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Summar

~ The agricultural situation of the United States has changed
significantly since the beginning of this decade. Abundance and its
attendant problems of low farmprices and targe, costly governnent
stockpiles have given way to a tight market and higher prices. Already
an inportant force in the world market, US agriculture has assuned
still greater inportance. Along wWith the new circumstances have cone
new problems: higher prices for food, increased price instability
resulﬂngl in sizable income transfers affecting both farners and con-
suners, higher farm production costs, increases in the cost of
providing foreign food aid, and general uncertainty about the future
of agriculture and how governments will respond to it.

A review of nmgjor trends in world agriculture over the past two
decades is useful for putting the current situation in clearer per-
spective. Aggregate world food production has increased over this
period, falling only in 1972 and remaining constant in 1974  Though
production in the less devel oped countries (LDCs) had risen at about
the sane pace as in developed countries, a higher rate of population
growth in the LDC's resulted in their per caprta food production in-
creasing comparatively little. Thus, malnourishment remains a serious
problemin many of the poorer nations.

During the 1950s and 1960s, the major grain exporting nations
accunul ated large governnent-held stocks, despite continuing efforts
to keep supFIy inlinewth demand. Though this build-up of grain
stocks was largely unplanned and unwanted, the release of stocks during
periods of short supply danpened or prevented price rises. The conbin-
ation of large stocks and high farm price supports hel ped keep world
comodi ty prices relatively stable throughout the period. However, in
the late 1960s and early 1970s, the nwjor grain exporting nations
succeeded in reducing governnent stockholdings.

This reduction in stocks and the related diversion of over 60
mitlion acres of cropland under government programs in the United
States coincided, in 1972, with a number of other inportant events on

1
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the world agricultural scene:  poor harvests in many growng regions
a decision by the Soviet Union to make up domestic shortfalls through
Purchases from abroad, continuing increases in the per capita deman
or food (particularly livestock products) due to worldw de economc
proiPerlty and raP|d|y rising incomes, and the stinulative effects

on US exports of a dollar devaluation.

The combination of these events predictably caused world agri-
cultural prices to skyrocket. Wthin the span of two years, many
comodity prices doubled and sonme tripled. Although no |onger at
these peaks, commodity prices remain high by earlier standards. As
a myjor supplier of world food inports, the United States experienced
a surge in exports that has continued at a level about half again the
volume of the late 1960s. This further increased the dom nance of
North Anmerican agriculture (including Canada) as the najor source of
world grain exports.

~ Adjustment to price changes of this magnitude was inpeded by the
agricultural and trade policies of a nunber of countries and trading
blocks that isolate their agricultural sectors fromthe world market.
This essentially forced those nations that maintain nore open markets
such as the US,, to bear a disproportionately larger share of the
adj ust ment  bur den

But how long will conditions of the past three years continue?
Over the longer run, looking to about 1985, it appearS that: aggrePate
world food production will continue its long-run rate of increase; [ess
devel oped countries will continue to depend on food inports from
devel oped countries; collectively devel oped countries will continue to
have the capacity to produce nore food than they can consume internally
at acceptable price levels; and the demand for feedgrains will continue
to grow as livestock products assume greater inportance in the diets of
the nore affluent people around the world. The near-term Situation
however, continues to be highly unpredictable. The one thing that is
most certain is that year-to-year variation fromthe long-term trend
will Dpe substantial.

A central consideration in fashioning US agricultural trade
policy will be the effects of larger agricultural exports on the US
econony. This study uses an econometric model to estimate the effects
of exporting 10 million netric tons of grain more than the level
expected for fiscal year 1976 "(the equivalent of a 13 percent increase),
This sinulation indicates that an increase in exports of this magnitude
by a Kear later would: increase retail food prices about 1.0 percent
and the overall cost of [iving by 0.2 to 0.3 percent; increase overal
net farmincome by about $2.4 bilTion, though this would include a
decline in the net incone of |ivestock producers as higher feedgrain
prices lead to increased |ivestock slaughter; increase federal tax
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revenues by about $0.8 billion, which would nore than offset increased
spend|ng (0.4 billion), resulting in a net reduction in the federal
budget deficit of $0.4 billion; and increase the balance of payments
by at least $1.4 billion. The simulatjon also indicates that after

a year the real gross national productl and the rate of unenpl oynent
woul d be essentially unchanged. After two years, however, rea

output woul d decline by $1.1 billion to $1.5 billjon (in 1975 prices),
unl ess conpensating changes in fiscal and/or nonetary policies were
made. Though farmprices and farm income would both recede as grain
production rncreased the second year, food prices would continue to
rise as the effects of reduced Tivestock production continued to he
reflected at the retail level. In addition, the high consumer prices
of the first Yean would begin to result in higher wage rates and
increased inflation

These effects woul d, of course, be felt differently by different
groups of people. Consuners woul d have to pay higher food prices,
yet they would also benefit from inproved accessibility to foreign
products. Farmers who raise crops woul d benefit from ﬁlgher incomes,
while the incomes of those raising |ivestock eventual ly would fall.
The enpl oyees and owners of the large grain exporting firms, as well
as those ‘enployed in the maritime industry, would benefit from the
increased volume of shipnments

The principal fiscal policy issue woul d be devel oping a response
to the occasionally sharp increases in farmprices that are associated
with crop failures, either in this country or abroad. As a major
~exporter of farm products, incone and purchas|n? power in the US

respond to higher farmprices, particularly if the increase in farm
ﬁ2|ces is caused by crop failure abroad rather than in this country

verthel ess, incréased inflationary pressures can intensify dilemmas
of fiscal policy. |If a nmore restrictive fiscal policy were pursued,
the inflationary effect would be reduced, but at the expense of sone
output. If fiscal policy were adjusted to accomodate shocks to the
price system from food or oil, the decreased output could be mtigated
or.eklnlngted; but in that case, the inpact on inflation could be
reinforce

From the standpoint of future US food and agricultural policy,
the principal issue Is how to avoid the increased price instability

1. Real Gross National Product is GNP that has been adjusted for
inflation.
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that would acconpany expanding grain exports, particularly if this
occurred when world %raln stocks were Tow, as at present. Additionally,
there are issues of howto achieve a nore equitable distribution of
both the benefits and costs associated with these exports. The principa
policy options are: (1) continuation of present policy; (2 establish-
ment of a domestic grain reserve; (3) creation of an international

grain reserve; (4 imposition of trade restrictions; (5 further

trade Tiberalization; and (6 negotiation of bhilateral trade agreements.

' (1) Continuation of the existing price and incone support prograns
woul d probably result in: continued price and income instability; as

| ong as market prices remained above Intervention prices, realtively |ow
budget costs for farm programs; high foreign exchange earnings i'n some
years; and doubt and uncertainfy over US veliability as a major supplier
of food, both commercially and as food aid.

- (2 Adoption of a domestic grain reserve would: reduce price
and income instability; increase budget costs somewhat over current
levels; and for foreign customers and aid recipients, reduce uncertainty
over conditions of their access to US supP[|es: O the other hand
in periods of price extrenes, some intervention in trade woul d probably
still be necessary. Another drawback to a domestic reserve is the
d|ff|cu|t%.|n adapting it to agricultural incone support Qb&ectlves and
the possibility of a return to large and costly programs Tike those in
effect during the 1950s and 1960s. ~The effect of a domestic grain
reserve on farmincome is uncertain. It seens likely that consuners
woul d benefit more from increased agricultural price stability than
woul d farners, though evidence in support of this conclusion is meager.

(3 An international reserve would entail nost of the sane
advantages and disadvantages as a domestic grain reserve except that
It woul d face the additional handicap of requiring a high degree of
international cooperation and agreement. On the basis of past inter-
national experience, this nust be considered a severe handicap

. Further regulation of trade by the United States, though
temptingly sinple to enploy and absent a direct budget cost, also would
have drawbacks. By restricting exports, the United States woul d
encourage its foreign customers to develop alternative sources of supply,
perhaps including their own donestic agricultural sectors. This would
depress US farmprices and farm incone which, in turn, could lead to
hi gher government farm program costs and reduced |ong-terminvestments
in"US ‘agricultural production capacity. Also, though relatively easy
to inplement, trade restrictions often outlive their useful ness
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Trade Tiberalization has much to offer in terns of
reduced instability of world prices, increased economc efficiency
of resource allocation, and | ow budget costs, but it is also depend-
ent on a high degree of international cooperation. To the extent
U S policy changes inprove this country's dependability as a source
of supply and denonstrate a willingness to remove U.S.-imposed trade
barriers, the chances for trade Tiberalization would be inproved.
However, chances for significant liberalization over the near term
appear slight.

. (6) Bilateral agreements between the United States and.naLor
inporters offer a simpler, nore attainable route to dealing with other
nations. They are much easier t0 negotiate and implement than nul ti -
lateral agreenents. And, they offer a means of reducing market un-
certainty. Yet, these agreements require a high de?ree of centra
control; they often outlive their usefulness; and if used excessively,
they become constraints to a freely functioning narket.






CHAPTER |
| NTRODUCTI ON

As recently as the beginning of this decade, the "agricultural
problemt of the United States was viewed chiefly as one of excess
production.  Ever-increasing productivity contributed to chronic over-
supply. In attenpting to support conmodity prices and farm income,
the federal government accumilated large sfockpiles of grain. To
avoi d further stock buildups, the government Pg:nd farmers to withhol d
nearly 60 m|lion acres fromproduction. In fiscal year 1970, farm
i ncone support programs cost over $3.6 billion. In an effort to
increase demand, particularly from foreign markets, the US govern-
ment from the late 1950s subSidized comercial sales of some commodities,
developed new markets and pronoted products, and, for humanitarian
and di pl omatic purposes as well as to dispose of surpluses, sold on
concessional terns or gave large quantities of grain to poorer nations.

The outlook for food production hy the less devel oped countries
(LDCs) |ooked promsing at the beginning of the decade. A "green
revolution" sparked by the devel opment of new varieties of rice and
wheat and aided by low fertilizer prices promsed significantly inproved
diets. It also appeared that newly devel oped techniques of birth
control mght be nore widely adopted, thereby |essening the threat
of hunger and mal nutrition.

The view, six years later, is much different. The pace at which
US agricultural f)roductwlty had increased over the past 30 years
has stackened, at [east tenporarily. Government-held Stocks of food
in the United States have all but disappeared. Food prices in the
United States have soared to record highs. Efforts to inprove the
diets of |owincome people have been expanded and the need for farm
Bnce supports has declined, so the US Department of Agriculture
udget 1s now domnated (two-thirds in fiscal year 1976§l by domestic -
{oof assistance programs, primarily food stanps, rather than by aid
o farmers.

7
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The United States also has removed many export subsidies and
has periodically resorted to export controls. Nearly all |and
formerly hel d out of production has been returned to cultivation.

~Gowth in per capita food production in mst LDCs has slowed
and in sone areas -- such as Bangladesh, the Sahel of Vst Africa,
and Ethiopia -- shortaqes have been severe. Food aid abroad by the
United States was sharply cut in fiscal year 1974, Though budget
levels for such aid now have nearly returned to earlier dollar |evels,
the vol ume of shipnents is substantially lower because of higher
prices. :

. The abruptness and magni tude of these changes have caused
w despread confusion and uncertainty concernln? the |ong-term prospects
for world agriculture and, more specifically, the US role. Has

the world food situation become one of chronic shortage? O do the
recent shortages represent simply a brief interlude in earlier tenden-
cies toward excess capacity and oversupply? Do the |arge exports of
US. agricultural products of the past three years signal a new era

of international trade, one in which U.S.-produced food assumes greater
| nportance? And if so, what does this suggest with regard to the need
for changes in US agricultural policy?

The major purposes of this paper are to: (1) examne what has
occurred over the past four or five years; (2 assess the permanence
of recent changes and their tong-term consequences; and (3) analyze
the major policy alternatives available to the United States.



CHAPTER | |
BACKGROUND

Thi's section places recent events in their |ong-term perspective
and di scusses whether the current food shorta?es and high prices are
grounded in well-established forces that are T'ikely to persist into
the future or, converseIY, result froma unique set of circunstances
that are unlikely to continue. First, it discusses sone determ nants
of the current food situation, including weather, increasing affluence
of the world's popul ation, and deval uation of the dollar. Next, it
di scusses governnent food policies that hoth affect and respond to
changes in production, the hol ding of stocks, and prices.

Determ nants of the Current Food Situation

World food production had increased steadily over the past two
decades, at an average annual rate of 2.8 percent.” This increase in
supply IS in part a response to increase in demand, generated by
a grow ng worl d population and ri ]c:]l ng affluence. However, this
trend toward increased production has been disrupted in the past five
years by adverse weather conditions. At the sane tine, devaluation of
the dollar increased foreign demand for US food products.

Weather

_ Desgite_the advanced state of technology, agricultural production
IS still heavily dependent on favorable Weatfer; adverse weat her
explains nuch of the recent variability in food supply. There have
been droughts in the southern Sahara, East Africa, Northwest India, the
Soviet Union, and the midwestern United States; torrential rains in the
Philippines; floods in the mdwestern United States and Europe; warm
winters (and increased susceptibility townterkill) in the western part
of the Soviet Union and the eastern United States; and early frost in
the United Sates.

9
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In the past, fluctuations in weather have often resulted in
ﬁoor harvests.  Yet, with land and grain reserves |ower than they
ave been for several years, weather has affected the market nore
directly and dramatically.

Sone regions are more vulnerable to the effects of weather than
others. (ceania, Canada, Argentina, and eastern portions of the
Soviet Union are particularly susceptible. For exanple, only one-
third of the Soviet agricultural land Ties south of the 49%th parallel,
wth its attendant ]on?er‘ growi ng season, and only 1.1 percent receives
as much as 28 inches of annual rainfall. This contrasts sharply with
the United States, where all cropland Iies belowthe 49th parallel and
60 percent receives at least 28 inches of rainfall annually. It has
been estimated that the odds of weather sufficiently unfavorable to
reduce wheat yields by at least 10 percent are one in eight for the
United States, one in five for the Soviet Union, and one in three for
Canada.' In contrast to Canada where wheat LProductlon IS concentrated
in a relatively small geographic area, the United States and the Soviet
Union benefit from having geographically dispersed production regions
that are less likely to be concurrently affected by adverse weather.

~ Does the poor weather of recent years mark the beginning of a
major climatic chanc};e? Are the shifts in atmospheric circulation and
declines in tenperature that have been observed over the past 20 or
30 years indicative of a long-term shift in the tropical rain belt? O
was the period fromthe md-1950s to the early 1970s one of unusually
favorabl e weather conditions? The evidence to answer these questions
Is inconplete and 1ikely to remain so for many years. Wat is nore
certain, however, is that precipitation will continue to be highly "
variable fromyear to year and region to region.

Affluence

The demand for food generally increases With rising income, how
ever, this demand varies among comuodities and income classes. Wthin
Poorer_ countries where diets are generally inferior, the demand for
00d increases proportionately nore in reponse to rising income than it
does in devel oped countries. In addition, higher incomes normally
result in a shift in the conposition of the diet -- away fromgrain and
tonard more neat and fruit.

1. US National Cceanic and Atnospheric Adm nistration, (unpublished
materials, My 1974).
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During the 1960s, the world egkg ed economc prosperity, with
per capita gross national product ( { increasing an average of 3.9
percent annually in the develoﬂed world and 3.2 percent in the less
devel oped countries. Though this rate of expansion slowed in 1970-71,
it rebounded sharply in 1972-73. This growh in purchasing power
though not peculiar to the recent period of tight agricultural markets,
Is an inportant and persistent source of the rising demand for food.

. The increasing demand for |ivestock products has been particularly
inportant. Three to four tines the calories in feed grains are needed
to produce equivalent calories in poultry and pork and six to seven
tinmes the amount to produce equivalent calories in grain-fed beef, so
increased neat consunption increases demand for feed grains. And, given
the wide disparity in per capita levels of meat consunmption, even W thin
the developed countries, this demand is [ikely to continue to grow as
incomes rise (see_Table 1).  Though ﬁen capital neat consunPtion nor e
than doubled in Germany and increased eightfold in Japan between the
late 1940s and 1970, Germany stilllags behind the US Tevel by hal f
and Japan is only one-sixth that of the United States.2 In addifion,
protectionary agricultural policies of the European Economic Community
and Japan, have caused meat prices to he substantially above world
prices for most of the past decade. As a result, the consunption of
meat has not increased as rapidly as it woul d have otherw se. But,

as incones continue to rise and if and when these countries liberalize
their agricultural trade, the shift toward nmore neat and less grain in
the diet wi |l probably continue

Deval uation

As the dollar became over-valued relative to other currencies
after the Korean War, foreign demand for US products -- agricultural
and nonagricultural -- weakened and contributed to the downward pressure
on US agricultural prices. Wth the devaluation of the dollar in
August, 1971, and again in February, 1973, this effect was reversed
That is, the price of US goods neasured in many foreign currencies
fell. Since two-thirds of US agricultural exports go to countries

2. Seafood continues to be the single largest protein source in the
Japanese diet, though neat consunption has risen proportionately nore
than seafood in recent years.
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Tabl e 1--Per Capita Meat Consumption in Selected Countries

Cal endar Years 1948-50 and 1969-70

Qans per capita per day

Qountry. 1948-50 1969-70
United States 224 302
Australia 300 300
Federal Republic

of Germany 80 200
Italy 42 131
Japan 5 41
Spain 39 120
USSR naa 106b
Source:  UN Food and Agriculture Organization (FAQ

a. Na

"Agmcu]tura] Adjustment in Developing Countries,"
gar ed for the Seventeenth FAO Conference,

/16 (FAQ Septenber 1973; processed), p. 121
as quot ed by Dale E Hat hamy "Food Prices and
Inflatlon Brooki ngs Papers on Econom ¢ Activity,
Vol. 1 (Brook| ngs Tnstitution, 1974).

not available

h. 1965 data
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that devalued the dollay by about 15 percent, the effect on US export
demand was significant.3

Causes and Effects of Government Food Policies

. The governments af the United States and most other nations
intervene In the international and domestic agricultural markets for
a variety of purposes.

In general, before 1972, the devel oped nations sought to maintain
donestic farmprices above international price |evels while the developing
countries tried to hold their internal prices below world levels.
Largely as a result of these PO|ICIeS, the world prices* of nost major
conmodi ties were relatively Stable between 1955 and 1972  Beginning
in 1972, however, world prices rose abruptly as adverse weather 1limited
supplies, and prices doubled and even tripled in only tw years. Wrld
prices overtook the supported prices of the nations that export the
most and exposed those nations' agricultural economes to world market
conditions to an extent not experienced for many years. Prices fell
slightly in 1975 as world food production turned upward, though they
remained high by past standards.

. A variety of policies are used by the different nations to
intervene in the agricultural market. ~These include price supports,
Tand diversion, ang stockpiles t0o control production and the amount of
?raln reaching the market; the regulation of international trades and
oreign and domestic food aid.

Production

_ Between 1954 and 1973, world food production rose bK 69 percent.
Wth an increase in world popul ation of 44 percent over the same period
food production per Person rose 17 percent (0.8 percent per year). There
have been significant differences in the rate of inprovement anon%
countries, however -- particularly between the developed and the Tess
devel oped countries.

3. G Edward Schuh, "The Exchange Rate and US Agriculture," Anerican
Journal of Agricultural EconomcS, Vol. 56, No. 1, (February 1974),

pp. 1-13

4. "World prices" as used in this discussion refer to prices quoted
for comodities being exchanged on a conpetitive basis among countries.
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Though inproved techniques of food production have nmade it
possible for the LDCs to keep pace and even slightly exceed the rate
of growth of production in the devel oped countries, the nuch higher
rate of population growh in the LDCs has offset nmuch of this gain
(see Fi qure_l?. In"most of these countries, the nutritional Tevel
Is still quite Tow. On average, the caloric intake per capita is
about two-thirds that of the devel oped countries. According to esti-
mates of the Food and Agriculture Organization of the United Nations,
about one of six people in the world live on diets that are insufficient
in protein and energy,® in sone of the less developed regions, it is
closer to one out of three. The margin of gain in food production
Is so smal| in nost of the LDCs that a poor harvest in one year, such
as occurred in 1972, can nore than wipe out the advances achieved
over a decade. However, in some regions, such as Africa, per capita
food production has been declining (see Figure 2. Thus, while the
world generally is hetter able to feed itself today than it was 20
years ago, a large, if not increasing, distributional problemremains.

Food production in the United States has increased somewhat

more slowy over the Tast two decades than it has elsewhere. This
slower rate of growh is in part due to the effects 6f weather and

di sease, but prior to 1973, primarily t0 governmental actions. To
avoi d oversupply, several million acres were withheld from production
under governnent farm programs from the 1ate 1950s through the early
1970s. ~ As recently as 19/2-73, the United States set aside 62 mllion
acres under government programs, the equivalent of 21 percent of all
acreage planted to r_raHor crops in the United States that year. In
1973-74, almost 20 mi['lion acres were withheld. Nor was the United
States alone in taking such action. The United States, Australia, and
Canada conbined reduced wheat production from 749 mi|lion tons to
537 m llion tons between 1968 and 1970. Although the incentives to
wi thhold Iand from production were removed once the magnitude of the
1972-74 food shortage became apparent, agricultural production cannot
be turned on and off at will. Recent trends in the production, dis-

tribution, and use of grain for the United States are shown in
Figure 3.

Stocks

In principle, the mgjor function of stocks is to smooth the flow
of grain comng to market, to help match the variability of supply to

5. N Food and Agriculture Organization, Assessment of the Wrld
Food Situation, Rone, 1974.




Figure 1

Trends in Food Production and Population in

Developed and Less Developed Countries?
(Calendar Years 1954-73)
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Figure 2 | _
Food Production Per Capita
(Calendar Years 1954-74)
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Figure 3

US. Grain Production, Exports and Beginning Stocks

(Crop Years 1961/62 - 1975/76)
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the relative stability of demand. Under free market‘_conditions, rain
traders respond to the opportunity for profit by holding stocks of grain
for future sale at prices high enough to nore than cover costs of
storage.

However, stock accumulation has also been used as an instrunent
of government policy. As a result of actions taken by their govern-
ments to support domestic grain prices, Canada, and particularly the
United States entered the 1960s with targe ?ram stocks.  Throughout
the 1960s, end-of-Year stocks of grain for the world were the equiv-
alent of 20 percent or more of consunption. The United States accounted
for a large share of these —as nmuch as 60 percent of wheat stocks and
nearly 80 percent of coarse grain stocks.6 Though these policies were
not undertaken to stabilize or danpen price increases, they had this
effect. Thus, the conparati veIK large grain production shortfalls that
occurred around the world in the md-1960s were largely offset by the
release 0f government-held stocks in combination with the return to
production of land previously withheld.  Any significant pressure to
| ncrease ﬁnces_vvas thereby avoided. The [largest year-to-year per-
centage change in US export prices for wheat and corn between 1960
and 1971 was only 16 percent, conpared to over 100 percent since 1971

~ As a result of the continuing accumulation of surplus stocks,
their occasional depressing effect on market price, and their high
budget costs, the United States used various techniques to reduce
stocks. These efforts contributed to a significant reduction through
the early, and md-1960s, but in 1968 the trend reversed and stocks
began to rise again (see Figure 3). MWorld stocks, heavily influenced
bg US stock |evels, foltowed a simlar pattern. Thus, in the early
1970s, the US and other ngjor ?_ram e%gomng nations renewed efforts
to reduce stocks and curb production. tween 1970 and 1971, the four
maj or exporters reduced their combined stocks by nore than one-quarter.
This was nostly a result of sharp reductions in acreage planted In
Canada, Australia, and Argentina but also partly because of the 1970

6. Coarse grains include corn, barley, oats, sorghum and rye. Wth the
exception of rye, these %ra| ns are also called feed grains, Since they
are used principally as feed for livestock, as ogposed to wheat and rice,
whi ch are used principally as human food. Though these grains are not
perfect substitutes, under certain price relationships they are substi-
tuted. \Men, for example, food grain prices decline to levels near the
price of feed grains, they are used interchangeably as feed for |ivestock..
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corn blight in the United Sates. By 1974, the stocks of these
countries were only about 40 percent of the 1970 level. In the United
Sates, almost all stocks of grain are now held by the private sector.
Wth the exception of India, other nations made Tittle or no effort

to increase their holdings when stocks were plentiful and they were
unable to do so once stocks had been reduced. As a result, world
stocks as a percent of consunption fell sharply. They are currently
about half the level of a decade ago with Tittle prospect for increase
in the year ahead.

Given the inportant role stocks play in regulating and balancing
the supply and demand of grains, the historical relationship between
the Tevel of stocks and both the Tevel and stability of grain prices
has been close. This is particularly true when stocks are considered
inrelationto annual use.7

The ratio of end-of-year stocks to total use for the year, serves
as a proxy for the supply-demand situation for the entire marketing
year. A Towratio indicates that use is pressing against availability
or at least that stocks are ne_arlng.m ni mumworking stock |evels.

This, inturn, causes nore active bidding anong consumers, So prices
rise. If the graln_con_sumers could be assured that supplies fromthe
next crop woul d remain in somewhat the same bal ance with future demand,
there would he no reason for prices to rise. But, given the uncertainty
of agricultural production, there is no assurance. Furthermore, there
are reasons to believe that the nature of the demand for food has
changed in such a way in recent years so as to di mnish the responsive-
ness of demand to hi ?h prices.8 Thus further pressure is added to
increase prices and to cause wider fluctuations in price.  Conversely,
a high ratio indicates that suppties are abundant relative to demand.

7. W.R. Bailey, F.A. Kutish, and A.S. Rojko, Grain Stocks Issues and
Alternatives--A Progress Report, USDA, Econom ¢ Research Service,
Agricultural Econom ¢ Research Report (February 1974), pp. 11-12.

8. Roger Gay, Gain Reserves |ssues, (speech before the 1974 Nati onal
Agricultural Outlook Conference, Vishington, D.C., Dec. 9, 1974),

. 6-8  The principal reasons for this, as suggested by Gay, are
growing consuner affluence, increased inportance of Tivestock products
In the diet, expanded role of state trading, and the tendency to
stockpile during periods of shortage.
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Historically, when the ratio of end-of-year stocks to annual use has
remai ned above a given level (around 15 or 20 percent for hoth wheat
and corn), average market prices have varied little despite year-to-
¥Far changes in the ratio (see Figure 4. However, when the ratio

as fallen below this level, prices have becone_|ncrea3|nq4y sensitive
to variations in supply. As can be seen from Figure 4, the ratio of
ending stocks to annual use of corn has been quite |ow and prices have
been correspondingly high the past two years. A simlar situation has
existed for wheat. In the absence of larger stocks, relative to use
prices are likely to remain high and unstable.

Production costs have also risen sharply, increasing by nearly
50 percent between 1972 and 1975. Though these hi gher costs probably
did not contribute imrortant]y to the rise in grain prices since 1972,
they will significantly affect the future level of grain prices. Thus
even with larger stocks, it is unlikely that grain prices would return
to earlier levels for sustained periods of tine.

(e of the major unanswered questions is how far the private
sector will go toward replenishing stocks. In the past, large govern-
ment stocks offered the private trade 1ittle or no incentive to hold
stocks over and above those required for normal operating purBoses
Wth governnent stocks depleted, the private trade will probably hold
more, but how much nore is uncertain. It is highly unlikely that
expected profits will be large enough to cause the private trade to
hol d stocks as Targe as those fornerly held br_governnents. The advan-
Eﬁge? ane di sadvantages of a grain reserve policy are discussed in

apter V.

International Trade

| deal |y, dinternational trade makes it possible for shortfalls in
food production in one part of the world to be offset by surﬁluses in
another part. In this regard, its function is simlar to that of stocks.
International trade also makes it possible for each region of the world
to devote its resources to the production of those products (food and
nonfood) for which it has a conparative economc advantage. In theory,
all nations stand to gain fromthe pursuit of such a Pollcy. In practice
however, free trade has proved to be elusive. Mny of the food-deficit
nations |ack the financial means to conpete effectively in the world
market. Frequently, they cannot afford to cover their shortfalls by
purchase from abroad. Also, nanycﬁovernnants seek to jsolate their
donestic food economes fromoutside influence -- either to maintain |ow
consuner food prices or to support high farmprices or both -- thereby
inhibiting the free flow of goods.
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Figure 4

Relationship Between Ending Carryover Stocks

and Average Price for Corn
(Crop Years 1962/63 - 1974/75)
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Despite these obstacles, the international trade of agricultural
products serves an inportant role in the world econony. About 15
percent of the world's production of grain (excluding rice) now noves
across national boundaries each year. This proportion has risen in
recent years.

The pattern of world qrain trade has shifted significantly over
the ﬁast 40 years. In the lTatter half of the 1930s, all major regions
of the world, with the exception of Wstern Europe, were self-sufficient
in the production of grain, exporting at |east marginal quantities to
West European markets. Since then, Asia, Africa, Eastern Europe, and
the Soviet Union have all becone deficit grain traders while North
Anerica and Australia have become the principal sources of exports
(see Table 2.

Around 20 percent of US. grain production was exported through
the 1960s, with as much as two-fifths of this being on concessional
terns to developing countries. In 1972/73, lstron% forei (1;{1 demand
caused US exports to junp sharply, increasing the quantity of exports
by about one-third over the preceeding year (see Figure 5. In 1973
74, the quantity of exports continued to rise, though at a slower pace.
Since then, the quantity of US agricultural exports has declined
slightly and then rebounded.

In the 10 years prior to 1972/73, the current dollar val ue of
US agricultural exports exceeded the value of agricultural inports
by $1 to $2 billion each year. As a result of the large increase in
exports in 1973, the US agricultural trade balance rose sharply. In
each of the past tw fiscal years, the agricultural sector has registered
a net export surplus of about $12 billion, conpared with deficits of
about $70 billion in the nonagricultural sector.

In the 1975/76 crop year, the United States is expected to export
about one-third of its grain production -- over 60 percent of its
wheat crop and about one-quarter of its corn. US grain shipnents
abroad will account for just over half of all grain traded internationally
(see Table 3), conpared to an average of about 40 percent in the 1960s.
US exports of wheat this year will account for about 47 percent of
total world shipments while US coarse grain exports will account for
about 56 percent of the world total. For all agricultural exports, in-
cluding grain, the mjor foreign customers of the United States in
1974/ 75 were Japan (15 percent), Netherlands (8 percent), West Germany
(7 percent), and Canada (6 percent). The Japanese and Vst European
markets have been highly stable, due in part to neasures taken by their
governments to stabilize their agricultural sectors. The centrally
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Table 2--The Changing Pattern of Wrld Gain Trade,
by Region, “Selected Years 1934 - 1976

(MIlion Metric Tons; (4) Indicates Net Exports,
(-) Indicates Net Inports)

Annual Average

Region 1934-382 1948-522 1960/61 ° 1970/71 © 1975/76°
North America +5 +23 +39 +56 +95
Western Europe -24 -22 -25 -30 -19
Australia &

New Zealand +3 +3 +6 +12 +11
Eastern Europe

& USSR +5 na 0 +1 -36
Africa +1 0 -2 -5 -15
Asia +2 -6 -17 -37 -46
Latin America +9 +1 0 +4 +4

Source:  Provided by Patrick O Brien, Economic Resear ch Service, USDA,
from UN Food and Agriculture Organization, Production and Trade
Year books, 1954-74 and unpublished USDA data.

Not e: Inequality of inports and exports due to variations in reporting
periods and different marketing years.

a. Calendar years

b. Fiscal Years.
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Figure 5
U.S. Agricultural Exports: Quantity Index
of Total Agricultural Exports and Value of P.L. 480

Shipments as Percent of Value of Total
(Fiscal Years 1959- 76)
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Source: USDA, Agricultural Statistics, 1975; U.S. Senate, Committee on Agriculture and Forestry,

Selected Material Relating to Public Law 480, (Oct. 22, 1975); USDA, Outlook for U S. Agricultural
Exports {Nov. 17, 1975).
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Table 3--US Gain Exports
(Qop Years 1961/62-1975/76)

US Exports US Exports US Exports

(million as a %of as a % of
Qrop Year metric tons) U.S. Production World Exports
1961/62 35 MMT 22% 43%
1962/63 33 21 42
1963/ 64 41 24 43
1964/ 65 39 25 43
1965/ 66 50 28 46
1966/ 67 . 40 22 40
1967/ 68 42 21 43
1968/ 69 32 16 34
1969/ 70 v % 18 35
1970/71 39 21 36
1971/72 42 18 37
1972/73 72 32 51
1973/74 72 31 48
1974/ 75 642 . 324 462
1975,76 g2b 34b 51b

Source: USDA, Foreign Agriculture Circular: Grains, FGL6-75
(Decenber 22, 1975), pp. 20 and 24.

a. Prelimnary
b.  Projected

72=510 0- 76 - 5
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PI anned economies, in contrast, have entered the market sporadically,
hough with increasing frequency, in recent.%/ears. In 1972/73, for
example, the Soviet Union was one of the United State's largest customers
and 1n the followng year the Peoples' Republic of China ranked fifth.

Soviet demand has had a particularly destabilizing effect on the
world market. Soviet production is highly variable (see Figure 6),
|eading to wide variations in Soviet inport requirements. Before 1972,
the Soviet Union internally absorbed much of the shock associated with
wi de swings in Soviet grain production. This was done through Tiqui-
dating 1ivestock herds and reduci ng internal levels of c.onsun}mon.
Fol [ owi ng poor crops in 1963 and 1965, the Soviet Union inports equalled
only about one-third of its production shortage (see Figure 6. In
1972, the Soviets reacted differently, apparently reflecting a change
in policy as well as a rare opportunity to buy large quantities of US
grain at a substantial price advantage. |In that year, for the first
time, Soviet inports of grain equalled and even slightly exceeded their
shortage. ~Since then, the Soviets have continued to inport as necessary
to fiTl shortages. These actions in conbination with the [arge buildup
in livestock suggest a decision to place higher priority on inproved
diets for the Soviet people.9

It has been estimated that between 1963 and 1974, the U.S.S.R. was
responsible for 80 percent of the deviation fromtrend of world wheat
imports.10 As a nmajor supplier of these inports -- over 60 percent in
1972/73 and 1973/74 —the United States has been espemallg affected
by the large variation in export demand. Furthernore, the Soviets have
operated in secret and as a single buyer. Unlike the other ngjor
trading nations, the USSR has resisted sharing information about

9. The Soviets have reportedly decided to increase their per capita
meat consunption to 82 kilograms per year, the anount determined by the
USSR Acadeny of Medical Sciences to be necessary for a satisfactory
diet. George D. Holliday and John P. Hardt, Soviet Agriculture and

the Grain Trade, Library of Congress, Congressional ReSearch Service,
[ssue Brief TB/S070 (Nov. 14, 1975). This conpares with an estimate of
Soviet neat consunption in 1974 of 55 kilograms and U S consunption the
sane year of 109 kilograms. USDA, Foreign Agriculture Service, Foreign
Agriculture Circular: Gains, FG1-76, (Jan. 21, 1976), p. 41.

10. Authur B. Mackie, "International Dinmensions of Agricultural Prices,”
Southern Journal of Agricultural Economcs, (July 1974), p. 18.
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Figure 6
Soviet Union Grain Production, Consumption

and Net Trade
(Crop Years 1960-75)
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crop conditions, stocks, or inport requirements. Although this

secrecy has probably enhanced the Soviet's ability to strike favorable
trade agreements, it has disadvantaged other trading nations. Because
of its unpredictability, this demand has been too unreliable to serve

as a basis for planned increase in production by exporting nations

Thi's has necessarily added to instability, since world conmodity markets
have had to accomodate large and sudden changes in the Soviet situation.
The recent grains aPreenent between the United States and the Soviet
Union (see Chapter TV) is expected to help reduce this uncertainty,

if it results in the Soviet Union's covering a larger share of its
production shortfalls by more regular purchases. so b _

dealing in secret with a small number of very large US ?ra|n export -
ing firms, the Soviet Union may have enabled these firms to profit at
the expense of others.

_ Soviet inports were not the only cause of the instabilitK and
hi gh world grain Fr|ces of the past four years, however. O the in-
creased US ~export volume of feed grains, wheat, and flour between
fiscal years 1972 and 1973, only about 40 percent was accounted for
by shipments to the Soviet Union. US exports to more traditiona
customers, such as Japan and the European Economc Community (EEC),
increased sharply too. The volume of U.S. exports of these sane
comodities to Japan and the EEC, collectively, increased by 9.2
million netric tons or nearly 60 percent over the same period. In
terns of their dollar value, US food exports to both Japan and EEC
countries increased by more than the amount of the ?raln sale to the
Soviet Union. Furthermore, while the Soviets sharply curtailed %ra|n
inports in the two years followng the 1972 sales, US and world grain
exports remained high as a result of increased demand elsewhere.

Albeit inadvertently, Soviet inports since 1972 may have actual Iy

hel ped stabilize the world market because Sovi et |nﬁort requirenents
have tended to move in the opposite direction of other nations. Thus
al though these sales have heen inportant, they represent only one of
several factors.

The EEC, Russia, Eastern Europe, and China, in total, account for
about half of the world's total consunption of grain. In effect,
these nations have opted out of a "free market" "approach to agriculture.
Instead, they have sought to establish national policies of agricultura
resource adjustment independent of that of other _nations and the world
at large. "Beyond comng at a high budget cost,!1 this independence

11, Soviet agricultural subsidies, for exanple, have been estinated
at $28 billion in 1975 Holliday and Hardt, Soviet Agriculture, p. 2.
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thwarts the allocative effectiveness 0f the world pricing System and
shifts the brunt of adjustment onto those nations that attenpt to

mai ntain open agricultural economes. In the protected countries,
producers and consurmers are exposed to contrived prices, prices that
do not reflect world market conditions. In periods of refative
shortage, such as existed in 1973-75, this means that under conditions
where donestic prices are held bel ow | evel s on the world market, con-
sumers use nore food .and farmers produce less than they would if
prices were allowed to rise to market clearing levels. The balancing
of supply and demand is therefore 1eft to those markets in which price
moves I n response to actual narket conditions. Thus, while the United
States, and to a slightly |esser extent Canada and Australia, with
their relatively freé pricing systens, experienced price increases of
100 to 200 percent frommid-1972 through 1974, grain prices in the
najor inporting countries rose very tittle and 1n real (i.e. adjusted
for inflation) terms, actually declined in Some countries (see

Figure Q. The effects of this are also reflected in the fact that
nearly all the increase in the world's grain use between the period
1969- 72 and 1974-75 (6B m | |jon tons out of 73 million tons) occurred
in regions that protect their agricultural economes fromoutside
influence, namely, the Soviet Union, China, and Europe.12

For those nations that remained exposed to the world nmarket,
the protective actions of other nations worsened the severity of the
adjustnent. Both farmand retail food prices were forced higher.
Because of the higher grain prices, livestock herds were reduced nore
further destabilizing the livestock Sector. Stocks were depleted more
rapidly; food aid was reduced more sharply. '

Food Ai d

~ Recent changes in the world food situation have had a particularly
telling effect on food aid programs. Between 1965 and 1973, nearly $11
billion worth of food ai d was provided wor|dwi de, with the US accounting
for 80 percent of the total1.13 A nunber of developing nations have becone

12. D Gale Johnson, "Wrld Agriculture, Commodity Policy, and Prjce
Variability," University of Chicago, (fice of Agricultural Economi cs
Research, Paper no. 7520 (Aug. 8, 1975, p. 9

13, USDA, Econom ¢ Research Service, The Wrld Food Situation and
Prospects to 1985 (Decenber 1974) p. 54 This figure oversiaies the
US”contribation to the extent nost US aid took the formof con-
cessional sales while aid fromnost other countries was in the form of
outright grants.
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Indexes of Real Prices of Selected Agricultural
Products in EEC Countries, Japan and the U.S.°

(Calendar Years 1969-74)
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hi ghl'y dependent on this aid; as much as half of the food grain deficit

of the devel oping countries has been made up through food aid in recent
years.

The US food aid programwas authorized under the Agricultural
Trade Devel opnent and Assistance Act of 1954 (P L. 48), which authorizes
both concessional sales (Title |) and donations (Title Il). The program
was nmade possible by the accumulation of 1large governnent-held stocks
of grain and other comuodities. Beyond its humanitarian purposes,

P.L. 480 has also been used to promte US security and political
?oals and as a tool to affect US farmprices. [ts relative freedom
rom Congressional |imtations has made it one of the nost flexible
forei ?n aid tools available to the Executive Branch.  From 1960 through
1972 the Fprogram cost about $1.2 billion ger year. For nost of this
period, P.L 430 shipments accounted for 20 to 25 percent of the dollar
value of a11 US agricultural exports. Prior to the recent shortages,
P.L. 480 grain shipnents averaged nore than nine miliion netric tons
per year.

~ Wth the disappearance of surplus stocks and the sharp rise in
grain prices in tate 1972, the volume of P.L. 480 grain shipments was
cut to seven million tons in 1973 and to 3.2 million tons in 1974 Total
conmodi ty costs fell to $978 million and then $849 million, the equiva-
| ent of ‘only 8 and 4 percent respectively of total a?ricultural exports
in the two years. In lTinewth the political uses of the program
over three-quarters of all concessional sales (Title I) in 1974 went
to Indochina and the Middle East. Though outlays have since been raised
to $1 billion, the volume of grain remans substantially bel ow pre-1973
levels.

Thi's reduction in volune occurred because of inflation and
because the need for surplus disposal all but disappeared. Since 1973,
the alternative to governnent hel d stocks has been comercial sales
at attractive prices on the world market. Though sone nations, such as
Japan, increased their food aid shipments under the latter circumstances,
the United States chose to reduce its conmtnent. It is difficult to
measure the worldwide need or demand for food aid and whether it has
risen or fallen in recent years. Interest in the issue has certainly
grown and several eli %Ib|£ countries have encountered production short-
falls and di mnished foreign exchange reserves on which to draw in
filling the void. On the other hand, the high volune of aid character-
ized by earlier Years was not just a function of need, but also of
concerted US efforts to dispose of surpluses.
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The major elements of the world food situation then are these:
World food production has tended to rise gradually, but with setbacks
in 1972 and 1974  Overall, food production has increased faster than
Popul ation. Yet, the much faster rate of population growth in the
ess devel oped countries, has caused themto increase their dependence
on the devel oped countries to make ug food deficits. Myjor grain
exporting countries, concerned over the rapidly rising costs of govern--
ment-hel'd grain stocks, took steps in the late 1960s and early 1970s
to restrain production and expand exports. These actions, coinciding
with poor harvests in 1972 and 1974, resulted in a rapid reduction in
world grain stocks, escalation of prices of agricultural comodities
on the world market, a sharp rise in the level of international trade
of food, and an erosion in food aid support by devel oped countries,
particularly the United Sates.



CHAPTER | I |
PREDI CTING THE FUTURE

It IS clear that the US vrole in international agriculture
underwent an inportant change in 1972-74.  But how lasting wiil it
be? Vs the stronq foreign demand of the past three years a tenporary
aberration that will soon be replaced by oversupply and depressed
farm prices? (O, conversely, has the world entered an era of chronic
shortage and hi gh prices, wherein the large grain exportl_nﬁ countries
wi |l be under nmore or less constant pressure to allocate their grain
output among an increasing nunber of food-deficit nations? Q, does
the future lie somewhere between these extrenes, with relatively
tight s%Jpphes affected by occasional years of weather-induced shortage
or surplus?

Predictions of food production are subject to large errors, given
the unpredictability of so many of the key variables -- weather, (0] Sease,
technology, and ?overnnental geollcy. Sti1l, it Is possible to estimate
a likely range of outcomes. veral recent studies agree substantjglly
on the )Broad outline of what can be expected between now and 1985.%

The central conclusions are:

0 Overall world food production will continue to increase
with food supply rising faster than population, thereby
allowing for ‘@ continued inprovement in the per capita
| evel of consunption.

14. USDA, Economc Research Service, The Wrld Food Situation and
Prospects to 1985; UN Food and AgricuTture Organi zation, ASSESSment of
the World Food Situation; Leroy L. Blakeslee, Earl 0. Heady, and Charles
F. Framingham, Wrld Food Production, Demand, and Trade (Ames, |owa:
lowa State University Press, 19/3); GE Brandow, "American Agri-
culture's Capacity to Meet Future Denands, " American Journal of Agri-
cultural Econom cs, Vol. 56, No. 5 (Decenber IS747.
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0 The present uneven distribution of food supplies will
grobably not inprove as the Iess devel oped countries
ecome Somewhat nore dependent (relatively and absolutely)
on inports of grain. To what extent the LDC's will have
enough foreign exchange to buy these inports is unknown.
Oly if the devel oping countries significantly accelerate
thelr investments in agriculture is their dependence on
developed country exports Tlikely to be reduced.

0 As a grouR, devel oped countries will periodically be
faced with excess production at prices that are politically
acceptable. There is absence of agreement, however, over
the extent of this surplus and the Tikelihood that It will
result iN a reaccumulation Of large surplus Stocks.

0 Mst studies conclude that demand will continue to be of
sufficient strength relative to supply to cause real prices
of grain to rise, though prices are not expected to return to
the "high levels of 1974 for any extended period of tine,
nl'y when continued econom ¢ stagnation is assuned do the

findings show real prices of grain resumng their earlier
downt r énd.

0 The demand for feedgrains will continue to grow as
devel oped countries further expand |ivestock production,
The mgjor uncertainty is how consunption patterns in
other nations (developed and |ess developed) will respond
to rising incomes and how closely their consunption
patterns will follow the US trend away fromfood grains
and toward 1ivestock products.

0 Despite this agreement on general direction, the path
from year-to-year remains highly uncertain.  Dependent as
the agricul tural sector is on factors that are unpredic-
table, its potential for volatility remains high.

~In summary, then, it appears likely that foreign demand for US
grainwill remiin str.onﬁ into the foreseeable future. ~ Though the magnitude
cannot bhe predicted with any assurance, the effects of rising incong,
population growth, and deciSions by the centrally planned economes to
upgrade the diets of their citizens all argue in this direction. However,
i1 IS equally certain that this upward path will not be smooth. In
particular, 1t will be buffeted by the effects of weather and shifts
In governnental policy.



GHAPTER |V
THE | MPACT CF H GER GRAIN EXPCRTS
ON THE U.S. ECONOW

This chapter examnes the inpact of increased grain exports
on the US econony under conditions of a tight grain market such as
Fresently exists. It also attenpts to determne who gains and who
oses and by how nuch. Some effects are not readily neasurable; others
can only be roughly estinated. There is no attenpt to conclude whet her
an increase in gran exports to the Soviet Union or to other countries
I's on bal ance "good" or "bad." Rather, the purpose of this chapter is
to present as conplete a picture as possible of the economc effects of
an Increase in grain exports. '

The |npact of H gher Grain Exports
on the Dormestic Food Sect or

The effect of hi %her ?rain exports on the domestic food sector
depends 1argely on whether the increased demand is tenporary or pernanent ..
In either case, the initial effects would include higher grain prices
and ﬁressures to increase livestock and food prices generally. However,
If the increase in demand for grain is sustained over one or nore
growi ng seasons, grain producers could expand production, which would
tend to reduce the initial increase in grain prices. Since acreage
idled under previous farmprograns has now been released for cul tivation,
most of the expanded production would have to be achieved either through
the expanded use of resources other than [and or by the diversion of
acreage fromother, 1less profitable Crops.

If the increase in exports proved to be tenporary, this supPIy
response mght result in a glut the fo]]owiné; %/ear, and tenporarily
Tower prices. Livestock producers would tend to reduce their production
of meat and dairy products in respond to the short supplies and higher
costs of feed. Also, if the increase in grain exports were tenporary,
feed costs mght fall substantially the following year, leading to in-
creased livestock production. Thus, the |ivestock industry m ght be
even more subject to boomor bust cycles than is already the case.
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The inportant economc consideration IS the total level of grain
exports to all countries rather than the vol une of shipnents to any
single country such as the Soviet Union. Nevertheless, as was discussed
in Chapter I, special econom c problens are associated with our grain
trade with the Soviet Union because that country is both a large and an
intermttent buyer. Because the Soviet Union acts as a si ngl e buﬁer in
the world market, with information that others don‘t have about the
world grain situation and the world grain market, additional problems
occur.

The Short-Term | npact

(nce crops have been planted not much can be done to affect the
supply,of %r ainuntil the next planting season, which nay be 12 nonths
later. herefore, an unexpected increase in grain exports results
in higher grain prices as well as some conbination of I'ower stocks of
g{,al n, reduced food aid, and/or a reduced | evel of domestic consunption.

er a longer period of tine, grain Prod.uc,ers can ad{ ust to higher grain
prices bg Increasing their usage of tertilizer and other inputs and
perhaps by increasing the area planted.

In the United Sates, a relatively small proportion of the grain
produced is consumed directly by people, primarily in the formof
cereals and bakery products.” Afar higher proporfion of the grain is
used indirectly t0 feed 1ivestock in the production of meat and dairy
roducts.16 Thus, the connection between hi ?her grain prices and

igher retail food prices is indirect and often Tags by several nonths.
Producers of neat and dairy products base production decisions pri-
marily on the sFread between their costs and their estimate of the
price at which their products witl be sold. The time required to
produce meat and dairy products and to adjust to new market conditions
Is fromone to two Kears for hogs, substantially longer for cattle,
and substantially shorter for poultry. If grain prices suddenly rise,
meat producers will cut back on the size of their herds and market
early. Thus, the immediate response to higher grain prices may be

15, D'ffere,nt,(t;rovvi ng seasons in the northern and southern hem spheres
makes sone |imted adjustment possible in the interval, though nost
wheat and coarse grain production occurs in the northern hemsphere.

16. In the 1974/75 crop year, .nearlfy 80 percent of US grain con-
sunption was in the formof animal feed.
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Tower neat prices, as producers increase the quantity of livestock
marketed.

A recent study examned the effects on farmand food prices
and on farm jncone |f eﬁyorts were to increase above their July L.
1975, 1evel by: (&) 10 million tons (6.4 feed grains, 3.6 mhgét) and
(b) 20 mlliontons (12 feed ?rains and 8 wheat and a slight in-
crease of 25 million bushels of soybeans).l7 The study indicates
that an increase of 10 m[lion tons under the relatively tight supply/
demand situation that existed in mid-1975 would increase corn prices
for the 1975-76 crop year by 11 percent. An increase of an additional
10 m I 1ion tons would nore than double the effect of the first 10
million increment. The initial 10 miTlion tons would add 10 percent
to net realized farmincome and a further 10 million would add an
addi tional 14 percent to net farmincone. The gains in farmincone
woul d accrue to grain farmers, while the incomes of |ivestock and
dairy producers woul d be |ower.

The effect of higher grain prices on particular categories of
foods and the timng of these inpacts can only be crudely predicted
The higher cost of grain would affect bakery and cereal products
rather quickly. Yet grain accounts for only about 20 percent of the
retail price of bakery and cereal products; only about one-sixth of
the consumer's food dollar goes for these products. Thus, the initial
| npact on retail food Br|ces woul d he relatively small. The increase
in grain prices would be reflected later in higner prices for neat
and dairy products, itens that collectively account for almost half
the consumer's food dollar.

17. CGeorge E Brandow, Inpact of Russian Grain Purchases on Retal
Food and Farm Pri.ces and Farm Tncone_in the 1975 Gop Year, Joint
Econonic Committee, September 29, 1975, 94 Cong. I sess. (1975 p. 8.
The 10 m [ lion ton figure is approximitely the magnitude of the
Russian purchases fromthe US that were “announced in the sumer of
1975 and the 20 million figure is sonewhat higher than the 17 million
ton maxinmumagreed to in U.S.-Soviet negotiations. However, in
assessing the inpact of Soviet purchases, the inportant consideration
Is the inpact on total US exports. Wthin 1imits, the U.S.S.R. can
purchase grain el sewhere, for exanple, from Canada; and Canada's ot her
custoners mght fi1l nmore of their requirements fromthe US than
they woul d in the absence of the U.S.-Soviet a?reenenL

The July 1, 1975 base called for net exports of: 40 million tons
of feedgrains, 1.1 billion bushels of wheat, and 450 million bushels
of soybeans.
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In August, 1975, the US Department of Agriculture estimated
that a 10 mi1lion-ton-increase in grain exports would add about 1.5
percent to the food component of the Consumer Price Index (CPI) and
that nost of the increase would occur in 1976.18 Since food accounts
for about 25 percent of consumer exPend|tures, this increase in food
prices would add about 0.4 percent to the overall CPl.

The |nRact_of hi gher 3raln.exports on food prices also depends
largely on the size of the donmestic stock of grain and on the tota
demand, donestic and foreign, for grain. |f stocks were |ow and
demand high, an increase in exports of 10 million tons would have a
considerably greater effect on food prices than when the opposite
conditions hold.

The Longer-Term | npact

If the increase in demand for grain were sustained over one or
nore years, %ra|n producers woul d expand their output of %raln. The
prospect of higher grain prices would result in the use of nore
fertilizer and other resources. Moreover, the h|gher Hra|n prices
would encourage an increase in the acreage planted. T e.h|Pher price
Tevel for grain, then, would stinulate more production in tuture years
whi ch would tend eventually to bring down the price of grain. H|?her
?ra|n prices woul d atso reduce demand as livestock producers shortened

eeding periods and made greater use of pasture and forage.

Although it IS especially difficult to estimte how much grain
production woul d increase as a result of h|gher prices, the increase
In output woul d probably reduce the price of grain significantly bel ow
the Tevel that would occur during the first year of higher exports

. Some of the short-tern19a|ns to farners would be passed on to
industries that supply fertilizer, farmequipment, and other resources
For exanple, higher grain prices have stimulated the demand for farm
equi pment, which has added to the number of jobs and to profits in

18.  USDA, (ffice of Commnication, "Food Prices," Media Background
August 21, 1975. The Department of Agriculture's estimate of 1.5
percent is not directly conparable to Brandow's estimtes of the inpact
on retail food prices since Branddw was conparing year-to-year |evels,
rather than the difference in food prices at the end of the year.



Figure 8 _

Prices Received and Paid by Farmers
(Calendar Years 1959-75)
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