there ought to be price stability,
but that the prices chosen are wrong, that you have not properly pro-
tected the farmer or the consumer.

The consumers will object if the ceiling is too high. The farmer
will object if the floor is too low.

So | am disregarding the first objection, based on the 18th century
as a fair economics, but I am trying to pinpoint the degree to which
we might be able to reach agreement on the spread between the base
and the ceiling.

Dr. TweeTeN. | wanted to say a little bit on the issue of floor
prices.

One of the problems, when you try to retain the very narrow range
of prices, is that it entails in many cases very substantial resources to
keep prices within that range.

Mr. BROWN. If | may interject. it has been my experience analyzing
productivity figures in many areas that there is a normal difference
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in productivity, that is the ability to produce at certain unit costs, and
it is at least 20 percent, and maybe more in many areas.

Dr. TweeTeN. Even more than that.

Take, for example, soybeans. The nonland production cost in Illi-
noisisabout $2.85 a bushel. The land cost is nearly 50 percent of non-
land cost of production.

If you allow price to rise 50 percent above loan rate, set at the non-
land cost of production, and allow it to rise no further, you cut off
chances for a profit. Furthermore, if you raise the loan rate substan-
tialy above what | suggested, then you face a problem of restraining
production, because price supports will encourage overproduction.

I was trying to pick a reasonable compromise on support prices
in light of the fact that | think there are many who feel supports
should be sharply higher while others feel there ought to be consider-
able market orientation in farm programs.

Mr. Brown. | think initially any stabilization program is going to
have to be fairly broad in order to give some sort of allegiance to the
effect of the market or some sort of recognition to the effect of the
market. It may be possible to narrow it later as we get further experi-
ence with it.

Dr. CocHrRANE. Well. | agree and disagree with most things that
have been said recently, but let me comment.

If you had an average price of wheat, of say $4, a range of plus or
minus 10 percent is $3.60 to $4.40, this is an 80-cent range. That is
enough to give people signals about what resource adjustments are
needed.

If the stabilization range gets much bigger, or, if the range is as
big as prices fluctuating anyway, then you are only giving lip service
to stabilization.

I might agree to say plus or minus 15 percent; or you might say
minus 5 plus 10. There are all sorts of price range combinations.

But the point | want to make is that a range of $3.60 to $4.40, is 80
cents, is not a small range.

Mr. BrowN. How does that compare with the actual range ?

Dr. COCHRANE. When Mr. Jaenke and | used to be in the Depart-
ment, that would have been a hell of a big range.

Mr. JAENKE. Based on recent years, it would look much more too
narrow. | would prefer to see a wider fluctuation within this thing.

The range for wheat has been from $2.90, $3 to nearly $6 a bushel
over the last 24 months.

Dr. COCHRANE. Is that good?

Dr. TweeTeN. Nonland cost of wheat production in western Kansas
and northern Oklahoma is about $2.30 a bushel. And, furthermore,
the total cost with one-third share is $3.06 a bushel. Excess supplies
of wheat will build without production control with the price supports
that Dr. Cochrane is talking about.

Mr. SotH. What we are talking about, all of us. | think. is stability
around a long-term trend. We are not trying to tinker with the long-
term trends in cost and demand and supply.

Mr. BrowN. All of you seem to agree that the long-term trend is
upward.

Mr. SOTH. That is where we are going to argue-

Dr. TWEETEN. Great fluctuations.
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Dr. COCHRANE. I am going to ask a question of my colleague here.

Mr. BrownN. | encourage you to do so if it will contribute to the
record.

Dr. CocHraNE. | know how much market prices have fluctuated in
the last 2 years.

Were you saying we want a “stability” where prices fluctuate that
much in the future, or do you want to narrow that range down?

I am not sure what you were saying.

Mr. Jaenke. | want to narrow the range but not as much as you .
do.

Dr. cocHraNE. OK.

First, | would like to say, Congressman, that | do not argue that
plus or minus 10 percent is the correct stabilization range. It might .
be plus or minus 20 percent, or there can be other kinds of stocking
rules.

I would like to argue with my colleague, Dr. Tweeten, though, that
I do not think land costs are relevant to this discussion. Land costs
in this context are totally meaningless.

Land costs go anywhere that the price level goes.

What is really important, and | think it is implied in my statement,
is that the nonland costs are important.

Land costs simply rise and fall with price levels. That does not
mean it is easy for farmers. In fact, if we should get a big decline in
prices now, and prices should fall to where they were, one of the
anguishes that farmers would go through would be deflating their
assets to a new price level.

But what happens to land costs does not impress me at all—what
happens to land costs is simply what happens to price levels 2 or 3
years later.

Mr. BrownN. | would think it would be material only if there is
quite a bit of entry into or exiting from—

Dr. CocHrRANE People very quickly capitalize increased returns.
You do not have to be ‘buying the land to capitalize the value of the
land sales values into your asset value.

Mr. BrRowN. Dr. Tweeten.

Dr. TWEETEN. The only thing worse than viewing what happened
in the 1960's as the guide to the future is to view 1973 and 1974 as. -
the guide to the future. Our analysis indicates that what happened in
1973 will happen only once in roughly 35 years. | submit that if we
had a more intelligent commodity stock program and an acreage di-
version program more responsive to emerging events, we could have
avoided many of the undesirable consequences of the 1972-74 period.

I do not think we would want to pay the price for a security policy
that would avoid any price rise in response to a very rare circum-
stance such as occurred in 1972-74.

Mr. SOTH. They developed again in 1975.

Mr. BrRowN. Let me offer a simple hypothesis, and then please com-
ment after that.

Recognizing the nature of the political process, which makes change
by incremental stages only, would it be reasonable, if we were to pro-
pose the introduction of a stabilized agricultural price program, cou-
pled with a reserve program, to look at the fluctuations over a recent
period of history—take whatever you wish, 3 years, 5 years-and
develop price levels, upper and lower, which were less than those
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swings but which perhaps were not drastically less and that we then
seek to obtain from experience after 1 year or 2 or 3 years of this to
optimize that spread in order to achieve the policy goals of full pro-
duction and adequate reserves that we are seeking to obtain?

This 1 am suggesting from a political standpoint as probably being
the way that it would occur anyway. Is there anything wrong with
that ? |1 would like to hear your comment, Dr. Cochrane.

Dr. COCHRANE. Would you restate the position. I am not sure |
understand exactly.

Mr. BrRowN. | am suggesting that we look at the price swings in the
commodities such as wheat or soybeans. They vary in the amount of
the swings, of course. And that we seek at an initial stage in stabi-
lizing prices to confine the upper and lower levels within a range
smaller than those actual fluctuations over some reasonable period of
time on the basis of experience, determine the optimum range that we
want to have as our price stability program.

Dr. CocHRANE. Yes, that might be the way to go about it. |
agree, you begin not by narrowing down the range ‘of fluctuation too
much. You begin gingerly, and as you gain experience with the
program, you could tighten it down. | think that is one way to begin.

I was not trying to sell this 10-percent range. | was only using it to
illustrate. But | think there is an important point to what | was say-
ing: It is that you could do an effective job of holding world prices
in such a range with an average reserve stock of about 60 to 70
million tons, which is considerably less than the U.S. Government
held in 1960. I am using the 10-percent range to illustrate the magni-
tude o-f the job.

The way to begin might well be to begin with a much wider stabili-
zation goal or objective and then when you have gained experience to
possibly tighten it down. And maybe you would never want to tighten
it down. I do not know.

Mr. Brown. Let me interject one additional point from my own
information and for the record. Can any of you contribute any in-
formation as to what the range of prices has been maintained at in
other countries separating market and nonmarket countries, if you
have that information ? This would provide some sort of basis for
analysis and precedent if we had that kind of information.

Mr. JAENKE. We could certainly provide it, yes. In a nutshell
though, for those importing countries in the commercial market
sector the prices ranged right along with what our prices ranged
because they were coming into world markets.

Mr. BRowN. Many of those maintained domestic controls.

Mr. ,JAENKE. Almost every country has a much more government-
structured program for maintaining grain prices, and generally
around the world those grain prices—I am speaking just of grain—
are somewhere between 25 and 75 percent higher than U.S. prices
have been over the last decade.

Mr. BrRowN. obviously any program has to start with probably
wheat, and corn and maybe then more control to others— —

Mr. JAENKE. And rice.

Mr. BROWN_. Yes. | am again looking at it politically. We start with
the highest priority and move down the line.

Dr. Tweeten.



234

Dr. TweeTeEN. Some have pointed with approval to the Japanese
and Western European system. They have high fixed support rates.
They largely avoided the gyrations of prices that occurred in 1973
and 1974 in this country. Some people look at this with approbation
because they did not experience instability,

I submit that if American consumers are confronted with the
possibility of high prices once in a while, versus high prices all the
time, as you find in Western Europe and Japan, the will take the
former. On the other hand, we can develop policies that more effec-
tively reduce instability. .

Considerable analytic capability using simulation models exists
to operate on a small scale the farm economy over a period of years
to learn how various policies would work.

One of the complaints among farmers and others is that policies -
keep changing. Farmers like to know the rules of the game, | think
they would even put up with export controls if they knew the rules
of the game. In other words, farmers want a policy established in
advance. They do not want a trial and error system.

Mr. BrRown. | would concur wholeheartedly with that. and yet the
problem basically is that we have in this great democracy of ours
national administrations with widely divergent philosophies, and
this reflects the fact that the people of this country, not being eco-
nomically sophisticated in general, have widely divergent ideas as
to what is the best kind of program. They tend to see the situation
from their own rather narrow point of view and not with regard to
long-term economic reality.

Mr. Jaenke, we have not dwelt too much with your own proposals
having to do with organizational change, and they pose some rather
interesting possibilities. 1 would like to invite any of the other
panelists if they would care to comment with regard to the sugges-
tions made by Mr. Jaenke with regard to the restructuring of the
organizational aspects of this matter, and you here have an oppor-
tunity to get back at him for what he may have said.

Dr. COCHRANE. | found his comments very interesting. My reac-
tions run as follows: I find his first proposal and his third proposal
the most easy to live with. I cannot visualize this policy organiza-
tion, the second proposal that had no implementing power, very
easy to live with. | do not quite see how it would work. ’

M-y reaction would be first to to his first proposal, namely. that there
bean assistant to the President that has the responsibility of trying to
coordinate these various agencies and have a food council that reported _
to him. That in my judgment is the place to begin, and it ought to
begin soon.

The Congress then might well want to review his third proposal and
give it some serious thought.

Some of these things can be pulled together very easily but some
cannot. Take transportation—the transport system has got to serve all
kinds of users, and you cannot ever pull all of the transport implica-
tions over into this food agency.

So, I would like to see the Government begin with the first proposal
made by Mr. Jaenke. I would like to see the Congress seriously consider
the third alternative. It is rather difficult for me as a sometime bu-
reaucrat, to see how alternative two could be made to work.
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Mr. BrRowN. Mr. Soth.

Mr. SotH. | have been watching changes in Government organiza-
tion for quite a, few years, and | take a pretty cynical view about just
shifting agencies around. 1 am not very sanguine about any organiza-
tion of this kind, any of the three, that is very useful. I would rather
concentrate on the kind of policy you want to achieve and to set up a
planning organization in the Department of Agriculture. And, as Dr.
Cochrane and | said in our paper, just on the matter of intelligence
information, let us make minor adjustment within the present system
to try to make it work better rather than reshuffling of agencies.

Mr. BrownN. Did you have a comment, Dr. Tweeten ?

Dr. TweeTen. | feel strongly that farmers and consumers need to
improve communication. Farmers have been upset in the last few years
by actions which they do not favor, and which they feel have been im-
posed upon them by consumer interests. They feel that agriculture
policy has gotten out of their hands. I think from the consumers point
of view there is also a good deal of distrust.

Greater communication between farmers and consumers is needed in
policy formulation, so that when farm legislation reaches the final
stage consumer interests do not suddenly emerge and say: "We do not
want this.” This opportunity for communication and dialog ought
to be possible within the agencies that formulate food policy. It would
help educate both the farmer and the consumer, neither of which ap-
preciates the other's point of view.

Mr. BrRowN. Do you want to respond, Mr. Jaenke ?

Mr. JAENKE. | think it is naive to think that—light of the emerging
importance of food as an important economic factor domestically, as
an important economic factor worldwide, and as a tool in our inter-
national structure and in the complex of international affairs-h think
that the Department of Agriculture by and of itself is going to be able
to make isolated decisions. | think what we showed here, the Executive
Office Organization for Food Issues chart, and the 26 Government
agencies that in some way or the other have gotten into this food prob-
lem, is not because people wanted it to be that way. It just happened
that way. It developed because of its importance. AID has got a role in
food. State has a role. Treasury has a role. Federal Reserve, et cetera.

Right now we have compartmentalized, divided decisionmaking,
scattered around all over. In order to tackle this our Government set
up some White House structures. These expanded and expanded until
we have committees on top of groups on top of boards, | think all
three, four, five, or six of us here to today are saying roughly the same
thing, that we have got to get on top of this total food picture.

I do not think you can do so short of some single coordinating deci-
sionmaking body with all the information and all the facts. Whether
any one of these three alternatives have great preferences or not is
really less important than the point that we have got to get all facets
pulled together. And to say that the Department of Agriculture can do
it or the Department of State can do it or farmers can do it or con-
sumers, is ridiculous. The decisionmaking process must be pulled to-
gether to bring about some long-range planning and some coordinated
efforts in this area.

Mr. BrownN. Do you want to pick upon that, Senator?

Chairman HUMPHREY. Yes.
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Mr. BROWN. He said long-range planning.

Chairman HuwmpHrey. We need long-range planning in many
things. 1 have introduced legislation to set u a White House coordi-
nator to pull together the many facets of food policy. We have a
school lunch program, the WIC program and the supplemental feed-
ing program, among others. Then we are faced with the policy argue-
ments that take place between Departments of Treasury State, and
Agriculture. The most recent example is the so-called voluntary em-
bargo on ‘the sale of grains to not on y the Soviet Union but elsewhere.
I think some structural reorganization is in line.

By the way, yesterday at our OTA meeting, we approved a series
of proposals for further study, such as on the technology of food
processing. Another approved assessment is on alternate national
food policies and a third one is on the normative function of
grading.

Mr. Jaenke, is the legislative authority for dealing with threatened
food shortages or occasional surpluses adequate for supplementing
our free market system ?

Mr. JAENKE. No, sir. The current legislation, Senator, the Agri-
culture Act of 1973, has ‘had one major—major weakness-and that
is opportunity for adjustment in the loan and target prices was not
able to take effect by law until 1976 and based only on the 1975 cost
conditions. Since mid-1973, there has been somewhere around a third—
a 33 percent-increase in the cost of inputs. But in 1976 because of
the wording of the law, this will reflect itself- for the first time as
probably an 8, 9, 10, or 11 percent increase at the maximum. So,
from that standpoint, it is not adequate.

Second-and ‘Congressman Brown brought this out very well in a
guestion he asked of us-is there a way in which we could use the
basic concept and add Willard Cochrane's idea of a 3-year average?
Basically yes, but | think maybe we have a little difference as to how
wide should be the range in market play. | personally favor more
than the 10 percent that was suggested in one of the papers.

But the ‘basic concept of a loan level with a target price, coupled
with some reserve legislation, coupled with some overall policy co-
ordination in the information sense and in the international sense,

food -

then | think we can move ahead into the next decade with some _

confidence and some ease.

Chairman HumpHRrREY. | have introduced a bill similar to that. |
want you to actively support it, Mr. Jaenke.

Mr. JAENKE. What is that number, sir? [Laughter]

Chairman HumpHREY. Our problem with this sort of thinking is in -

the Committee on Agriculture. 1 happen to think that if you just
let it run wild, the producer ultimately gets a poorer deal than he
would have if there was some market stability.

From the consumer point of view, once those prices go up, they
just do not come down. Just this morning | said to Mrs. Humphrey,
“How much did you pay for that bacon?" because she only gave me
two strips of bacon and 1 like three. You know, | was just kind of
edgy in the morning, and I said, “How come | did not get three strips
of bacon?"

And she said, "Do you know what the price of bacon is?"

I said, "No, | do not. I know the price of hogs has gone down."
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And she said, “Well, you go tell that to all your Senator friends
up there, will you." | was getting motherly and wifely advice in the
morning. That is the way that day started.

And 1 said, “Why, | was just out home. | saw that hog prices had
gone down about 40 percent since August.”

She said, “You go over to the supermarket and see what bacon
prices have done." She said, “This bacon cost $1.99 a pound. This
is the cheap bacon." And she said, “The other bacon is $2.26, $2.19."

| said, "That is what you told me 2 months ago.”

She said, “That is right. It has gone up since then."

I said, “In the meantime, the price of hogs has gone down."

Is that right, the price of hogs has gone down, Lauren?

Mr. SOTH. That is right.

Chairman HumpHREY. My wife did not understand that, and she
told me to take it up with you fellows. But is it not a fact that once
those prices go up, they stay there a long time in the supermarket?
In the meantime, the producer is caught in the ups and downs of the
childlike fever of price fluctuation.

How do you think you can sell that to the farmer?

Dr. TWEETEN. In all fairness to the marketing sector, we must rec-
ognize that they did absorb some of the price increases at the farm
level back in 1973 and 1974,

If you will look at the margin Senator, over a period of years, you
will find that this proportion of the consumer food dollar going to
the marketing sector tends to be smaller when farm prices are high
and larger when prices are low. It tends to average about 60 percent.

Chairman HumpHREY. Meat prices have a difficult time finding their
way into the supermarket structure. | am a merchant at heart, and
I know a little something about inventory. There was not a great
deal of pork product in storage. They just did not have it.

I can understand when you buy high, have your warehouses full,
you have got to liquidate. But when your warehouses or your refrigera-
tion are at a minimum in terms of supply, this ought to be reflected
more rapidly in the finished product.

Anyway, it is hard to explain to your wife.

Mr. JAENKE. We cannot help on that latter one, sir. [Laughter].

Chairman HuwmpHREY. It is also hard to explain to the consumer.
And | think that farm people have to understand the importance of
the consumer here.

Now dairy prices are way up. A pound of butter is over $1. One
of the reasons for this is that dairy production is way down and
consumption did not drop the way USDA said it would.

If you have an economic policy relating to dairy where you do
not worry about the price of feed, where farmers were selling off
their cows because they did not want to feed them and where pasture
was not too good in many places, you are going to have problems
at the consumer level and also at the producer level.

Mr. SoTtH. | think that, as you said, when prices shoot up very
rapidly farm prices, that that does tend to get ironed into that retail
food cost and it does not come down as much. And, Luther, in that
period you are talking about, you did not mention that there were
price controls on those margins for a while in that period, and they
did not grow as fast then.

68-877—76—16
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But there is a very sticky quality to most of those margins. They
stay up once they getup there.

Chairman HumpHREY. We have had two or three proposals on
reserves. As | understand it, Dr. Tweeten, you feel. that a reserve
could beheld by the farmer.

Dr. TWEETEN. Yes; | say that because it is one way of getting a
reserve policy acceptable to farmers who now oppose establishment
of a reserve policy.

Chairman HumpHREY. | understand the farmers’ concern about a
reserve policy.

I have made a proposal using about the same figures that you out- ~
lined--45 million tons of feed grain, about 500 million bushels of
wheat, 150 million bushels of soybeans, and 150 percent release price
of the target price. -

I was interested in your proposal of a fee for the farmer storage. My

reposal would have one-third of that held by the Commodity Credit
Corporation, and two-thirds of it held on the farm. My proposal sug-
gests 2-year nonrecourse loans, for example so that Commodity Credit
Corporation could not demand that the stocks be brought on into the
market, and the farmer could market when he feels conditions are best.

I would like your comments on any of this.

Dr. COHCRANE. | would like to comment on that last point. Those
numbers that you and Dr. Tweeten have been talking about, intuitively
sound pretty good, and | have used numbers like that myself. In fact,
I used to talk about such numbers in the Department of Agriculture
between 1960 and 1965. But you have got to recognize that in using
those figures, we are the leading exporter of grams. We are linked
absolutely, completely, and irrevocably now to the world market,
Therefore, you have now got to talk about the #reck that will be re-
quired to stabilize the world market, and those numbers | think will
not do that. U.S. reserve stock, those numbers have got to be viewed
as a part of an international reserve stock program. | think that is very
important.

I also agree-and | see no reason why—that a art of the stock
could not be held by farmers. | know as well as anypody in the room
how much farmers like to hold stocks and get the storage payments.
That is fine. But you have also got to recognize that the release and
acquisition rules must be integrated into the international reserve  stock -
program. So, we can talk about a reserve stock program and a food and
agriculture policy for the United States, but we have got to continually
visualize this stabilization program and food and agriculture policy
of the United States as being consistent with international programs
because the price instability problem arises largely outside the United
States, and the long-term trend problem, however you visualize it,
arises largely outside the United States.

So, these numbers you are talking about could well be the U.S. share
of an international grain reserve, but you should think of them as the
U.S. share of the international reserve rather than just numbers by
themselves. And you have got to visualize the operating rules for ac-
quisition and disposition as being integrated into the decision rules of
the intentional reserve stock program.

Chairman HumpHREY. Dr. Tweeten.

Dr. TweeTeN. Prior to 1973, and | do not have data more recent
than that, the biggest shortfall of grain production before the 10-year
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trend was in 1965 when it was 44 million tons for the whole world. A
reserve of 60 million tons-and that is roughly what we are talking
about for grains-would handle about all but perhaps one out of a
hundred possibilities. 1 do not think we would want to hold more than
that on the average.

Furthermore, | am pessimistic about soon signing an international
food reserve policy, and | think from a humanitarian standpoint as
well as for our own self-interest--because this 60 million tons works
out from an economic point of view to be ideal for us. The United
States should establish a food reserve system.

Mr. SOTH. The Canadians, | believe, are interested in talking with
us about a joint United States-Canada reserve program. | recently
talked to a couple of Canadians, and | get the impression that the
Canadian Wheat Board would be agreeable to at least an international
reserve program to that extent, of Canada and the United States, the
two biggest exporters.

Chairman HUMPRHEY. That would be a great help, and it is the sort
of thing that we need to explore. We will undoubtedly be working
with some of the gentlemen here, will we not, Mr. Cordaro?

Mr. CORDARO. We certainly will.

Chairman HuwmpHrey. Ed, you were going to say something. Did
you have a comment?

Mr. Jaenke. | think it has been said.

Chairman HumpHREY. | have some questions that we will submit
to you for further comment.

Let me just say that | think what we have discussed here is of
immense importance. We are going to try to share this information
as widely as we can with our colleagues. I am going to take the lib-
erty, Congressman, of putting these statements in tfe Congressional
Record.

I think this is of such basic importance that we must attract more
attention to it.

We really need one of these weekends, Dr. Cochrane, that you and
| talked about earlier this summer.

Dr. CocHRANE. Yes, what happened to that lost weekend?

Chairman HUMPRHEY. | do not know. That lost weekend got lost,
I guess. It seemed to me that it would have been of great value to have
an Airlie House-type conference where we could get enough people
together to look at the dimensions of the problem before us, and dis-
cuss what tools we have to deal with the food problem and what ini-
tiatives need to be taken. The food element in our economy is of
tremendous consequence, as is the international situation.

How many of these countries that we do business with really have
a free market operation?

Dr. CocHRANE. Almost none.

hr. JAenkE. Practically none.

Dr. COCRHANE. None.

Chairman HumpHREY. | am not opposed to our free market opera-
tion. | want to make it operate. I will be honest with you. The
longer 1 am in government, the more concerned | am about what gov-
ernment tries to operate.

I do not want the Government to get into too much marketing.
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What is the effect on our system of these Government-managed mar-
kets abroad? What does it do to us in our marketing operations? Do
we need to make any basic changes in our system of marketing so that
we can do a better job for our producers? After all, the main thing we
are concerned about here from the economic side is the producer and’
the consumer.

Mr. JAENKE. | do not think there is any doubt we are at a tremen-
dous disadvantage. It is like boxing with one hand tied behind you
There is no question about it. The informational aspects, of course,
come first and foremost. Everything in this count is published. The
Chicago Board of Trade, the Kansas City Boar of Trade, and so
forth are set up to broadcast marketing conditions around the world.
The intelligence network of foreign governments in this country is

extremely able in knowing about our domestic grain situation, per- °

haps as good----

Chairman HumpHREY. You do not need to compare it with ours.
Ours has been dismantled.

Mr. JAENKE. Very good at least. And clearly there is a tremendous
disadvantage for American businessmen and cooperatives to try to
compete and compete effectively in the world markets against the
monolithic state trading system, as you have in Japan, you have in
Russia, you have in the EC countries, you have in the developing na-
tions, you have as we said, just everywhere. It is tough.

Chairman HumpHREY. There are no major countries that have this
sort of free market operation in their agricultural sector. Am | correct ?

Mr. SOTH. We are the shock absorber.

Chairman Huwmprrey. SO, we take all the shock of the instability; is
that correct ?

Mr. JAENKE. Sure.

Chairman HumpHREY. Does it in any way jeopardize our capacity
to be competitive? | suppose not because we have so much and others
have so little.

Mr. JAENKE. We take a beating. The stories of the “Great Grain
Robbery" in 1972, the prices that grain sold for earlier in the year
because the U.S. marketing system was not able to react fast enough—
our Government agencies were not coordinated enough to do it-and’
some very, very fire sales prices were obtained by the U.S.S.R. and

-

other countries that were dollars out of every American% pocket, not -

just, farmers' pockets.

Chairman HuwmpHreY. Sweden has become an exporter of wheat
during this past year, | understand. Have we lost any markets be-
cause of the embargo?

Mr. SOTH. No.

Chairman HuwmpHRrREY, We ultimately have not; is that correct?

Dr. TweeTeN. | would disagree with that.

Mr. SOTH. I do not see how we have.

Dr. TWEETEN. We have lost soybean markets. Japan is making a
tremendous effort to develop soybean production elsewhere, primarily
in Brazil. We have lost corn markets. The Japanese are developing
cotton and corn production in Thailand and other places.

Mr. SOTH. We are exporting more than we should anyway.

Dr. TweeTen. Over a long period of time export embargoes hurt
us very badly.
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Chairman HumpHREY. Dr. Cochrane.

Dr. COCHRANE. What embargo are we talking about, the one that
was on for 6 weeks or a theoretical one? Japan has been trying to de-
velop alternative sources of corn production for 10 years. The effort
to build Brazil into a soybean producer has been going on for 5 years.
These actions are not tied to the last embargo on the Soviet Union.
Sure, we are going to have competitors.

Chairman HUMPHREY. Was it not tied to the embargo in 1973?

Dr. COCHRANE. It had some effect, sure.

Chairman HUMPHREY. The Japanese have to have soybeans like
t hey have to have oil.

Dr. COCHRANE. The 1973 embargo really did scare them, and it put
them in motion. But this last embargo has had almost no effect on any-
body, or anything.

Dr. TWEETEN. But the important point here is not necessarily the
embargoes but the very threat of embargoes. You do not have to put on
an embargo. All you have to do is make it known you are willing to
embargo if things appear to be unfavorable.

The Japanese are a little bit more determined. They have been
developing literally millions of acres of soybeans in Brazil. Is that
not a fact?

Mr. SoTH. Yes, and we ought to encourage them. Our problem is not
whether we can sell our export surpluses m competition for the export
market. Our problem is to increase total world food production.

Chairman HumpHREY. | think you can do both, but I do not want
to lose a market if we don’t have to.

Mr. SOTH. Should we not encourage agricultural development else-
where in the world?

Chairman HumpHREY. Yes, very definitely.

Mr. SoTtH. Including Brazil.

Chairman HumPHREY. Yes.

Mr. JAENKE. But not for the reason, Lauren, that they have been
tricked and misled by U.S. Government actions a la embargoes. We
ought to be encouraging development of food around the world for
different reasons than the embargo of soybeans.

Mr. SoTH. | am not in favor of trickery, no. [Laughter.]

Chairman HumpHREY. | am glad to see that you plowed against
that.

Is there anything else that you would like to add? How about any
of your associates, Mr. Jaenke ?

Mr. BATES. It has been pretty well covered.

Chairman HUMPHREY. This has been a very informative hearing.
Thank you very much.

[The hearing was adjourned at 12:57 p.m. to be reconvened on Febru-
ary 4, 1976.]



