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SUMMARY

1. The object of the paper is to discuss the extent to which experience
with the agricultural policies of developed countries can be related to
the problem of international commodity regulation. The basic similar-
ity of the problems is striking (paragraph 4), and the techniques used
by governments in farm policy also have a close affinity to those sug-
gested in an international context (paragraph 5).

2.  Traditional (pre-1930s) farm policies relied heavily on tariff protec-
tion against the growth of agricultural trade: the 'new' policies of
market intervention arising from the depression went further, in
particular, in exporting countries (paragraph 8). This was consistent
with the growth of government control over other aspects of economic
life.

3. Farm policies evolved to meet wartime and post-war conditions, and
then to assist in the control against inflation in the last decade. As
commodity prices resume their more normal relative levels, concern
over farm income support has tended to re-emerge. But the political
basis for such policies may now be much weaker than previously.

4. The objectives of farm policies are a reflection of the agricultural trade
balance, the general economic attitudes and performance, and the
political structure of the country concerned. There are strong simi-
larities in the ways in which developed countries have tackled their
farm and agricultural market problems, in spite of these differences
in economic circumstance. In particular the instruments used have
differed in emphasis rather than in kind.

5. Political attitudes towards the role of the market in influencing per-
sonal incomes and business investment decisions is one important
factor in the development of farm policies. But this has varied over
time in all countries, and is not a reliable guide to the policies of any
particular country.

6. Countries have used a mix of policies including the improvement of
markets through producer organisations,the state purchasing and sale
of output surplus to domestic market needs, the control of output
through delivery quotas and acreage allotments, and the payment of
supplementary subsidies to hold up farm returns. The emphasis has
been on price control in agricultural markets, rather than the im-
provement of efficiency and the facilitation of resource adjustment

per se.

7. All the countries studied have run into budgetary problems, and the
control of exchequer costs has proved the main constraint on farm
programmes (paragraph 40). The policies have not been particularly
cost-effective, but have survived because they appear to be tackling
a nagging and persistent social problem. The more positive policies
have aimed at improving market channels and investment decisions:
the least successful have given blanket guarantees of markets which
would not exist without government support.



10.

11.

12.

13.

14.

International commodity programmes differ from farm policies in their
institutional and administrative forms. A political consensus which
readily accepts income transfers, and a sizeable bureaucracy which is
adept at modifying programmes to new conditions have given farm
policies a degree of continuity and flexibility. These conditions may be
less easy to obtain at an international level. Control over markets may
be easier to achieve, and problems of information less serious at a
national level (paragraph 47).

Short-term intervention in markets has often, in national policics, taken
the place of longer-run market development. This has led to an ob-
session with current market prices. International policies might bene-
fit from the integration of all aspects of commodity market performance.
In particular, long-term market trends are not often influenced by
short-run price policies. Developed country agriculture adjusts to
economic conditions in the economy as a whole in spite of, rather than
as a result of government price policies (paragrapE 53).

The setting of price levels is a crucial aspect of national policy and
equally important in international market regulation. The appropriate
price enables control instruments to be effective: an insupportable
price brings the most sophisticated control device into disrcpute. The
experience of farm policies suggests that flexibility in price fixing

has to be maintained (paragraph 56). The techniques need have app-
licability to international discussions (paragraph 57).

As to the choice of instruments, farm policy expericnce points to
several conclusions. Supply control has been successful in a limited
nmumber of cases, but raises difficulties in administration in an inter-
national context. As with other methods of revenue increasing, the
full effects tend to be dissipated over time. Stabilisation policies have
also been useful in distributing crop output over time to meet demand.
But the scope for such policies is constrained by the actions of others
as well as by the nature of the product concerned (paragraph 65).

Policies which provide a market floor have been less successful, in
that they are not increasing the value of the crop or product to con-
sumers. As such they run into financial difficulties. They arc in any
case more difficult to operate internationally, as they rely on residual
markets into which to dispose of unwanted produce (paragraph 66).

In national as well as international policies, the basic choice in an
inherently unstable market is that of deciding which variable to allow
to fluctuate. Deliberate variability in stock levels, for instance, can
stabilise consumption patterns. By contrast, cfforts to control stock
levels and financial costs implies that other variables in the system
become less stable. In national policies, domestic price stability has
tended to be the dominant aim, to the detriment of stability in other
aspects of the market (paragraph 67).

Farm policies interact with each other through the medium of inter-
national trade in temperate zone products. World prices react to the
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assiduousness with which countries pursue domestic objectives. This
also has implications for internatio.al programmes. They must offer
the equivalent degree of security as national programmes if they are
to supplant them. The same problems do not arise with minerals and
tropical agricultural products (paragraph 71).

15. The conclusion of the paper is that flexible pricing and adequate funding
can improve the performance of international markets. Domestic farm
policies have often run into problems when rigid price support mechan-~
isms have attempted to obscure the underlying market conditions
(paragraph 73).

INTRODUCTION

1. The terms of reference for this paper were to discuss the measures used
in developed countries in pursuing price stabilisation and income support
objectives in the agricultural sector, and to relate these to the regulation of
international commodity trade. 1 was asked to consider the policies of the

US, Canada, the EEC and Australia; to cover the types of measures used,

the commodities affected, and the objectives behind such policies; to quantify
where appropriate the extent of support; and to draw out the implications for
the adoption of price stability and income support measures in international
commodity trade.

2. 1 have interpreted the assignment in the following way:

The governments of all the countries mentioned, as well as most

other advanced economies, have experimented with a variety of
measures which regulate the market for agricultural products. The
extent to which these policies have been successful throws light upon
the possibilities and limitations of international commodity control.
Three aspects of such experience have particular interest - the

choice of instruments of policy used in the pursuit of particular
objectives, the methods of financing such policies together with

the implications of various financial devices, and the administration

of such programmes including the decisions taken on price levels

and on the adaptation of policy instruments to changed market cir-
cumstance. In the search for acceptable and appropriate means of
regulating international commodity trade, the lessons, mutatis mutandis,
of such experience are of value, Moreover, the existence of such
policies has itself some direct implications for international regulation
in the products in question.

For convenience, I shall refer to the EEC as a country to avoid having

to use a phrase such as countries or regional groupings of countries when
making a generalisation.” Except when otherwise stated, reference Is to
the EEC of nine countries. I have used the phrase farm policy or
agricultural policy in its broadest sense to include government measures -
in particular, thoSe taken by central government or at the federal level -
which impinge directly on the operations of the market for farm products.
Such measures often include policies designed to influence variables,

such as consumer prices, which are not related to farm incomes.
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3. The limitations of the study need to be acknowledged. It is not possible
to include a full evaluation of the policies discussed in all their complexity.
Such information is often not available even to the governments responsible
for the measures, and is certainly outside the scope of this report. The
degree of quantitative assessment possible is limited not only by time but by
the nature of the policies themselves and their underlying objectives. How
much price stability and income support was intended by a particular policy,
and what cost could be considered reasonable in attaining these aims? Such
questions are not capable of quantitative evaluation by an economist. Even
political appraisal of success is unlikely to be unequivocal. This paper is
more concerned with underlining the implications of government measures.
As such, it relies on an analytical examination of the experience: judgements
on 'success' are largely impressionistic rather than precise. Similarly,

the implications of this experience for international commodity trade
regulation are not amenable to quantification. It may, for instance, be
possible to say what problems could arise in a renewed attempt to stabilise
world sugar prices by means of a buffer stock policy: to detail the stock
management rules necessary in such an attempt requires a very different
exercise.

4. Within these limitations, a number of constructive avenues can be explored.
The basic similarity of the problems of developed-country agricultural policy
and those of international commodity regulation is striking. Both start from

a feeling of profound dissatisfaction with the unfettered workings of the market.
In the case of farm policies, governments have taken the view that the
performance of free markets has unacceptable social consequences for those

who are engaged in the production of farm goods. This shows up in the level

of incomes of farmers and in the stability of such incomes. Depressed or

unstable farm incomes in turn have implications for the whole rural economy
and often for the economy in general. Fluctuating farm product prices are
of concern to consumers and variations in export revenue or in import cost
tend to destabilise the economy as a whole. If a 'free' world market is also
unstable, then the concern at an international level is with the implications
for countries deeply involved in such trade. Macro-economic policy becomes
difficult in such a situation. And if such a market produces periods of
depressed prices then foreign exchange earnings and real incomes suffer in
exporting countries much as rural incomes are held down by low product
prices in agricultural regions of developed countries.
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5. But the similarities run deeper. The techniques by which governments
can influence the workings of the market are basically limited. Even if there
were no correspondence in the objectives and motives for such intervention,
the instruments used in the attempt to improve markets would be from the
same stable. The analytical implications of a particular policy measure in a
market are not in themselves dependent upon the motives behind such a policy
nor, in general, upon the geographical and political definition of the market
in question. An examination of these techniques is of interest in its own
right. Each technique or policy instrument has its own characteristics,
which can be stated in terms of the effect on the market, the incidence of
benefits and of costs, the administrative decisions, and flexibility in the light
of changed circumstance. This study will attempt to explore both the relation-
ship of policy measures to objectives and the characteristics of the measures
themselves.,

6. The report is subdivided in the following way. Section I deals with the
development of farm support policies in the four countries - the objectives,

the mechanisms, the problems and the achievements of these measures. The
second section relates this experience specifically to a set of perceived
problems in international commodity trade, and attempts to define the
differences as well as the similarities between these two sets of problems.

A concluding section gives an appreciation of the possibilities and constraints
facing negotiators dealing with commodity problems in the light of the experience
of farm policies. Finally, some more detailed analytical and statistical
material is presented in the appendices.

I. Agricrltural policies of the U,S., Canada, EEC, and Australia

(i) An historical overview

7. Agricultural policies in one form or another have a long history. Until
the last five decades, such policies tended to be a reflection primarily of the
trading position of the country concerned. Agricultural markets were
protected by a variety of instruments designed to give preference to domestic
producers. Protection levels were often high, in particular,where old-
established forms of agriculture were threatened by technical developments
overseas and the opening up of new lands, But whereas these trade policies,
implemented largely through tariffs and quantitative restrictions, did
represent a conscious effort by governments to influence agricultural
conditions, they are of minor relevance to the question at hand. They were
by their nature policies which were more suited to the problems of importing
countries. They reflected attempts to preserve the profitability of 'old world'
agriculture against the natural advantage of the new. They did not involve
extensive government involvement in the marketing of agricultural products,
and they did not impose any sizeable burden on national treasuries. Exporting
countries, although they also employed tariff protection, found the pattern and
direction of trade severely constrained the assistance that such policies could
offer to domestic agriculture. Since international commodity problems have
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mainly been associated with the concerns of the exporter, experience with
these tariff-type agricultural policies is unlikely to have direct relevance
today. Indeed, the more 'global’ the commodity problem, the more difficult

it would be to find a group of producers against whom to discriminate by means
of a tariff,

8. The growth of government involvement in agricultural markets was
fostered by the depressed conditions of the 1930s. The new policies required
the backing of trade restrictions, but introduced new domestic instruments.
The exporting countries participated and even led the way, as the volume of
agricultural trade slumped. The motives were akin to those that prompted
intervention in other aspects of economic life. Governments assumed a new
and enlarged role - that of countering cyclical variations in regional and
national economic activity. This new national economic order introduced
short-run stabilisation policy into the arena of administrative action. Farm
policies nurtured in this period had as their aim the amelioration of rural
depression. These 'new' policies were broadly of two types: the establishment
of para-statal bodies for the marketing of farm products, and the atteript by
governments to limit supply. The growth of marketing legislation built upon
and encouraged the development of co-operation among farmers, which in
many countries had already reached a considerable level of development.

The new legislation provided a more comprehensive framework in which
voluntary co-operation could grow, but also introduced rules which allowed a
co-operative marketing venture once established (usually by means of a
producer referendum) to obtain more or less exclusive selling rights for the
product in question. Where the government took steps to control trade, the
combination of producer marketing agency and trade restriction effectively
separated the development of that sector from the cold winds of world
conditions,

9. The development of supply control, which reached its height in the U, S.,
was also inevitably linked with trade restrictions. The basis for successful
supply control rests on the existence of a market demand relatively un-
responsive to price. Where unrestricted trade is allowed, such conditions
often do not obtain. Thus trade policy became inextricably entwined in
domestic agricultural programmes, and trade flows came to reflect domestic
policy decisions rather than commercial cost..advantage. The new policias
ensured that agricultural trade would be treated in a different manner to
industrial trade in in*ernational discourse. Together with the growth of an
administrative infrastructure and a determined political sub-system, the
modern agricultural policy had been born.

10. Whether these depression-generated policies would have survived a
return to economic prosperity is an open question. The Second World War
intervened to add a new task to that of maintaining rural spending power.
Governments took command of the strategic potential of agriculture and
harnessed it to the war effort, and subsequently to the task of recovery
and reconstruction. As with many other facets of economic life, regulations
and controls established over this period survived into peace-time. Govern-
ments took on responsibility not just for broad macro-economic management
but for social conditions and for economic programmes, Farm policies took
their place in the orchestra of instruments of the modern mixed economy.
Their tasks included the maintenance of incomes in rural areas not just
against economic collapse but to ensure equity and social justice; their
prime responsibility was to preside over the modernisation of agriculture,
to protect those in danger of being left behind by the process of technical
change, and to harness the fruits of scientific farming for the cause of
economic growth, The instruments of supply control and marketing agencies
were supplemented by injections of government funds for research, for farm
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credit, and for extension services. New policy measures were aimed at
problem sectors, including firm price guarantees backed up by exchequer
payments or supported by state purchasing. The trade policies developed to
support earlier programmes were used more aggressively to expand domestic
markets and maintain overseas sales, Farm inputs were often subsidised,
and improvements in the quality of farm land encouraged. The strains of the
post-war world economy also impinged on farm programmes. Foreign
exchange needed to finance industrial expansion as well as to pay off debts
could be earned by increasing agricultural sales abroad or saved by reducing
food import requirements. Those who left farming contributed their labour
to the expanding industrial sector, and those who remained improved their
individual productivity by farming larger areas with the help of modern methods.
Farm policy walked the tightrope of encouraging expansion by guaranteeing
markets and supporting incomes, and facilitating mobility by stimulating the
exodus in particular of the young and the landless to the towns.

11. Towards the end of the nineteen-fifties it became clear that the balance
could not be maintained. Farm expansion had been too successful: the

output generated found no buyers at the prices fixed under farm programmes.
But to reduce these prices would not only offend social equity but put undue
burdens on those who neither had the mobility and education to move to urban
employment nor the resources to exploit the new technology. A new concept
was needed - that of 'adjustment’ in agriculture. The market related policies
remained, now justified by social concern for the rural poor, and a set of
structural measures attempted to fill the gap left by the undue emphasis in
social security and welfare programmes on urban conditions. Costs of
policies to dispose of excess production escalated and competed with demands
for funds for rural development. The edifice of farm price supports began

to look out of place in the more liberal environment of the sixties, and the
ingenuity of administrators was taxed to the full in trying to contain the flow
of overpriced agricultural output. Much of the complexity of present-day
policies stems from the attempt to restore the balance between legitimate and
commendable programmes to stabilise agricultural markets and the unwanted
consequence of the accumulation of unsaleable commodities produced for the
government rather than for the market.

12, The process of reducing the real value of price supports, of limiting
programme costs, and of disposing of surpluses was well under way when

the events of 1972-1974 interposed a new set of problems. A shortage of
animal feeds increased farm costs already under pressure from accelerating
inflation, A combination of harvest failures and policy changes put un
precedented pressure on cereal supplies. The shock of the escalation of oil
prices led governments to redouble efforts to control inflation and to offset
balance of payments deficits. Economic activity faltered, and government
spending plans based on the continuation of growth had to be checked. The
complex of government agricultural policies had new demands imposed upon
them: domestic farm output, once in surplus, became a valuable ally in the
effort to control consumer prices. Stocks expensively hoarded became
useful food reserves, to be replenished when exhausted against the contingency
of the next 'food crisis'; export volume became less important as export
prices increased, and became subservient to maintaining supplies for domestic
use. Consumer subsidies quickly appropriated expenditures which in other
circumstances might have paid for farm programmes, Traditional patterns

of trade, with reliable sources of imports at relatively low cost, were
remembered with nostalgia where previously they had evidenced the
disruptive marketing policies of exporters shifting the failures of domestic
programmes onto world markets. With the augurs pointing to continued market
instability and the likelihool of recurrent food shortages, importers began to
think in terms of conscious food supply policies, into which agricultural
programmes and the level and pattern of domestic output would naturally fit.
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13. It is becoming clear that this policy reaction was somewhat hasty.
World prices have now receded, relative to those of other products, to the
levels associated with the early sixties. The old programmes are reverting
to their pre-crisis roles of underpinning markets for domestic producers.
But government funds are still tightly controlled, and the political base of
agriculture has been weakened by the attentions of other interest groups
stimulated by the elevation of farm policies in the national consciousness.
The re-emergence of old problems could provoke a fresh attempt to provide
lasting solutions. High on the list of such possible approaches is the more
determined search for international or co-operative intergovernmental action
to deal with farm product marketing problems. Increasing awareness of
economic interdependence has brought such a possibility nearer than at any
time since the national farm policy began.

(ii) National policies compared

1l4. Two characteristics emerge from this brief historical sketch of the
development of farm policies. The first is their flexibility. Changes in
economic conditions - the degree of inflation, the rate of growth, the balance
of payments position , and the level of unemployment - have had a major impact
on the emphasis of agricultural policy measures. Each new problem leaves

its mark on the direction of the policies and the instruments used. This makes
it difficult, and even misleading, to talk about the 'objectives' of such
policies. Governments do formulate objectives, but what is significant in
influencing policy is not these political statements themselves but the
perception of the dominant problem at any point in time. The explicit
objectives of almost all countries include the stabilisation of market conditions,
the provision of equitable returns on farm resources, and the adequate supply
of goods to consumers at reasonable prices. Implicit in the link between
these objectives and the form:lation of policies is the judgement that un-
regulated markets are unstable, that farm resources are underpaid in the
market-place, and that supplies are likely to be unreliable and overly
expensive if governments do not intervene. But the history of agricultural
policies paints a more complex picture.

15. The higher-level objectives of a modern society include economic and
social stability combined with an equitable distribution of material benefits
and the realisation of the development potential of the countries natural
resources and human skills., Pressures arise of a positive and a negative
kind: positive action is required and expected of governments to facilitate
change and take advantage of opportunity, and negative or defensive policies
are called for when events move against particular groups and interests.
The political structure keeps such concerns before the administration and
their response is bound to produce an array of ad hoc devices designed for
the moment. Agricultural policies, or at least those with the greatest
visibility, have tended to be of the defensive type. Agriculture has not,
during peace-time, been planned in western democracies. Policy success
cannot be related directly to a set of articulated goals; it is more a question
of whether the most serious impact of events within and outside agriculture
has been softened. The flexible use of policy instruments has contributed
to the continuity of the major agricultural programmes over the past forty
years,

16. The other dominant feature of agricultural policies in the major
developed countries has been their similarity. This is related to the degree
to which they react to changing circumstance, since the changes themselves
are of a kind that disregard national boundaries. Depression, inflation,
agricultural technology, social aspirations and political views on the role
of government in the economy all spread throughout the industrial world.
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This communality of circunstance and government responsibility produced
similar reactions, in agricultural as wzll as in other areas of economic and
social policy. In agriculture, the impact of this common response has been
largely responsible for the trading difficulties observed in international
markets for temperate-zone commodities. These problems are discussed
further in the treatment of commodity market issues below. But despite

the general similarity of approach, differences naturally occur among
countries in the way in which agricultural problems are handled. These
differences can be traced to the peculiar national characteristics which
shape domestic policy response. The most important of these is the inherent
trading pattern, the relationship between the size of the domestic market and
the capacity to produce various agricultural products. The actual trade
pattern is of course influenced considerably by the policies themselves, but
the size, tastes, and affluence of the population circumscribe the domestic
demand and the basic resources of land and technical skills put limits on
overall supply. Moreover, the availability of employment in the non-farm
sector has a major impact on the size of the farm labour force, and the

level of off-farm incomes influences the acceptable level of incomes in
agriculture. The structure of land use inherited from previous generations,
and the legal basis for tenancies and land ownership all modify the concept
of productive capacity, as does climate and its variability, soil type and the
development of rural infrastructures. But in spite of this, few countries can
at will and with reasonable cost alter the inherent balance of agricultural
trade. These trade patterns in turn limit the choice of policy instruments
and give their own emphasis to the perception of problems. This combination
of different problems and different constraints itself makes comparison of
policy success more difficult.

17. The difference in farm structure and land tenure traditions, besides
influencing productive capacity puts its own stamp on national policies, If
farm policy is to preside over social change and to regulate the burden of
such change then one would expect to see the emphasis of policies reflect

the magnitude of the adjustments to be faced. Important in this respect is the
political attitude towards change induced by economic pressures - the degree
of paternalism expressed in government programmes. These same political
attitudes to the question of individual and collective responsibility show up
in the emphasis given to stability objectives. The willingness to absorb
publicly the risks in agriculturediffers even between countries in rather
similar economic circumstances. Agricultural policy will reflect in most
cases the dominant political ethic, though this can be tempered when national
interest is at stake in international affairs.

18. Finally, the difference in economic performance seems to have a marked
influence over agricultural policy decisions. In part this reflects the ease
with which a growing economy can absorb change, though expenditure on farm
programmes may increase in periods of affluence both because of the
availability of government funds and also because the income aspirations of
farm people are linked to the living standards of their urban counterparts.

In periods of rapid inflation, administered farm prices often lag behind the
general cost of living and the prices of farm inputs. Balance of payments
problems usually stimulate government activity in the agricultural sector; a
persistent surplus has in some cases led to a reduction in protection for
domestic agriculture.

19. The similarities and differences show up in the comparison among US,
Canadian, EEC and Australian policies. One common feature which has a
bearing on agriculturel policy is that all of these countries have a federal
structure. Discussion of their policies is complicated by the sharing of
power between central and state or provincial governments. In the case of
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the EEC, the conflict between member state and Community responsibility is
most marked., National governments have kept to themselves a number of
policy instruments, in particular,legislation relating to land ownership,
taxation, and the farm labour force. They have passed to the Community
control over foreign trade and the responsibility for the major aspects of
domestic commodity market policy. Though decision-taking resides in the
Council of (national) Ministers, policy initiatives in these areas must
emanate from the Commission. A limited degree of price differentiation has
re-emerged in the EEC through the operation of the system designed to
counter exchange rate movements. In Canada the federal government also
controls trade both international and inter-provincial. Marketing legislation
which does not involve restraints on trade between provinces is enacted at
the provincial level; most of the major farm policies are the responsibility
of the federal government. In the US, state legislation also regulates local
marketing conditions but federal agencies have responsibility for the bulk of
the commodity programmes and for international trade policy. In Australia,
States have considerable powers over production, marketing, and land use
within their territories, whilst the Commonwealth government again is
responsible for international trade. States participate in decision making
at the Commonwealth level.

20, This federal structure is important for two reasons. First, the
existence of predominantly free trade within the boundaries of the federations
imposes significant limitations on the potency of restrictive marketing
policies, and hence on the ability of governments to favour one group of
producers. Thus regional interests, which vary widely on account of economic
conditions as well as soil and climatic disparities, have in general to be
satisfied at a federal level. The problem is most marked in the EEC, where
regional specialisation has proceeded less far than in the other areas. But
even in the other countries, the politics of farm policies are those of regions,
states and provinces coming together at a federal level. The other feature of
a federal structure is that of common financing of farm programmes; the

shape of agricultural policies is an important determinant of transfers of

funds from one area to another. Where such transfers are generally
acceptable, the particular policy instruments used may be of lesser importance:
Where they are contrary to considerations of equity they may lead to the
rejection of policy measures that would otherwise be satisfactory. The
problem of transfers is of greatest political importance in the EEC, but can
influence farm policies in other countries as well.

21. All four countries are important trading entities, and agricultural
trade is in each case a significant part of their international transactions.
Canada and Australia are the most ‘open' of the economies; the EEC and the
US are, though less dependent on trade, more important in absolute terms

on account of their much greater economic size. Both aspects are
significant for agricultural policy. The absolute size of exports (or imports)
of a particular commodity limits the extent to which the world market can be
used to absorb additional supplies generated by price supports. In contrast,
the larger the relative share in trade the greater is the possibility of the use
of market power through supply control. If agricultural trade is an
important part of the total international trade in a country then it is more
likely that policies in that area will be influenced by considerations of general
trade policy. This may not be entirely rational, as extra output is likely to
have the same value expressed in foreign exchange carned or saved
irrespective of whether trade is significant or negligible. But policy
priorities are bound to be influenced by the visibility of items in the trading
account. Though convenient to talk of the US and Canada as agricultural
exporters, both have very considerable imports of farm products. Australia
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does not need to import significant quantities of temperate-zone products,
and therefore has a less ambiguous trade interest. The EEC is a net
importer of agricultural products but with considerable export sales.

22, There are significant differences among these countries in their
attitudes towards the role of government in economic decisions which prereflected
in the choice of farm policies. Australia and Canada share a relatively
uncomplicated political ethic that the task of government is to provide the
framework for commerce, and that subject to socially acceptable minimum
living standards the individual entrepreneur bears the major responsibility
for output and investment decisions. This leads to a low degree of direct
government involvement in agricultural markets except where the national
interest appears to suggest otherwise., The Canadian and Australian Wheat
Boards are the prime examples of agencies using monopoly trading powers to
control sales, operating in an otherwise relatively liberal economy. The

US, also philosophically inclined to free enterprise, has not set up agencies
under federal legislation to control trade, and the powers of producer
organisations are limited by anti-trust laws. In spite of this preference for

a low government profile in economic affairs, strongly supported by some

of the major farm groups, the US government has a comprehensive and
involved set of agricultural measures administered by a sizeable bureaucracy.
Europe represents an odd contrast. Individual member states differ in their
approach to economic management, but in setting up the Common Agricultural
Policy the decision was taken to involve government agencies intimately in
the regulation of markets but, except in the case of sugar, to avoid output
control. Producer co-operation is encouraged but its scale is limited by the
competition legislation of the Rome Treaty. No attempt has been made to
given sole trading rights to Community agencies, despite the fact that such
arrangements were an important part of the pre-existing policies of member
countries. The general attitude of the Community to such problems as farm
incomes and their protection against market forces is much more paternalistic
and dirigiste than the other countries, but in practice the policies of the EEC
show less willingness to adjust output and control marketing channels than
the more market-orientated economies of Canada, Australia and the US.

(iii) Policy instruments used

23. Just as there have been similarities and differences in the approach to
policies in the agricultural sector in the four countries, so an examination
of their choice of policy instruments shows both diversity and similarity.
Often it is the emphasis among policy measures that differs from country to
country. This is to be expected since policies and objectives cannot be
simply related. If the objectives themselves are a complex reflection of the
perceived problems, then the instruments must complement and interact with
each other in the meeting of these objectives. Agricultural mechanisms can
be discussed in at least three ways: the types of instruments can be viewed
in relation to their strengths and weaknesses; the instruments used in the
control of particular commodity markets can be compared across countries
to illustrate the variety of approaches to related problems; and the main
characteristics of each national programme can be described as reflecting
the particular problems faced in that country. The analysis of the individual
instruments is relegated to an appendix: the remainder of this section deals
first with national characteristics and then with a discussion of commodity
problems.

24. The policies of the USA emanating from the Agricultural Adjustment Act
of 1933 but subject to major modifications at intervals since that time might
best be described as an attempt to reconcile the political desire for
individual and corporate economic liberty with the over-riding concern of
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successive administrations fecr the health of the agricultural industry.

The sector is to be saved from itself. The major innovation in early US
policy was supply control in the most significant commodities through

acreage allotments and marketing quotas. Much of this legislation remains
today. Two federal agencies, the Agricultural Stabilisation and Conservation
Service (ASCS) and the Commodity Credit Corporation (CCC), are responsible
for the administration and financing of farm programmes. Price support
schemes are mandatory for the 'basic' commodities - cotton, rice, tobacco,
wheat, maize (corn), peanuts, as well as for barley, rye, oats, sorghum,
wool and milk. Other commodities, such as soyabeans and flaxseed are also
supported under the discretionary powers of the Secretary of Agriculture.
Fluid milk sales are regulated under marketing orders relating to the major
urban areas, and sugar has usually been supported under separate legislation.
Meat and poultry products are marketed freely domestically, though subject
to some trade controls.

25. The most severe problems, and hence the most comprehensive
legislation, surrounds the main arable crops in which the US also has a
pronounced export interest. Supply control has been applied over much of
the period as a means of regulating output to meet domestic and foreign
demand. A further outlet, food aid, was added in the 1950s to relax the
pressure on accumulated surpluses as well as for more altruistic motives.
The surpluses themselves were an indication of the failure of supply control
to limit output of export crops, As a consequence, support prices (limited to
those farmers who participated in acreage reduction schemes) were lowered,
and partially replaced with direct payments., Acreage controls were them-
selves relaxed for cereals to meet shortage in 1967 and 1968, reintroduced
in 1969, then given a somewhat more flexible form (the 'set-aside' arrange-
ments) in 1971-73, and subsequently dropped again when world markets
became firmer in the last few years. Policy changes danced to the tune of
export demand developments and the associated budgetary costs incurred in
price support payments, export subsidies and storage charges. The main
aim in recent years has been to control such costs arising from the obligation
to support farm prices by attempting on the one hand to maintain and expand
export markets and on the other to avoid the overpricing of domestic output
relative to market demand. Thus many of the provisions of domestic
programmes, in particular for cereals and for sugar, were allowed to lapse
when prices rose in 1973. Future policy will indicate the extent to which
attitudes to government involvement in domestic markets have been significantly
modified by the events of the past five years.

26. Canadian policy has had to keep in step with that of its neighbour and
trading partner to the south., The concern with overseas cereals markets
is an even more dominant theme in Canada. The methods employed have
differed from those of the US. Acreage control has only been attempted on
one occasion (the LIFT programme of 1970) for the major arable crops.

But a comprehensive system of delivery quotas, by farm, has been in
operation since 1940, allowing Canadian wheat producers in the Prairie
Provinces little individual choice in their farming pattern. In return, that
output is marketed with the weight of the Canadian Wheat Board (1936) which
can adjust deliveries to meet anticipated domestic and export outlets. In
general, the CWB has been self-financing; it is relieved of the 'residual
buyer' obligations of the CCC in the US and the intervention agencies in the
EEC. The main federal instrument of Canadian policy for products other
than Western wheat is the Agricultural Stabilisation Act (1958), and the
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associated funding agency, the Agricultural Stabilisation Board (ASB).
Many commodities are mandatorily supported at price levels related to
historical averages, such as cattle, sheep, pigs, dairy products, non-
prairie cereals, and eggs: others receive occasional support through
deficiency payments (such as wool, and sugar beet) and through government
purchasing (potatoes). The Canadian Dairy Commission, also funded
through the ASB, is the most important federal agency after the Wheat
Board other marketing legislation being predominantly at the provincial
level. Liquid milk markets are, as in the US, controlled by a quota system
matched to local demands, with national support measures operating mainly
in the market for manufacturing milk. Canadian agriculture also received
an improvement in income related to the 1973 sellers market, and this will
have an important influence on future policy attitudes.

27. Australian policy bears considerable resemblance to that in Canada,
though modified by the importance of wool, sugar and dairy product exports,
and by a somewhat more distant relationship with the US. The wheat market
is dominated by a federal agency, the Australian Wheat Board (1948), which
has however only relatively recently instituted individual farm quotas (1970).
It is 'grower-controlled' to a greater extent than the CWB, the CCC, or
the EEC intervention agencies, Its activities were intended to be self-
financing, like the CWB, byt have attracted considerable government

funds at periods of low world prices. Domestic and overseas markets are
separated, to enhance earnings from sales of the crop. This aspect, the
maintenance of separate and generally higher prices on domestic markets,
is also a feature of dairy and sugar policies in Australia. State marketing
boards allocate liquid milk quotas, whilst a national agency is responsible
for milk product exports. An equalisation fund, supported by export
subsidies and government bounties, provides for the payment of a pooled
price on domestic and overseas sales. Australia, as is the case in the

US and Canada, allows a relatively free market to obtain in meat, though
exports are promoted by a marketing board., Sugar production is controlled
by farm quotas, and income is supported when necessary by export
subsidies and fixed domestic prices. The wool situation has stimu ated its
own set of policies over the years, based on the original Australian Wool
Board (1936), and has gradually involved more marketing control and the
introduction of minimum prices and deficiency payments. A new body, the
Australian Wool Corporation, now administers this programme. Production
of wool has not, so far, been restricted.
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28. Policies of the European Economic Community have at once a simplicity
of form based on a relatively short history, and a complexity of motive
accounted for by their intergovernmental nature, The main difference
between EEC policy and that of other countries in the matter of instrumenta-
lities is the emphasis on border controls facilitated by the fact that imports
of the major products are of much greater significance. The establishment
of a comprehensive system of threshold prices to prevent direct price
competition by overseas suppliers from weakening domestic markets has been
in many respects the cornerstone of the Common Agricultural Policy (CAP).
Where such border protection is ineffective, support buying on the internal
market guarantees a floor price. Produce so acquired is usually exported
with the aid of subsidies financed by central funds. Marketing agencies at

a national level are not, at present, a major feature of policy, and no
Community-wide marketing bodies exist. The future of such relics from past
national programmes, such as the marketing boards for milk, hops and
potatoes in the U.K., is clouded not only by the ambiguity of their function
within an EEC market system but also by doubts of their compatibility with
more general notions of fair competition.

29, The system of variable import levies applies to cereals, rice, sugar,
olive-o0il, and milk products. Protection for livestock products derived from
cereals - pigmeat, poultry and eggs - is related in part to the effect of the
levy on grain. Imports of other meats attract fixed duties, modified in the
case of beef by a variable component related to domestic market prices.
Soyabeans enter freely, with a modest tariff on the related oils and meals.
Domestic intervention buying covers cereals, rice, tobacco, sugar, beef,
butter, cheese and oilseeds. More flexible support buying and aids to
private firms for storage apply to fruits and vegetables, wine, pigmeat,

flax and hemp. Deficiency payments help to support the incomes of durum
wheat producers and stimulate the use of domestic tobacco and oilseeds.
Production quotas, allocated by country in the first instance, operate only
for sugar beet. The 'guarantee' section of the European Agricultural
Guidance and Guarantee Fund (FEOGA) is responsible for expenditure in-
curred in price support operations. Producer groups at a sub-national level
are encouraged, and are occasionally used as a vehicle for price support
activities.

(iv) Commodity policies compared

30. The previous discussion of policy instruments indicated the range of
devices employed in each of the four countries. Evaluation of the effective-
ness of these measures is simplified by considering their application to
particular commodity markets. The discussion will be limited to wheat,
feedgrains, dairy products, and sugar. More general implications for other
commodity markets are given later. The commodity classification is useful
in the present context in two respects: first it underlines the link between
the attributes of the commodity in question and the type of policy measure
appropriate in that market, and secondly it illustrates the relationship which
exists among national policies. Both of these aspects will be discussed at
length in the later part of this report,

31. The wheat market provides a convenient starting point for a cross-
country comparison of policies. The problems faced by the US, Canada,
and Australia are basically similar. Wheat markets are subject to instabili-
ties arising mainly from the influence of the weather, but also to a more
limited extent from demand changes particularly in the market for animal
feed. The fact that this demand for feed wheat is also known to be respon-
sive to price implies that supply instability can be absorbed to a limited
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extent by changes in feeding patterns. Its place as the world's major traded
foodstuff imposes additional obligations on major exporters. As a conse-
quence, they face the need for policies which maintain stability of incomes
for their own producers, which ensure supplies for countries where domestic
output is particularly vulnerable to yearly fluctuations, and which are consis-
tent with the overall demands of economic policy. Since wheat farms in these
countries are in the main of reasonable size and use modern technology, the
problem of low absolute farm incomes does not directly arise. In Europe,

by contrast, small scale wheat farming has been preserved, particularly in
Germany, Denmark, and the Netherlands. The wheat policy of the EEC does
not have to cope with variations in yield to the same extent as on the new
continents, but prices set under the CAP have reflected the generally higher
(non-1land) costs of production.

32. The fact that wheat is easy, if expensive, to store, reflects itself in
the willingness of farmers, traders, and government agencies to carry over
a part of the crop to the next season. A fairly extensive trade in wheat
futures on major commodity exchanges ensures reasonable information on
short term market trends, and allows merchants to hedge against sudden
price movements. The oligopolistic structure of the private trade in some
countries gives rise to concerns about undue market power and to possible
manipulation. Uncertainty about Soviet conditions, which in quantitative
terms have a marked effect on supplies, tends to make the market sensitive
to rumour and speculation. The long term trends point to a steady but not
dynamic growth in demand largely centred in low and middle income countries:
trade patterns have already reflected this trend in recent years.

33. All the four countries have pursued policies which try to prevent changes
in world conditions from impinging directly on domestic producers. Cnly
Canada and Australia control output at the farm level with delivery quotas,
facilitated by their near-monopoly selling agencies. Though apparently
satisfactory to farme. s, it is doubtful whether this para-statal trading really
confers much market power. Cutput in these countries may not in fact have
been much less than if farmers were free to choose production levels, and
the boards in consequence may not have been selling significantly less grain
than if a more competitive market structure had obtained. The major bene-
fits have probably come in the orderly marketing of the domestic crop over
the year, rather than the manipulation of output quantity. In both the US
and the EEC, state buying agencies have imposed a floor in the market, and
as a consequence have accumulated stocks when world prices have been low.
Direct export subsidies have then been needed to remove unwanted reserves
into overseas commerical (and concessional) markets. The US has used
acreage control, with significant payments to induce farmer participation,
to limit wheat output 1n surplus periods. Whilst being reasonably effective
in controlling the programme costs involved in storage and export subsidies,
these land diversion policies have probably not kept world prices up over
time. Any firming of the price of US wheat has encouraged additional output
in other countries. Cnly more concerted action among the major exporters
could really have made supply control effective in the medium run.

34. The stock policies of these four countries have not been noted for their
consistency ana articulation. Wheat accumulates on farms in Canada if har-
vests are good relative to CWB delivery quotas. The government pays
certain storage costs, and farmers adjust their next year's production in

the light of their own carryover. Though such a system will tend to stabilise
farm income in the light of fluctuations in domestic yield, it is not clear that
it provides an effective stocks instrument such as might be required by an
internationally co-ordinated set of reserves. Similarly in Australia no
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active reserve policy is pursued. The policy of the Wheat Board is to
maintain working stocks, but there are no 'government-owned' reserves
as such. On-farm storage is not so prevalent in Australia as in Canada
or the US. European Community storage policy is essentially a byproduct
of the intervention-buying system. Given little flexibility in setting this
price, the intervention agencies have to accept grain offered to them,
subject to various quality and other standards. They can dispose of this
grain on tender to exporters who benefit from a subsidy. It would be
possible to regulate stock holdings by varying this subsidy, but this is not
normally done. One or two individual member countries are reported to
have their own emergency stocks, but these have no importance in terms
of market stability. The US employs a somewhat more sophisticated stock
system through payments for on-farm storage as well as through CCC
administration of grain stocks purchased under price support programmes.
In recent years the volume of commercial relative to government stocks
has increased, and there has been a reluctance to incur the costs involved
in extensive storage programmes. The aim in the US, as with Australia
and Canada, has been to preserve credibility as an exporter by being able
to offset from reserves the variations in domestic output: the reality has
been that the level of stocks has reflected external demand as well as inter-
nal supply. In most years this represents a stabilising mechanism for other
countries, but in the absence of more satisfactory co-ordination of stock
management it can also contribute to price fluctuations.

35. The market for feed grain is somewhat less sensitive than that for
wheat, both in domestic and international terms. The national objectives

are also somewhat more complex as higher feed grain costs impose a burden
on the livestock sector. In addition, much of the grain used in aniinal feed

is consumed on the same farm on which it is grown. As a consequence, feed
grain policies are less visible in the four countries. It is in fact arguable
that, in the absence of the programmes in the wheat sector, feed grain prices
might have been left even more to the play of market forces. In economic
terms, the two major characteristics of feed grains are the relatively price-
elastic demand and the dominance of the US as the major exporter.

36. The relatively modest scope of feed grain policies shows up in Canada,
where the Canadian Wheat Board handles only about one third of the barley
grown in the prairie provinces, and where the delivery quotas do not seem
to be an effective limit on production. For non-prairie barley and oats,
only rather low minimum prices are set under the Agricultural Stabilisation
Act, and have not involved the government in deficiency payments. The
major domestic programme is a system of subsidised freight rates to move
grain to eastern livestock farms. Ontario corn prices are protected by
means of a tariff on imports which enter mainly from the US. In Australia
the feed grain policies are almost entirely in the form of State marketing
boards, which buy and sell the local crops in competition with each other
but do not attempt to support prices. In the US, the main instruments of
feed grain policy have been similar to those in wheat. Acreage allotments
and, later, set-aside programmes have been in operation. Only one half

of the farmers who grow feed grain have participated in these schemes; but
those whodid received price support payments and diversion payments
according to the area of land which they kept out of production. This has
had the effect of allowing the US government to limit surpluses at times when
market demand has been weak. The support price for feed grains as well as
the national acreage allotment have been adjusted to preserve market balance.
As the major exporter of corn, these adjustments have been tantamount to
supporting world price levels, a stance which was relieved by the price
rises of five years ago. EEC maize and barley policy also follows that
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relating to wheat: in this case, however, a net deficit position ensures that
little support buying is required as prices are maintained by use of the
import levy.

37. The dairy sector is by its nature complex and the range of policies
reflect the various facets of the market. Unlike the situation in the major
cereal growing areas, many dairy farmers in North America, Europe and
even Australia have small herds, are relatively poor, and retain the
sympathy of urban voters. Price supports are accordingly generous, which
leads in part to the establishment of a smaller number of much larger enter-
prises tne output from which puts pressure on the market. Countries which
would otherwise import dairy products have no hesitation at restricting
market access to deal with internal problems. In doing so the market demand
is curtailed and the surpluses exacerbated. The usual instruments of market
control, besides tight import restrictions, are differentiation by product
and by destination. In the US, Canada, and Australia, captive urban milk-
sheds are allocated by licence to local producers and wholesale prices are
controlled. Milk going for manufacture into butter and cheese, commonly
from smaller farmers in more remote areas, is sold at lower prices but still
requires considerable subsidy. Cnly in Europe has this market division
been avoided: all milk sells for roughly similar prices maintained by heavy
government involvement in the manufactured milk market. V/ithout any
effective means of controlling supply, the EEC faces more severe policy
problems. And with milk prices a sensitive domestic issue, the task of
reducing the level of support given by the CAP has proved too great for the
Community. At present about one~third of the EEC agricultural spending

is on dairy product support, and this in turn represents almost one-quarter
of the entire Community budget.

38. The sugar market is an example of a situation where farm policies do
not seem to emerge naturally from broad social and economic concerns. No
social problem exists, as in the case of dairy production, and no national
interest is at stake as in the case of wheat. It does not, as does feed grain,
form the basis for a large secondary agricultural industry. Sugar supplies
are important in diets both directly and through their use in prepared foods.
But this does not explain why protection of the incomes of sugar beet pro-
ducers has become such a permanent feature of developed country agricul-
tural policy. Generous price supports are explicable only in terms of the
political acumen of a small group of businessmen and farmers. Allied with
historical trading patterns, the protection of the domestic sector leads to
some unique policies. In the US, which has been a major importer of raw
sugar, a combination of direct subsidies, occasional acreage controls and
domestic production quotas is used to maintain farm incomes. In the EEC
prices have been set generally at a high level and yet it is the only crop to
have come under production controls. In the UK, before joining the Commu-
nity, acreage was tightly controlled even though one-half of sugar consump-
tion was satisfied by imports. Canada employs deficiency payments to
support a small sugar sector, and Australian policy, reflecting an export
interest, has been to maintain high domestic prices and grant export subsi-
dies. The political nature of the sugar trade suggests that farm policies

in this sector do not give an unambiguous picture of countries using selective
intervention to support and stabilise farm incomes: factors specific to sugar
nave played a dominant part in shaping such policies.

39. Policies for other products vary from high levels of support given to
Crops grown in areas wiere as a matter of regional policy it is felt desirable
to maintain population and incomes - such as for durum wheat in Europe -~ to
virtually free market regimes where no particular interest is at stake or
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where policy instruments would be unduly cumbersome to administer. In
Canada, Australia, and the US, the meat sector receives little direct
support from government, though imports are controlled by 'voluntary’
quotas in the case of the US and exports are subsidised in Australia. A
floor price operates in Canada but payments are only needed when markets
are cyclically depressed. The EEC has run a more active intervention
policy for beef, but has avoided too close an involvement in the pigmeat
sector. Wool production receives price support in the US, and in Australia
the market is organised by a grower-controlled board: in the EEC, wool is
treated as an industrial product and escapes the attention of the CAP. It
may be significant that 'new' crops which have grown in importance since the
start of farm policy legislation, have also tended to have more liberal market
regimes - such as US soyabeans, where modest price supports and CCC
storage policies put a floor in the market without attempting to regulate
supplies.

40. An evaluation of all these policies is not feasible within the scope of
this report. But several points of a general nature can be made. First,

the most common method of control by governments over farm programmes
appears to be through budget appropriations. Except in the EEC, where
budgetary scrutiny is as yet incomplete, policies appear to be subject to
implicit financial limits. As these are reached or exceeded so policy changes
are implemented. A policy is considered generally satisfactory when it does
not represent a drain on the public purse. The cost-effectiveness of policies
is rarely scrutinised, and would in most cases probably show a rather poor
performance relative to other social and economic programmes. It is almost
certain to be the case that direct income supplements paid to farmers would
be a cheaper way of achieving equity objectives, and that crop insurance
schemes or the averaging of incomes over a period of years for tax purposes
would represent better ways of smoothing the fluctuations of farmers' in-
comes. Price stability, whilst desirable as an end, has probably been
achieved at high cost through market intervention. A 'pure' stabilisation
scheme should have little cost if it evens out the flow of goods to meet
demand. The fact that farm programmes have had a significant budgetary
cost suggests that the manipulation of the pattern of supplies has not reflected
itself in an increase in the total value of the crop or product.

41, Many of the farm programmes discussed above have a more positive
element, the improvement of the marketing channels themselves. Such
policies as the establishment of marketing boards, which can anticipate
demand and assist producers in their investment decisions as well as provi-
ding some protection against concentration in the industries to which
farmers sell, are generally constructive. But sound marketing, and the
production of appropriate types and qualities of farm goods for markets is
often discouraged by the activities of agencies which appear to hold out a
blanket guarantee to buy whatever is offered for sale. Farming 'for the
government' is an unwelcome side-effect of many price support policies.

42. The limitations of any particular aspect of farm policy can usually be
explained in the circumstances peculiar to that country and commodity.
Perhaps the most serious criticism of such policies is not their inappro-
priateness in a domestic context but their cumulative impact on the world
agricultural system. Resources are devoted to agriculture in a way that is
inconsistent with the generally desirable aim of producing foodstuffs and
agricultural raw materials at the least cost. This economic cost has
generally been found to be modest in terms of the income levels of developed
countries. But in global terms such distortions can have a significant effect.
At a time when developing countries are reviewing their own investment plans
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for agriculture, both as a part of their food supply policies and in terms
of the contribution to foreign exchange earnings, the impact of developed
country agricultural policies on the pattern and terms of world trade can
lead to costly decisions which can be ill-afforded. There is, however,
another aspect to the external impact of developed country policy towards
agriculture. If aggressive domestic stability policies throw much of the
burden of production instability onto world markets then those markets
themselves will be unreliable. The integration of domestic policies with
responsible attitudes to international trade has yet to take place.

23



Il. Lessons and implications for international commodity control

(i) National and international policies compared

43. In order to indicate the applicability to the question of international
commodity control of the experience of developed countries with farm policies
it is necessary to compare the context in which these two sets of policies
operate. The objectives of such policies have a basic similarity. Dissatis-
faction with the ocutcome of market forces leads to be belief that selective
policy interventions can stabilise and raise producer incomes. Such inter-
ventions themselves are pursued with similar instruments, such as output
control, price fixing, and reserve policies. Both types of policy have
financial and distributional effects which are either intended or accidental.
But the degree of similarity is put into context more sharply by examining
the differences. It is these differences that indicate the extent to which
experience with one set of programmes can be transferred to assist in the
formulation of policies of the other type.

44. The main difference would seem to be one of administration and politics
rather than economics. The prerequisite for a viable farm programme is the
existence of a political consensus which accepts that government has respon-
sibilities to the farming sector. In all four of the countries discussed in the
previous section this consensus has existed for forty years. Farm policies
have on occasions raised party-political issues, and changes of government
have left their mark on the shape of agricultural programmes. But even when
these policies have been unpopular, the call has been for reform rather than
dismantlement. The greatest pressure on such pnlicies has come from farm
groups themselves who can always find ways in which support systems can
be improved. Consumer, urban, and manufacturing interests commonly
complain of undue expense and of maladministration in farm programmes,

but make no conscious political effort to dilute these policies or to move
towards their eventual termination. The reason appears to be twofold: first
when seen within the complex of domestic policies which impinge on virtually
all aspects of economic life, the agricultural programmes lose much of their
visibility, and secondly, they have attracted a large bureaucracy which has
become skilled in manipulations designed to divert criticism, obscure
embarrassing issues, and correct blatant imbalances. The first of these
two reasons is tied up with the existence both of a political system sensitive
to diverse group interests and of an economic system which contains general
taxation and redistribution programmes to counter the inequitable effects of
any particular set of sectoral measures. The second is responsible for the
continuity and flexibility of farm policies, as well as for their complexity,
and has meant that 'outside' groups can rarely muster the right ammunition
or keep track of the moving target.

45. In the context of intergovernmental discussions of commodity policy,
these conditions may not be fulfilled. A political consensus is harder to
reach among governments where national interests are reasonably distinct.
Most congressmen and members of parliament have in their constituencies
some people who make their living from the land: relatively few countries
grow coffee. Agreement on measures to stabilise coffee prices must there-
fore either have elements attractive to non-producing countries or be bound
up with similar measures relating to other trading issues. In this connection,
it is worth noting that farm policies have rarely been established as a means
of diverting a threat. Though farm groups may on occasions predict national
disaster if some particular sector is left unsupported, governments are not
often impressed. And if those same groups indicated that in the absence of
public support they would themselves 'organise' to achieve their aims, then
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most administrations would be delighted to let them try. This is not to indicate
that all international commodity negotiations are stimulated by fear of the
disastrous consequences of lack of agreement, but merely to point out that
by the nature of things few governments need farm policies to placate implicit
market power. The more common stance is to encourage and cajole producer
co-operation in the face of traditional habits of independence and rivalry.

46. The search for an international consensus on commodity policy has of
course been tied up with the package of developments articulated within the
United Nations framework as the New International Economic Crder. More-
over, the linking of commodity issues in the Integrated Commodity Programme
helps to fulfil the condition implicit above that programme stability is further
enhanced by a multi-product approach. In particular, the use of a common
fund to divert attention from individual programme costs is in accordance with
government practice in farm policies. But the absence of an international
taxation system is a major distinction. Within countries a taxation system,
usually progressively related to income, helps farm policy in two ways. It
removes into a quite different area of discourse the question of the raising

of funds, and consequently blurs the connection between income generated

by and expenditure incurred in the programmes. Secondly it ensures that
excessive benefits from policies are 'clawed back' in the form of taxes and
any deficiencies of income not remedied by policies are made up from other
social security programmes. These comments apply particularly to farm
policies which have a visible budgetary component, but the same considera-
tions undoubtedly hold in those cases where price levels are manipulated

to transfer income.

47. The fact that farm policies are both complex and flexible attests to the
skill of their bureaucratic progenitors. International policies relating to
commodity trade, by contrast, tend to rely heavily on single instruments;
they are often negotiated over a lengthy period, emerging as an inflexible
compromise; they do not have the backing of administrative skills on anything
like the same scale as even relatively minor national programmes. More-
over, though many national officials are actively involved with the negotiation
and operation of international agreements they themselves find problems of
divided loyalties and conflicting priorities. Policies also require in most
cases a degree of detailed statistical and technical information which has
traditionally been collected by ministries and departments of agriculture.
Again the factual base for many commodity policy negotiations is itself weak -
not through any lack of competence of the international organisations who

are responsible for such information but because they lack the influence over
data sources, often national governments, which the governments themselves
have over their own national institutions and individuals. The control of
information is itself an important part of market power: it may be premature
to assume that such information will be readily available to run an inter-
national commodity policy.

48. A further significant difference between national farm and international
commodity policies revolves around the question of control. It is possible
in most circumstances for a government to restrict entry into a particular
sector of domestic agriculture, to limit the numbers of firms permitted to
sell a product, and to influence through legislation the purchase and use of
the commodity. In international terms the degree of control that a group of
countries participating in a commodity pact will have is circumscribed by
their ability to prevent others from receiving benefit from the agreement
without accepting the disciplines involved. This ‘'free-rider' problem does
surface occasionally in domestic farm policies, where it raises questions
of individual liberty and restraint of trade. In international policy it is
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quite fundamental to the question of whether an agreement is viable, and it
subsumes the question of responsibility for the activity of domestic firms
operating in overseas markets.

49. Cne practical difference between most domestic farm policies and the
conclusion of international agreements is that the former operate essentially
within a currency area. This has two aspects: first, the currency in which
prices are denominated is that which is of interest to producers, and secondly,
there is no ambiguity about financial liability for programme expenditures.

By contrast, currency changes have a potential impact on the viability of
commodity agreements and complicate the calculation of financial contribu-
tions.

(ii) Lessons of farm policies

50. With these differences in mind, the experience of national farm policies
can be related to the control of international commodity prices. The objec-
tives of such control will be taken as the stabilisation of export earnings of
developing country primary producers, around a trend which at worst re-
flects the rise in the cost of imported products and at best transfers pur-
chasing power over time to low income countries.

51. The major lesson which appears to stem from the experience of
developed country agricultural policies is that policies designed

to alleviate short-term problems are not in themselves a sound basis for
long-run market adjustment. The typical "life cycle' of a policy would seem
to be as follows: a crisis is experienced in a particular agricultural sector;
policy instruments are fashioned or adapted to meet it; the sector comes to
rely on the policy; the policy absorbs the effect of the crisis and becomes
costly; pressures develop to modify the policy, which achieves some stability
until the next crisis. This process is discernible in the 'permanent’' support
systems, such as the EEC import levy - export subsidy policies and the US
wheat and feed grain programmes, as well as in the more obviously ad hoc
schemes such as are used widely in Canada and Australia. The ability of
policies actually to anticipate trends and to assist in the adaptation of the
industries concerned to meet new economic conditions is put in doubt by the
experience of these four countries. The reason would seem to be the undue
emphasis on price to the exclusion of other elements which determine re-
source returns. Thus the problems into which these policies run is largely
manifest in terms of the appropriate price to set. To over-simplify some-
what, if the price established within a policy is 'wrong', no amount of

clever manipulation of instruments can hide the fact: if the price is 'right’,
constructive intervention by governments can absorb risks, develop markets,
promote better resource deployment, and create the appropriate climate for
profitable investment.

52. This condition, translated into international terms is of course con-
tentious. It implies that, over time, the determinants of the terms of trade
of primary exporters are the state of technology and the level of demand in
the market. Primary products would trade in the same commercial environ-
ment as other goods. Political aspirations regarding the development of
these markets would have to be consistent with underlying economic trends.
The regulation of international commodity markets would involve the creation
of stable conditions to allow profitable investment decisions to be taken.
The result may or may not involve significant resource transfers through
price trends: this would be determined by underlying cost advantages and
by the pattern of demand. This may not be satisfactory in broader political
terms. But the experience of domestic price policies, in so far as it is
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relevant, shows that even within countries - where administrative problems
are less - the scope for manipulation of the long term trend in prices of
farm goods is severely constrained.

53. In practical terms, the implication of this conclusion is as follows.
Agricultural incomes have developed broadly in line with those in the non
farm sector, in spite of long periods of decline in relative farm prices.
This has been brought about by dramatic improvements in productivity, an
orientation of production patterns to meet emerging demand, mobility of the
workforce and of investment capital among sectors, and increased education
and skills to close the gap between the urban and rural labour force. Agricul-
tural policies related to the improvement of marketing channels and informa-
tion, the development and adoption of technology, and the mobility of the
labour force have contributed to this situation. Farm price policies which
have seemed to offer to farmers an alternative route to prosperity through
guaranteed markets and open-ended subsidies have often delayed these
adjustments. This delay has been consistent with the general social concern
for a sharing by other sectors of the economy of the burdens of such
adjustment. But the quid pro quo has been that policies themselves operate
within accepted cost limits and do not permanently mask the underlying
trends. The absorption of risk on current investment of human and physical
capital is widely accepted: the creation of artificial markets for future
investment has rarely been tolerated for long. It seems likely that the
international community might impose similar constraints on the attempt

to regulate commodity markets.

54. 1f this is the case then it suggests three aspects of the problem of
commodity control where farm policy experience may be of value. These are
the setting of price levels, the use of instruments, and the development of
complementary policies to relieve the burden on price control mechanisms.
The level at which policy prices are set is, as was suggested above, the
most difficult and most crucial aspect of policy administration. In one sense
it is the only way of distinguishing between support and stabilisation policies.
It is also the main determinant of policy costs, with the type of instrument
used largely indicating the incidence of the cost. In most cases, the setting
of policy prices is an annual preoccupation which attracts attention from
those responsible for budgets and consumer food prices as well as focusing
public opinion on the farm problems. The price-setting process is often

the time when changes in policy instruments are introduced, and it provides
in many countries an opportunity for the various interested parties to
discuss with government the trends within the industry. In the light of all
this, many administrations have attempted to employ various formulae to
assist in the determination of prices. Such quasi-mechanical price decisions
are occasionally encompassed in the basic legislation, limiting the freedom
of the executive body to make changes without new authority. But even in
these cases there is a degree of flexibility in the choice of prices.
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55. Three types of considerations influence annual price decisions and
therefore over time the trend of such prices. First, and most popular

with farm groups are those that relate to farm costs. Perhaps the best
known of these is the concept of 'parity price' used in the US since the
inception of the farm support programmes. This reflects the relationship
between prices received by farmers and those paid by them for the basic
production prerequisites. Individual commodity parity prices are the
product of the relative commodity price and the overall parity ratio' using
the period 1910-1914 as a base. An alternative measure, the level of parity
income, has been suggested but not generally adopted. Clearly if successive
administrations had to keep farm product prices at their parity levels, there
would be no pricing flexibility. Instead, the sysiém is a way of keeping
support prices within bounds, say between 75 and 90 per cent of parity as
in the case of manufacturing milk, determined by Congress. Support prices
for some crops have dropped at times to about 50 per cent of parity,
indicating that the formula does little more than reflect pricing decisions
taken on other grounds. Policy price decisions in the UK, before accession
to the Community, were based on another variant of the cost-based formula.
The annual cost increase attributable to the production of supported products
was calculated and the figure 'agreed' with representatives of the farm
sector. In addition a productivity increment was estimated and the value of
price guarantees was raised by some figure between the cost increase

itself and that which would have been suggested if productivity had lowered
costs by the full amount. Again this gave some pricing flexibility by the
under-recouping of costs when the budgetary burden of the policy was
deemed to be excessive. More recently, the EEC Commission has used as

a starting point for its proposals to the Council of Ministers an 'objective
method' of calculating price increases necessary to keep labour incomes on
certain types of farm in line with non-farm earnings. The Council has not
as yet tied itself to accepting such a formula, and insists on modifications

to the price proposals to meet other objectives.

56. The second method of price fixing has been the use of historical series
for each commodity. Thus in Canada, many commodity programmes have
included the stipulation that price levels be no less than 80 per cent of the
previous 10-year average. The Agiriculture Act (1957) in the U.K. limited
price decreases to an average of 23 per cent per year, with a slightly
greater tolerance for each commodity. Rapid inflation has removed any
constraints that such limits might have had on product prices. The third,
less specific, pricing rule has been to link price changes to market
conditions. This can still imply a level of price support, but is intended to
put limits to government cost and to allow policies to reflect circumstances
sooner than would otherwise be the case. This technique is used to a
certain extent by the EEC Commission when allocating price increases among
commodities; it is even more prevalent in Australian and Canadian Wheat
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policies where initial price supports (and hence minimum administered prices)
are set to reflect anticipated domestic and export demand strength. In the
US, at times when acreage control is in operation, the support prices are

set concurrently with average targets also on the strength of the market.

57. Similar choices face those responsible for administering international
commodity programmes. Cost-based pricing was incorporated in the
arrangements under the Commonwealth Sugar Agreement: it is implicit in
the Lome sugar arrangements through the linkage with internal EEC prices.
Proposals for indexation are a broader version of these schemes, relating
to developing country import prices rather than to commodity production
costs. Experience in domestic farm policies suggests that any rigid formula
has to be reinterpreted regularly to keep programme costs in check.
Historical averages of prices might be thought to have advantages in markets
where conditions have fluctuated cyclically. In domestic programmes they
have been used mainly to give farmers longer term assurance against the
progressive lowering of support prices. In international terms they may act
as reference points which could trigger off compensatory finance or other
policy actions. But to link a commodity price to its own history is unlikely
to prove satisfactory. Ultimately under such a scheme the policy price
would come to be an average of previous policy decisions; until it did so
there would be a danger of exacerbating problems by stimulating output on

a price downswing and suppressing it when prices turn up.

58. 1If cost-based pricing decisions ignore market information and historical
average prices reflect with a lag the market instabilities then price fixing
on the basis of anticipated conditions would seem to be superior. For
national programmes this is borne out by experience. Support prices
announced in advance of the production decision can relieve individual
farmers of a certain amount of the marketing risk, and combined with longer
term guarantees can reduce also the investment risk. But in international
programmes there is the complication that these prices represent the major
short-run determinant of the export earnings from primary products and
hence of national income for many countries. Whether 'market information'
in these circumstances can lead to an objective assessment of a reasonable
future commodity price is doubtful. The experience of the EEC is in this
regard of interest. Common prices under the CAP have a marked distribu-
tional effect on member countries. The result is that pricing decisions
which otherwise might have reflected market trends and kept FEOGA costs
in check are avoided by ministers who have their own 'shopping-list' of
price changes which are domestically profitable or desirable. The balancing
act between desires and market realities works on a national level because
of the ultimate authority of the government both for taking decisions and
financing the policy. Even in a European Community with established
supranational agencies the outcome of the price fixing process is essentially
a multilateral bargain. At an international level one might expect these
problems to be multiplied.
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59. The experience of the Community is instructive in another aspect of
pricing. The choice of the unit in which to express agreed farm prices has
become acute with the divergence of exchange rates. A 'unit-of-account',
originally valued at one US dollar then subsequently linked first to gold

and then to the joint-float European currencies, is used in determining
annual price levels. But individual member states have tended to look to the
CAP for price guarantees in terms of their own domestic currencies. This
has led to a complex system of border taxes and subsidies which preserves
the illusion of common prices and the reality of common decisions whilst at
the same time not offending national concepts of the appropriate domestic
level of prices for farmers and consumers. This too suggests that price
policies at an international level would, in a period of exchange rate changes,
have to find some way to share risks from currency fluctuations.

60. The second potential 'lesson' for international commodity control
arising from experience with farm policies is concerned with the use and
choice of instruments and of their effects. Although, as was suggested
earlier, support and stability policies are difficult to separate analytically
since any instrument that influences the level of incomes or prices can be
used selectively to stabilise those variables - it is convenient to treat them
as distinct in the present context. Income increasing policies likely to be
considered in the control of commodity markets are predominantly of the
supply management type: stability measures would include buffer stocks,
and supply and purchase commitments. A third category, of non-price
measures, would include schemes such as compensatory financing.
Agricultural policies give some indication as to the strengths and weaknesses
of each of these policy types.

61. Supply control policies rest on two prerequisites for their effectiveness.
First market demand must be such that additional revenue generated from
extra sales is appreciably below the cost at the margin of production. Only

in these cases will a reduction in output add to net returns. Prices can of
course be raised further, but at an economic cost. Secondly, there must be

a reasonable degree of control of all sources of production, or at least a
strong incentive for general compliance. The first condition is more likely

to hold at an international level where output from the major producing
countries could face a relatively inelastic demand. In national policies,

this condition has often not obtained, and the 'power’ of producer groups

and marketing boards to raise prices without loss of income has been rather
limited. Governments can ban alternative sources of supply, but have not the
same leverage on export markets. The second condition has been overcome
domestically in various ways: licensing producers or giving marketing boards
exclusive rights is one approach and making additional payments dependent
upon compliance with supply control policies is another. In international
trade regulation, a degree of moral suasion might suffice, but it is not easy
to see how one might establish incentive payments for participation.

62. The experience of domestic policies suggests that price support by
supply control has certain limitations in the long run. These might be
thought of as competitive and non-competitive leakages of the benefits over
time. Competitive leakages arise where the increased profitability arising
from the output control becomes attracted to the instrument of control
itself. This is particularly apparent where output quotas are associated
with the land resource. Farms blessed with such quotas change hands at
prices which reflect the capitalised value of the additional profitability.
This raises a problem in that new entrants into that sector may not receive
any of the programme benefits, and as a consequence income problems may
re-emerge over time. Moreover, the government may have considerable
difficulty in modifying the policy when its effects are locked up in the capital
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structure of the industry. This is in fact a part of the more general problem
that policy induced profitability will tend to be bid into capital values,
particularly of land, however prices are supported. Such leakages through
competitive pressures would presumably take a different form in international
commodity control. Benefits would accrue to countries who could choose

how they were to be distributed. If export rights were to be endowed by some
form of licence or contract then the value accruing to this right could be
redeemed if such a contract were saleable. In this case the benefits could

be captured by the initial recipients of such export quotas even if they choose
to move out of that particular market. Saleability of quotas has been accepted
in many farm programmes because it offsets the tendency for production
patterns to get entrenched. It could, at the expense of the problems mentioned
above, provide extra flexibility in international commodity programmes,

63. Non-competitive leakages occur when the value of a quota can be
captured in part by buyers of the product in question or suppliers of non-
farm inputs. The most successful farm quota schemes appear to be those
where farmers and processors share an interest in output limitation. In such
circumstances the incidence of the benefit must be in doubt, as the market
power of the buyer will be enhanced. In international terms this suggests
that supply control will be more effective if importing countries accept and
facilitate trade quantity limitations. But the benefits themselves may go

in part to interests in importing countries that find the value of their own
sales increasing from the processing and distribution of the restricted
commodity. Transfer of processing to primary producing areas would help
to avoid some of these conflicts.

64. Experience with stability policies in developed countries illustrates
two propositions. The first is that stabilisation if properly carried out can
enhance the value of a crop or livestock product: the capture and distribu-
tion of this benefit is the art of orderly market management. If a crop is
sold directly after harvest its value to producers will generally be low.

The economic returns from arbitrage over time will accrue to someone else
in the marketing chain. Similar gains are to be had for evening out year-
to-year fluctuations in production, but since the cost of storage will escalate
it may not be in the interests of any private individual to take the risks
involved even when ex post the holding of reserves might have been profitable.
Storage policies asSociated with the farm sector have usually made provision
for some of the benefit of intra-season storage to be reflected in farm
incomes, through graduated price supports over the marketing year or
through the remission of some part of storage costs. In this respect, the
non-recourse loan system operated in the US is important in that it allows
the farmer to market his crop according to seasonal demand whilst at the
same time being able to finance production costs in advance of the final

sale of his output. Where futures markets are available, the risk of adverse
price movements during the season can be reduced by hedging. Farm
policies have in general improved the position of the farmer with respect to
the orderly marketing of products over the normal production cycle.

65. It is unlikely that farmers themselves will find it profitable to hold
products over from one season to the next except when compelled to do so

by lack of market outlets. Private traders may however have such capacity
and motivation. But even the merchants and processors will face capacity
constraints which put an upper limit on such storage as well as minimum
stock requirements which will prevent a complete run down. In the presence
of significant market fluctuations, the result will be periodic peaks and
troughs to prices which no private agencies will feel able to control. If
governments wish to do so they can implement policies which make stock
volume more responsive to price. When prices are depressed then stock
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accumulation by government agencies can supplement that of private firms,
and when current supplies are tight these reserves can be released to yield

a capital gain which will defray the physical cost of storage. Such an active
stocks policy has one major drawback at a national level, Other countries
may choose to allow the burden of such a reserve scheme to be borne by

that government which has the strongest interest in the commodity and which
appears to have the resources and the will to carry it out. US commodity
programmes, in particular in wheat, became very expensive when they
attempted to stabilise world markets almost single-handed. At an international
level such problems are overcome, conceptually, by a co-ordinated agree-
ment to manage stocks in a number of countries or by the establishment of a
common stock with accepted rules to distribute the financial burden. Such

an arrangement should be able to increase the value over time of the
commodity by intertemporal arbitrage;it should also be able to run at a modest
cost if the accumulation and disbursement rules for the stockpile are

realistic in relation to market developments.

66. The type of government purchase policy which is occasionally justified
in terms of price stability is that which is associated with a floor price.
National policies that use this device are characterised by the disposal of
government purchases at prices below that at which they were bought. Such
schemes are in fact better thought of as price support, since their effect

is merely to add a subsidy element over and above the price that the market
would provide. The volume of stocks in such schemes as the EEC interven-
tion policy may be considerable at any one time. They may even increase
when market prices are low and be reduced when demand improves. But
they do not represent stabilisation policies unless sales from these stocks
are related to current and anticipated market conditions, as well as
purchases., Since the world asa whole has no convenient outside market

on which to dump unwanted surpluses accruing under such schemes, there
is unlikely to be any international commodity policy equivalent.

67. The choice of stabilisation instrument illustrates the second of the
two propositions mentioned above., If a market is unstable, either through
variations in output or in demand, then stability can only be obtained by
influencing the source of the fluctuations directly. Control over yield
fluctuations may prove difficult, and the stabilising of the economic
conditions that influence consumer demand has proved elusive. Hence the
corollary of the proposition: instability inherent in a market can be shifted
but not eliminated. The task facing governments is to decide which variable
they will encourage to be unstable in order to add stability to other elements
in the market. Stocks policy is a case in point: if stock levels are
destabilised, by appropriate accumulation and disbursement, then consumption
and prices can be held reasonably steady; if stock levels are not allowed

to vary, then prices will be more volatile. Similarly, stability of export
earnings may be a goal, in which case prices and stock levels and even
consumption may have to absorb the inherent variations in the market
conditions. In farm policies, stability of farm incomes as such has not been
a dominant goal: the variable more usually stabilised has been domestic
price. As a consequence, there has been considerable variability in farm
programme costs, stock levels and farm returns. Export earnings and
import costs have also reflacted the market position and have not in
themselves been the object of stabilisation schemes.

68. The third area of developed country agricultural policy experience
which might have some lessons for commodity policy is the use of non-price
measures and other devices which do not fall neatly into the above
categories. Some of these have been mentioned already, for example the
establishment of delivery contracts, the improvement of productivity, and
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the provision of better market information. Each of these is too specific

to particular commodity conditions to be dealt with in a general way. But
some other types of policies should be mentioned, such as, the proposals for
the extension of compensatory finance and the related question of indirect
indexation via supplementary payments when terms of trade are weak.
Experience with deficiency payments policies may shed some light on these
questions. Generally speaking, the problem with such national policies as
have used financial transfers to supplement market prices is that their cost
is both unpredictable and visible., The visibility of the budget cost in turn
leads to difficulties where regional or (in the EEC) national transfers are
involved: from the point of view of administration, the fact that programme
costs are evident can be an advantage when the policy is running well
though an embarrassment whenthings get 'out of hand'. The lack of predict-
ability is in the nature of the policy instrument itself, since it is designed to
absorb variations in price that would otherwise impinge on farm incomes.
But the combination of these two elements has meant that countries have in
general had recourse to methods of controlling cost, such as through a limit
on the amount of production qualifying for the full guaranteed price.
Alternatively the guarantee price on which deficiency payments are based
may be implicitly linked to the market price by a limit on the actual budget
outlay. Open-ended deficiency payments policies have not in general
survived for long.

(iii) Additional implications of farm policies

69. In addition to the lessons which one can draw from the experience of
the operation of individual farm policy instruments, there is a further
implication relating to the interaction of such policies. It was suggested
above that developed countries reacted similarly in their farm policy
response to particular market conditions, albeit with a different emphasis.

It was also mentioned that the fixing of domestic prices tends to be the

focus of policy, and that these domestic price targets come to reflect local
aspirations, cost levels, and farm structures. In addition, a major rationale
for farm policies is to defend against the unexpected and the adverse
occurrence on world markets. Put these three together and one has a self-
justifying system of intervention in major commodity markets where each
country is struggling to defend domestically conditioned price targets against
fluctuations on world markets which are themselves exacerbated by such
policies, This is the main reason why stocks policies have not proved
successful in the control of temperate-zone agricultural trade: the stocks
themselves have to absorb the inconsistencies among the domestic price
targets which show up in the form of surpluses, and in turn prove inadequate
when the policies are reversed in a situation of scarcity. To put it another
way: the stocks are used for domestic price stability in each country, and
are therefore unavailable to stabilise world prices whenever the domestic
price targets prove inconsistent,

70. This in turn leads to an odd pattern of behaviour in world market prices.
The range of such prices reflects the extent to which the national price
policies are pursued without regard to world market conditions., At the
lower end, such prices reflect the willingness of exporters to grant export
subsidies in an attempt to dispose of domestically generated surpluses; at
the upper end the prices reflect the willingness of importers to bid for
products in a market made more tight by the reluctance of exporters to
expand supply. This price 'band' is itself different to that to be found in
mineral and industrial raw material markets, where the lower end tends to
be related to production or extraction costs and the upper end to the level at
which demand is curbed by the use of substitutes.
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71. This difference has two implications for international commodity
control. First, the existence of domestic farm policies, and indeed the
dominance of their objectives, must be recognised in international
negotiations. The task facing the international community is to substitute
action at a world market level for the domestic policies presently pursued.
In addition, the international policy can aim to use the domestic market
control mechanisms to achieve world market stability. The same problem is
not present in other commodities such as minerals or tropical crops, nor is
the same opportunity to employ existing instruments. Secondly the scope
for influencing the terms of trade over time is greater in non-temperate
zone commodities, as the 'band' is wide and the behaviour of price within
that band is a function of structural relationships in the market. In temperate-
zone foodstuffs, the band, reflecting national policies and priorities, can
only be narrowed by a greater consistency among those policies themselves,
and the level of price on world markets within that band reflects essentially
domestic decisions not so amenable to international agreement.

(iv) Conclusions

72. My conclusions can be quite brief. Farm policies are based on the
general belief that agricultural prices and markets are inherently unstable
and that selective intervention can restore order. The results have been
politically satisfactory in that governments have been seen to be reacting
to legitimate concerns. In the long run it is doubtful whether the most
visible of the policies have had much impact on the level and trend in incomes.
This is governed by the relationship between agriculture and the economy
as a whole. Obsession with the control of price has diverted attention and
funds away from more basic problems of adjustment in rural areas. The
mechanisms used are similar to those under discussion in the context of
international commodity regulation. The same problems are likely to arise.
Market prices can be manipulated with the injection of considerable funds.
Supplies can be both controlled and phased over time through the establish-
ment of agencies with sufficient authority. None of these interventions is

a substitute for the anticipation and encouragement of long term market
developments: they can however have a beneficial effect over a short
period to avoid the most serious consequences of market disruption,

73. The key decision is that of the prices to be set under such policies.
Agreement may be more difficult in an international context as interests are
more clearly defined. But an inappropriate price that cannot be supported
with the funds and mechanisms available will weaken the best control scheme.
By contrast, a flexible approach to pricing can form the basis for a
constructive development of policy measures which improve the equity of

the trading system without impairing its essential functions. The existence
of an adequate method of funding these policies is a necessary condition for
their success, but is in itself not sufficient to ensure their continuation if
other decisions such as the level of prices are not consistent with underlying
market conditions. Unwinding an ill-conceived policy can be painful in a
national environment: in international relationships the price of failure is
all the more serious.

104



APPENDIX A: Analysis of policy instruments

Although it was suggested in the text that agricultural programmes were
largely a collection of ad hoc devices designed to counter problems as
perceived in the context of @ particular time and place, it is still possible to
discuss the relative impact of various policy instruments. The number of
such instruments is relatively small and their major effects can be stated with
some degree of confidence: it is their appropriateness in a particular
circumstance that is much more difficult to evaluate. In this appendix, an
attempt is made to compare policy instruments. This comparison will involve
the strengths and weaknesses of the measures themselves, the administrative
and financial problems that have been encountered, and the constraints
imposed on these policies by their setting., The set of policy instruments
considered is restricted to those that directly impinge on the level, stability
and distribution of farm incomes and of the level and stability of wholesale
or farm-gate prices of agricultural products. This excludes many measures
which relate to environmental quality, food standards, and to the legal
framework of land ownership and use, But it includes all the instruments
likely to be translated to an international commodity control programme.

Policies to influence levels of farm income in the short-run are
conveniently classified on the basis that income itself depends on the
difference between costs and revenue, and in the longer run that income per
head of the farm population (or per farmer) depends not only on the trend of
aggregate farm income byt also the number of people over whom it must be
shared. Policies to stabilise farm income are in large part implemented by
adjusting the income-level policy instruments to counter the effects of
instability. Influencing the distribution of income are policies that discri-
minate among farm groups and those that alter the pattern of ownership of
farm assets,

Policies which are designed to influence the level and stability of
prices are in one sense covered in the above classification of income policies,
since they affect the level of producer receipts and hence profits if costs
remain the same. But price and income stability are not the same if output
varies, and a fixed price level may operate in conditions where profitability
is not an aim of policy. It is therefore convenient to consider price policies
under a separate heading, even at the expense of some overlapping.

(a) Farm income policies: lowering costs.

A straightforward way of raising farm income in the short run is to
lower the cost of purchased inputs. This is often done directly, through
input subsidies of which a subsidy on fertiliser is perhaps the most common,
More indirect subsidies include concessional credit terms and the favourable
tax treatment of farm businesses. More Indirect still are the policies which
alm at increasing productivity, and those which improve the management of
the farm business through education and extension activities. All these
policies are relatively easy t0 administer, and their cost can be controlled
and monitored. It is not so easy to judge their effectiveness. In some cases,
such as the provision of credit, the investment in research and development,
and the dissemination of management information, the government activities
supplement and to a certain extent replace those of private firms. But even
where they are not strictly 'necessary’', these policies are generally accepted
and raise few problems. Direct input subsidies have the disadvantage that
some of the benefit is likely to accrue to the providers of such inputs,
especially if they can manipulate their own prices., This is true of capital
grants as well as subsidies on current purchases such as fertiliser. The
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premise that these inputs were being underutilised once provided a rationale
for such subsidies, but this is unlikely to hold in advanced economies. As
an income-raising device they are not popular with legislators, and are
generally used only when there has been an exceptional rise in the price of
a particular input. Tax relief policies are also coming under more scrutiny
in many countries, as the feeling spreads that the benefits are reflected in
higher land values rather than management and labour incomes.

{b) Farm income policies: higher revenue.

Rather more policies aim at raising farm revenue. The ways are
numerous, but the following devices are widespread in developed country
farm policies. Supply limitation, to take advantage of an inelastic market
demand, and maTKet dilferentiation to use the different nature of sub-parts
of the market™o increase sales revenue, are two important ways of raising
revenue. In addition, the total size of the market for domestic output can
be increased by taxing imports, or by subsidising exports. In some cases,
market size is increased by Sales promotion, and by the discouragement of
substitutes. Payments to producers (and to consumers) in the form of
direct subsidies raise revenue without having to manipulate market
conc.fions. Ihese policies are generally more difficult to administer than
input subsidies. Supply control, whether working directly through output
or indirectly through control of land use, requires a degree of detailed
regulationand information that puts a considerable burden on policy
administrators. Information on market conditions needed for supply control
may not itself be 'observable’, and the agencies concerned are likely to
come under criticism for the way they exercise their judgement. Policies
that operate through manipulation of the conditions of international trade
raise different questions. Import controls are administratively easy, and,
like supply limitations, do not involve a direct budget cost. Export aids are
generally less popular, mainly because of their financial consequences, and
in addition run the risk of attracting countervailing measures in some import
markets., Product promotion is considered a more positive alternative
in principle, but in practice runs into the problem that food consumption
volume is not notably responsive to advertising effort. Taxing non-farm
substitutes has often been tried, but is not popular with urban-dominated
legislatures. In spite of the problems, these revenue increasing measures
often make up a large share of the expenditure of both money and effort on
farm programmes.

(¢) Farm income policies: influencing trends.

The simplest way to raise individual farm incomes over a period of
years might seem to be to reduce the number of people in the industry. If
those with below average productivity leave, then this process could be
successful, The provision of pensions, the promotion of job mobility in
rural areas, and the improvement of standards in rural education are an
important adjunct to farm policies. But their administration and financing
is often a part of general economic and social policies, and their impact is
greatly influenced by macro-economic conditions. Few countries have made
policies of this type central to their agricultural programmes, even though
it is likely that there would be considerable political sympathy from non-
farm interests. The short-term commodity price orientation of farm policies
perpetuated by agricultural ministries has tended to pre-empt finances that
could otherwise have been used to improve longer term income opportunities
in rural areas.
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(d) Farm income policies: direct payments.

The virtual absence of any major schemes for the direct income support
of the farm sector unassociated with levels of output is an indication of the
complexity of the motives behind farm policy. Direct income payments have
often been suggested, in particular as temporaTy expedients when major falls
in farm price levels are expected as a result of policy changes. But these
are unpopular with farming interests, and seem to have attracted little
political support. Social welfare policies are now more widely applicable to
rural areas, and the need for special programmes may be in doubt. Never-
theless the main reason why direct income support is generally ruled out as
an alternative to price policies is again related to the fact that success in
farm programmes has been associated with the satisfactory regulation of
product markets rather than with the direct welfare of rural families.

Some countries do however run policies such as crop insurance, and various
equalisation payments, which attempt to recompeise farmers more or less
directly Tor sudden changes in incomes,

(e) Farm price policies: raising demand.

Policies to raise farm demand include those already discussed under
(b) above, since they also raise revenue for any given output level.

(f) Farm price policies: 'flattening' demand.

There is however another set of measures which act not so much to
raise demand as to break the link between output and realised price. They
act as price supports when market prices would otherwise fall, but the
level of protection is reduced as market prices rise. Such policies are
occasionally administered symmetrically, in that prices above the support
level are also discouraged. These price guarantee policies make up much
of the defensive armoury of agricultural programmes. They include the
imposition of variable trade barriers, which maintain domestic prices by
import levies or export subsidies designed to ensure that world price
variations cannot upset domestic markets. In the same category are
deficiency payment schemes which seek to make up the difference between
guaranteed prices and the actual level of market returns where this latter
falls short of the former. Another device for presenting producers with an
‘open ended' market that is not weakened by overproduction is that of
support buying. As with any buying policy, the analysis of such a measure
must recognise also the ultimate selling of such goods as are bought. Often
these floor price schemes dispose of unwanted products with the aid of a
subsidy on overseas markets, but they can also perform a storage function
and reintroduce the commodity onto the domestic market when conditions are
more 'favourable'.

These policies generally go hand-in-hand with those that seek to raise
demand. If an import levy fluctuates over time with changes in world prices
then it has a stabilising element: if at the same time it is generally of a
height that maintains domestic prices above those on the world market then
it is also raising demand for the home-produced good. Support buying
typically combines protection with stabilisation. It is basically the price
level set for the stabilisation scheme which determines the extent to which
it includes a protective element, Stabilisation in its pure form has wide
non-farm support, and incurs little long-run cost: it is generally the
protection effect of such policies which attracts criticism, In particular,the
disposal onto overseas markets of products purchased domestically by
support agencies is likely to attract adverse attention. The administration
of variable trade barriers is relatively straightforward in concept, but may
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lead to complications in practice. In particular, trade firms are often
hampered by the unpredictable nature of the border tax or subsidy, and as a
consequence governments tend to devise ways of pre-fixing such payments at
the time when the commercial contract is drawn up. The unpredictable
nature of programme costs is also a major source of discontent with such
policies, and as a result has led to many attempts to limit expenses under
deficiency payment and support buying schemes. One such mechanism is to
limit the quantity of produce which attracts the full support or guaranteed
price: another is to make the supported price itself reflect the holdings of
surpluses accumulated under the programme. These price stability policies
do not necessarily stabilise farm incomes. They remove the instability
which might otherwise emanate from the world market, and they prevent
domestic output variations from weakening the price level. But in doing so
they expose farm incomes to the full impact of volume changes in domestic
production.

(g) Farm price policies: stabilising supply.

Policies which control output to raise average prices discussed under
(b) above can also be used to dampen potential output fluctuations. Additional
policies to the same end include water control, where drainage and irrigation
are required, farm storage, which prevents the unloading of annual crops
onto the market after harvest, and contracting, whereby the amount of
production is geared to market needs, AIl these policies receive general approval
when their effect is to make patterns of supply more reliable.
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APPENDIX B: Quantification of policy effects

This appendix contains a set of tables illustrating the approximate
magnitude of the impact of the major farm policy instruments used in Australia,
the EEC, Canada and the U.S.A., on the income of farmers from the sale of
wheat, barley, maize, sugar and milk. For each product and country the
level of production and the average producer price are given (items 1 and 2)
for the years 1968-1974. The addition of any direct payments (or subtraction
of taxes) (item 3) not already included in the product price gives the total
producer value. The policy transfers were calculated in the following way.

(a) if the policy involved a per unit payment then the impact of
the policy was applied over the relevant volume of output.
Thus a per unit producer subsidy was multiplied by production
and the total listed as a 'transfer' to producers. For a
tariff or a levy, the per unit figure was applied to production
to give the transfer to producers,

(b) if the data was more conveniently recorded in terms of
financial totals such as the cost of subsidies on a particular
product, then this was allocated directly. Where the financial
data related to trade taxes - i.e. levy receipts - then it was
first converted to a per unit figure by relating to trade volume
and applying the procedure as in (a) above,

(¢) if the policy involved price discrimination, such as the
maintenance of higher domestic than export prices through
marketing control, then the price difference was calculated.
This was then multiplied by production in the high price
market and allocated to producer transfer,

(@) if the policy involved trade quotas, then resort was made to
the difference between internal and external prices, and
treated accordingly. This was the only case where 'world'
prices were used explicitly in the calculations,

(e) an input subsidy was allocated directly to producers, as
in the case of a price subsidy.

The impact of the transfers was accumulated to give the total producer
subsidy value (item 6). The producer subsidy equivalent can then be defined
either as a proportion of actual sales revenue (item 7) or as a subsidy per
unit of output (item 8).

The source of the tables is a study undertaken by the author for the
FAO Secretariat. The full study is reported in a document presented to the
1975 FAO Conference (Agricultural Protection And Stabilisation Policies:
A Framework Of Measurement In The Context Of Agricultural Adjustment.
C75/LIM /2, FAO, Rome, October 1975) which includes some additional
countries and commodities and also measures of consumer subsidy levels.
The FAO should not be held responsible for the use of the tables in the
present context.
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