Thelmperatived Successful Competition

Danid G Amstutz

[t isan accepted fact that international marketsare necessarytothe
well-beingof U.S agriculture. Theimportance of our agricultural base
in thiscountry is underlined by thefact that thefood and agricultural
complex accounts for about onefifth of our gross nationa product,
withassetsexceeding$1 trillion. It isalsothe nation's largest employer,
providing 23 million jobs, most of them off thefarm.

Theroled exportsin U.S agriculture—and the nation—iscrucial.
About oneout of every three harvested acresgoes to foreign markets
around theglobeandfarmersin recent yearshavelooked toexportsfor
up toone-fourth of their marketingincome.

We arefast reaching a point where we need only 50 percent of our
agricultural resources to feed and clothe oursalves. Of necessity, we
haveincreasingly turned to foreign marketsas outletsfor the remain-
ing production.

Farming has becomea businessof lifeas much asa way of life, and
today one American farmer producesenough food to feed 77 people.
Similar changesin agriculture have been taking place to one extent or
another in most of the world. Today, in the developed countries—
when they have the arable land—farmers can produce much more
than they consume.

Theimplications o increased productivity

Virtualy everywherein the world, farmers have more production
potential and more incentive to use it. New developmentsin produc-
tion technology, aided by genetic engineering, mean that record-
shattering increasesin production may be the norm rather than the
exception.
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¢ Chinesefarmersare producingrecord cropsdf wheat, coarsegrains,
rice, oilseeds, and cotton.

e New winter barley varietieshaveadded amilliontonsayear to Brit-
ish cereal production.

» Encouragedby artificially high wheat prices, theSaudisareliterally
turning the desert green, setting a world record for generating a
wheat surplus.

Potential new usesfor agricultural productsare beingdiscovereda-
most daily. What were once weadsare now processed into sophisti-
cated pharmaceuticals. Waste productsare now animal feed.

Because farmers can produce in surplus, people have been freed
from the quest for food and can devotetheir energiesto other pursuits.
Thisabundanceisa blessng, but it isaso a problem—to the farmer
and to government. \We cannot seem to agree on what to do about it,
and that has becomea global issue.

What happenstofarmersin Country A quickly affects Country B
and CountriesC, D, and E to one degree or another. Domesticfarm
policy hasglobal implications. Someonesaid that if afarmerin North
Dakotasneezes, afarmer in Indiacatchesacold.

| think most nationsshare the same godsfor famers—astablein-
comewithafair returnfor their labor and investment. Weall want for
our countries an assured, dependable food supply achieved as effi-
ciently as possble.

Wherewe differ ison how to reach thesegodls.

Different approachesto agricultural policy

The European Community (EC) uses the Common Agricultural
Policy (CAP),which was put in place some 25 years ago. The CAP
provideshigh domestic price supportsthat are protected for the most
part by variablelevieson farm imports. The CAP hasbeen more than
successful in meeting itsgod of helping the Community achievefood
sf-sufficiency. Once a net importer, the EC has become a huge net
exporter of a number of agricultural items.

In Japan, where agricultural land is limited, the policy is to maxi-
mize sdlf-sufficiency by maintainingfarm income at levels equa to
thosedf urban workers,and to devel op secure of fshoresourcesto meet
food requirementsthat cannot be met with domestic production. The
United States has employed an ineffective supply management ap-
proach.
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Whatever the country —the United States, Japan, Brazil, the Euro-
pean Community, Canada, Augtrdia—each has its own system for
providing its people with the most reliable food supply based on a
sound farmeconomy. Giventheglobal natured agriculture,theinter-
national effects of thesesystemsarea matter of growingconcern. This
was not the casein the 1970s, when world tradewasincreasingat a 15
percent annual rate. It is now clear that domesticfarm programsand
international agricultural trade policiesrequiregreater coordination if
we areto achievegreater worldwideagricultural trade liberalization.

Can the United Statescompete?

Somearguethat U.S agricultural exports havefallen because the
United Stateshaslost itsability to competeand itscomparativeadvan-
tage. If weareto havea coherent discusson o competitionand com-
parative advantage, we must first define our terms. First o al,
comparativeadvantageis not the sameas competitiveness. A country
can experiencea lossin competitiveness, while retaining its compara
tive advantage. A country can be competitivewithout having a com-
parativeadvantage.

The U.S. compar ativeadvantage

Comparative advantageis a statement about the pattern o trade
that would arise between countries in the absence of market distor-
tions. A country with abundant natural resources, a highlevd of agri-
cultural technology, and skilled agricultural management may have
more comparativeadvantagein itsagricultura productionthan inits
productionof industrial goods.

Such a country will tend to excd in the production of agricultural
commodities, which can then be traded to someother country enjoy-
ing acomparativeadvantagein industry. Consumersin both countries
will be better off because resources are used efficiently and the two
countriescan produce morein total than if each attempted to be self-
sufficient.

Compared with other countries, the United Statesduring 1970-81
became relatively more efficient in the production o agricultural
goods. We increased our agricultural output per unit of input more
thantherest o theworld. So, withregard to unit costs, it would appear
that the United Statesgained an advantageover other countriesdur-
ing that period. For example, the average productivity of land in the
United Statesincreased 43 percent, compared with 22 percent in the
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rest of theworld.

Just assignificant, the U.S.agricultural sector hasincreasedits pro-
ductivity relativeto therest of the U.S. economy. This comparison in-
dicates agricultureshould clearly beone of our most dynamic growth
sectors.

U.S. competitiveness

Competitiveness in the world marketplace is determined not only
by comparative advantage but also by government policiesrelating to
farm programsand trade. An export subsidy or price support policy
can turn a country that does not have a comparative advantage over
other countries in production into a country that has a competitive
advantage in exporting.

Movements in exchange rates can affect foreign purchase prices,
thereby changing export levelsof a relatively efficient country. Thus,
concepts of comparative advantage and competitiveness are not al-
wayslinked due to market distortions caused by government interven-
tion and theeffectsof macroeconomic policies.

U.S.farmers have a comparative advantage. U.S. farms, compared
with other farmsin the world, are wel equipped, well managed, more
efficient in size, and better located on larger expanses of fertile soil
with a dependable climate. They also are run by profit-oriented
farmers backed by extensiveresearch and agribusinessservices.

While the United Statesstill hasan underlying comparative advan-
tage, severa factors have inhibited our competitive ability in world
markets.

Theshrinking pe—A declinein agricultural trade

Therapid acceleration in world agricultural tradeand U.S. exports
from thelate 1970suntil 1980-81 wasa phenomenon— anaberration.
Those were unusual times triggered by unusual circumstances, the
combination of which isnot likely to be repeated. It wasa boom time
and theworld wascaught upinit. It was caused by:

e A lack of suppliesavailablein other exporting countries and short
crops elsewhere.-World food shortages brought on by drought, re-
duced fish supplies, and other food problems made our bargain
priceseven moredesirable.

e An inflationary mentality that led to a credit binge. Buyers were
willing to extend themselvesin credit obligations without regard to
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therea meaning of thedebt serviceload. They madea bet that con-
tinuing inflation would easetheir debt servicing burden. And credit
wasfully available, albeit at high ratesaf interest.

e A burst in buying power. The OPEC oil boom fueled a lot of buy-
ing. Even non-OPEC Third World countries, strengthened by loans
from OPEC nations, wereshopping in the U.S. market.

e A low U.S dollar relativeto other major currencies becausedf high
U.S ratesdf inflation at thetime.

The bottom dropped out of thismarket in theearly 1980s. Demand
for oil fell. OPEC countries tightened their beltsand closed their wal-
lets. Some even borrowed money. The U.S. dollar rose to historic highs
as we began to dow our inflation rate and yieldsand production in-
creased in other countries.

Now the phenomenon isover. The current world picture whereby
production is growing faster than consumption and consumption is
growingfaster than tradeis not an aberration. After more than a dec-
ade of a boom cycle, agriculture— both here and abroad — has serious
economic problems. Tota world trade in agricultural products hasde-
clined during the past five years. The reasonsare well known:

¢ Reduced world import demand because of risng production in
countriesthat had been traditional 'importers

¢ Diminishing buying power. For example, the OPEC bust greatly re-
duced the buying power in some Third World countries.

¢ The debt loads of many developing countries and their reluctance
toshoulder'moredebt servicing burdens.

But U.S exports have declined faster and further than those of the
rest of theworld. Since 1980, our annual wheat exports have declined
2 million tonswhilethe rest of the world increaseditsannual exports
by 20 million tons. The United States now accountsfor 34 percent of
world trade in wheat, down from 43 percent in 1980. Our feed grain
exports have dropped 12 million tons while the rest of the world in-
creased its exports 6 million tons. U.S. exports o feed grains have
dropped from 59 percent of world trade in those commoditiesin 1980
to 51 percent. U.S soybean exports have fallen by 3.5 million tons
whiletherest of the world increased itsshipments by 2.5 million. The
U.S share of world soybean trade has dropped from 78 percent to 66
percent.
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The big question iswhy? Someanswersinclude:

e Unredigticaly high production incentivesthat create overproduc-
tion, too much supply relative to demand redities. U.S farm pro-
grams have indeed influenced our price competitivenessin world
markets.

e Unfair trade practiceshby our competitors—and somecustomers.

e Appreciationd the U.S dollar against currenciesaf competitor na:
tions.

e Lack of buying power in much o theworld.

Many of thefactorsbehind theslumpareinterrelated. For example,
global demand for agricultural importsin recent yearsfell because of
the global recesson and the debt problemsof some major importing
countries.

A reductionin world import demand al onecan change the market
sharesdf variousexporters, becauseexportersdo not al react thesame
way toachangein world market prices. Generally,exporting countries
with high and rigid price supportsand large domestic use relative to
exports will be faced with more rapid changes in exports than coun-
triesthat havelow flexiblesupportsthat depend heavily on world mar-
kets. Thispartially explainsboth therapidgrowthin U.S exportsin the
1970sand thedropin recent years.

Thedfect of astrongdoallar

Many peoplearequick to blameal of our export problemson the
strengthd the U.S dallar, but in my view itseffectsareoften consider-
ably exaggerated. It istrue that astronger dollar relativeto the curren-
ciesdf importing nations hasincreased the pricedf U.S 'commodities
in theimporter's currency. Thiswas particularly evident in the case of
U.S. soybean sdlesto Europe, where inflation wes relatively the same
asin the United Statesand importsof soybeanswere not affected by
duties. Thered cost toimportersrose 35 percent becausedt thedallar.

However,in thecased wheat exports, theappreciationd thedollar
has been lessimportant toimporters, mostly developingcountries, be
causeinflation in those countries has more than offset changesin the
exchange rate. Consequently, their red costs have actually fallen by
about 17 percentsince1979.1n other words, thedollar'simpacton U.S
exports varies, depending on circumstancesin different markets and
regions.
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InflexibleUS farm programs

The strength of the dollar is not the only problem. Our inflexible
domesticfarm programsmakeit impossiblefor U.S pricesto adjust to
world market conditions, and we become lessand lesscompetitive.

The US price support programs set a floor under domestic and
world market pricesfor wheat, coarse grains, soybeans, cotton, and
rice. Ordinarily, when pricesfal tothe U.S. loan rate, sufficient quanti-
tiesare withdrawn from the export market to support world pricesat
our loan rate. The United Statesabsorbsexcessstocks by taking grain
under loan.

When stocks become excessive, acreagereduction programsare im-
plemented for U.S farmers. Thus, the United States reduces world
market price risksand bearsthe burdenof stock and productionadjust-
ments, all at no cost to producers or taxpayersin other countries.

At present, the marketsare so week and surplusstocksoutside the
United States so large that competitor supplies have driven effective
world priceswdl bdow U.S loan rates, making the United Statesun-
competitive. In effect, the U.S. loan program operates as an export
tax—and afairly hefty tax at that. Since 1979, loan prices have in-
creased 26 percent for wheat, 38 percent for corn, and 40 percent for
cotton. Thesesupport price increases—or export taxes, if you will—
have prescribed a protective price umbrella under which our competi-
tors haveexpanded productionand market shares. The appreciationin
the value of the U.S dollar has smply enlarged the size o the um-
brela. In short, U.S farm programsand loan rates send far more im-
portant signalsto competitorsand importersthan doesthe valueof the
dollar.

Our price support system provides competitors with price protec-
tion that they can get no other way —and it givesthem aclear edgein
the international marketplace. To the extent that other countriescan
produceand sell at lessthan the U.S. loan rate, they haveclear sailing
in world markets—and they are taking full advantaged the opportu-
nitieswearegivingthem. Productionin other exportingcountries,and
evenin many importing countries, has jumped sharply in responseto
the world pricefloorsgiven to them by the United States.

While we have been trying to hold down output with government
farm programs, therest of the world hasincreaseditsoutput. Consider
these changessince 1980:

e U.S wheat production is up 6 million tons, but production in the
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rest of theworld isup 65 million tons.

¢ U.S soybean productionis up about 2 million tons, but production
inthe rest of the world is up 8 million tons.

¢ U.S cotton productionis up 2 million bales, but productionin the
rest o theworldisup 19 million bales.

e U.S feed grain productionis up 39 million tons(withonethirdof it
in carryover stocks) but the rest of the world hasincreased itsfeed
grainoutput 36 milliontons (withcarryover stocks 15 percent).

Although utilization has continued to increase, production hasin-
creased faster.

Thefalacy of our supply management approach is that we have
controlled the resources (acres)employed, but we have not controlled
marketings. As long as technological improvements in agricultural
productivity continue, supply management programswithout market-
ing controlsareafarce, and doomed tofail.

Theimpact of foreigntradepolicies

The policiesaf other countriesin their conduct of trade also have
affected our competitive stance in world markets. Competitors use
pricing and export marketing policiesthat affect their competitivepo-
stionsrelativeto the United States.

Amongcompetitors, the paliciesdf the EC havehad the most signif-
icant impact on reducing U.S. wheat and corn exports and reducing
world pricesdf these commodities. High, protected supportsgenerate
surplusthat is exported by subsidies, changing the EC from a net im-
porter toa net exporter.

Sugar isa primeexample. EC policiesthat encouragesugar produc-
tion and export of the surplus by using subsidies have contributed to
sugar oversuppliesand depressed world prices. This has been particu-
larly damaging to developing countriesthat depend on sugar exports
toearn muchd their foreignexchange.

In generd, theexport subsidy policiesof the EC havedistorted trade
and propelled the EC to thefront rank in the export of severa major
commoditiesand near thefront rank in others. Thereare other exam-
ples, that add to the list of trade distorting policies, including policies
promulgated by other countries marketing monopolies.

Trade practicesand market access
The US god intrade palicy istwofold: trade practicesthat are uni-
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form and fair —thisis the export subsidy issue—and market access.

Improved accessto foreign marketsfor U.S. agricultural producers
and exporters has beenoneof our basicand long-standing goals. Typi-
cdly, U.S agricultura exporters are eager to compete in world mar-
kets. They seek only theopportunity tocompeteonan equal basiswith
other suppliers. But the problems of market access are many and
familiar —the EC’s variable import levies and Japan's import quotas
areonly afew of themultitudeof border controlsthat impair theinter-
national movement of agricultural goods.

While important gains have been made in past trade negotiations,
tariff and non-tariff barriers remain a major impediment. We have
strengthened our effortsto reducethese barriersand can report limited
but significant success, particularly in pressng the Japanese to open
their market morefully toour farm and forest products.

To regain our competitive position, the United States must restruc-
tureitsdomestic programs. Otherwise, we must be preparedfor larger
and larger production cutbacksand fewer and fewer exports.

Greater market orientation, including market-oriented loan rates
whereby the government providesa safety net, not a market, iscritical
to strengthening U.S. competitivenessin world markets. In August
1985, the U.S rice price was 105 percent higher than that of our com-
petitors. Our wheat pricewas 30 percent higher. Cotton was higher by
19 percent, corn by 17 percent, and soybeansby 7 percent.

TheCongressisdetermining what our legislated agricultural policy
will bein the yearsahead. We hopefor the best.

As we in the United States work toward a long-term solution to
make usagain morecompetitive, arisein protectionistsentiment here
at home hasforced usto begin an export enhancement program that
we would not have freely chosen. We have made up to $2 hillionin
surplus commodities available to expand U.S agricultural exportsin
selected markets, particularly those characterized by unfair trading
practices by other exporting countries. We hope the export enhance-
ment program will encourage meaningful trade talksso that fair trade
practiceswill bethe ruleand not the exception.

Concluson

The phenomenon of the rapid growth of export markets in the
1970screated distortion in government policy and privateinvestment.
Thecorrection we have witnessed in recent years was unavoi dable be
causeof thesedistortions. But U.S. exports can grow steadily, at area
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sonable rate, if we adopt sound farm programsand perseverein our
ongoing effortsto negotiatefair trading rulesamong nations.

Globa demand for food and fiber will continue to expand. The
world's population isexpected to grow at the rated more than 80 mil-
lion people per year. If comparative advantageis permitted to work,
these peoplewill befed and clothed effectively and U S farmersthat
produceefficiently will benefit. On the other hand, if comparativead-
vantage is not permitted to work, distortions in competition will re
main achronic problemand real peaceand stability around the world
will continue to elude us.



