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Introduction

It isa privilege and honor for me to make the concluding address of this excel-
lent symposium on world agricultural trade. Ed Harshbarger and his colleagues at
the Federal Reserve Bank of Kansas City are certainly to be complimented for as-
sembling such a distinguished group of participants, as well asa most impressive
audience. Hopefully, the discussions of the past two days will stimulate and en-
hance world agricultural trade over the next two decades or more.

Since the topic of this morning's program relates to the linkage of world food
supply and demand, | will concentrate primarily on that topic. However, my talk
will also deliberately spill over into the subject matter of yesterday's discussions.
My intent will be to outline the basic issues of this symposium in aformat that
could be used for followup policy discussions in this or any other country.

Though food policy is an area of study which contains few absolutes, it has at
|east one parameter with which most of uscan agree — that worldwide supply and
demand will bein equilibrium on relatively few occasions during therest of this
century. Five years ago we had a situation where demand outran supply, with
many agricultural prices reaching their highest levelsever. In contrast, at the end
of last year's harvest we found the reverse situation to be extant. Worldwide
supply had outrun demand, with prices in exporting countries having reached
levels far below production costs.

All of ushopethese extremescan beavoided in thefuture, and many nationsare
taking steps individually, and perhaps collectively, to reduce the probability of
widely fluctuating prices. Nevertheless, some imbalance is bound to occur, if for
noother reason than that westill cannot control the weather. Withthe Soviet Union
now being a major element in the world market situation, and with that nation
being subject to extremes of both frost and drought, economic uncertainty will
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likely bethe rulerather than the exception in the near term, if not thelong term. If
so, how then can we adjust to the supply-demand imbalances that will inevitably
occur?

Supply Outruns Demand

Let usdeal first with the present situation, wheresupply hasoutrun effectivede-
mand. Obviously, there are anumber of short run stepsthat can be taken in such a
situation, and al soa number of longer term actions should the situation proveto be
chronic (unlikely asthat may be), rather than just temporary. | would likefirst to
enumerate the short run possihilities, since those are the policy issueswhich face
both exporting and importing nations today.

SHORT RUN ACTIONS

1. Move The Product Into Consumption, Both Human And Livestock.
Nations should permit and encourage the responsiveness of their livestock and
poultry industries to situations such as the one which presently prevails. Regret-
tably, some nations isolate these industries from worldwide supply conditions in
the grain and oilseeds sector, thereby minimizing, and sometimes even pre-
cluding, a desirable expansion in those industries. This, of course, deprives their
consumer sector of an opportunity to expand consumption of these excellent pro-
tein foods, and it forces an inordinate level of adjustment in the livestock and
poultry economies of **price responsive™ nations.

Whether or not an international trading nation hasamarket economy, it ought to
pursue policies which will permit its livestock and poultry sectors to buffer the
price and income blows that will otherwise befelt in their own grain and oilseeds
industries, and in the grain, oilseeds, livestock, and poultry industries of market
economy nations with relatively open trading policies. This was a major element
of the price instability which occurred in 1973 and 1974, and we ought totry toim-
prove that situation in the future.

Some adjustment in human consumption should occur as well. At atime of sur-
plus production in the world, governments ought to reappraise policies which dis-
courage food consumption, and which keep the percentage of per capita incomes
expended for food at an inordinately high level. In other words, we ought to permit

the price system to function in the consumer sector too, thereby increasing con-
sumption levels as farm prices decline.

2. ReduceTradeBarriers. In times of surplus, nations should adjust trade
barriers which will have an immediate consumption response. Quota programs
constitute perhaps the best example, since theimport response to a quota increase
is usually immediate. Many countries have quota programs which have little, if
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any, economic justification, and often apolitical justification that islong since ob-
solete. In those cases, they could contribute tothe welfare of their own consumers,
and substantially benefit exporting nations, by loosening their trade constraints
permitting some of the agricultural surplus to flow in.

Surplussituations haveoftenled tostrident, unfair, and evenirrational tradere-
sponses among competitive nations. Thisis particularly true among exporters, but
it "*takes two totango®* so importers are not entirely free from criticism. Perhaps
the most widely used **throat cutting'® mechanism in international tradeis that of
the export subsidy. When brought into action with al itsfury, the export subsidy
simply becomes a battle of federal treasuries. Such practices are extremely costly
tothe subsidizing exporters, many of whom are often devel oping countries which
cannot afford it, and they provide an enormous income transfer to beneficiary im-
porting nations. Though importers may temporarily gloat over such a result, the
long term results may well prove to be detrimental, rather than beneficial. It would
be well to avoid such noncompetitive responses to a surplus situation, and at |east
discussthe policy optionsin areasonably tranquil, multilateral atmosphere before
embarking upon such actions. Thisistheadvantageof an international agreement,
with guidelines or triggers which will lead to such consultations.

3. Establish or Expand Storage Programs. This can be done on either a na-
tional orinternational basis, or both, where nonperishable products are concerned.
There are agood many nationsin the world today which need to protect themselves
further against food security risks. The surest way to do thisis through an expan-
sion in their own storage capacity. In terms of product cost, the ideal time to do
this, of course, is when worldwide food surpluses exist. The product can be pur-
chased at an attractive price, and (if necessary) simply stored in exporting nations
until construction of new storage facilities in the buying country have been
completed.

This is also an ideal time to create and stock an international food reserve, if
there be the political will among major exporting and importing nations to take
such action. A well-coordinated international program certainly has advantages
over ad hoc, unilateral efforts to establish storage programs in either exporting or
importing nations.

4. Expand Aid Programs. Humanitarian considerations should be the pri-
mary motivation for taking these actions, either on agrant or long term loan basis.
The U.S. program which fillsthis need is, of course, Public Law 480, our ** Food
for Peace™ effort. Other countries have similar programs, and all may appropri-
ately be expanded during times such as this, providing the expansion does not
place undue strains on the distribution network and the agricultural production
sector of recipient nations. There must clearly be abalancing of interestsinthisre-
spect, lest the programs be counterproductive in the long run, though they be
helpful in the short run. With that caveat, however, it should be possible tofind
room for reasonable expansion of such programsin ayear like 1977 or 1978. Not
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only can thisimprovethe nutritional levels of many hungry people, but it can also
have long run market development benefits.

5. Provide FarmersWith Income Protection, Rather Than Price Protec-
tion. If the price system is permitted to function, a surplus will move into con-
sumption, farmers will adjust their production planstothe price signalsthat arere-
ceived, and the unprofitable price levels will probably prove to be temporary. At
thesametime, it certainly isdesirable to provide farmers with areasonable level of
income protection. Thiscan bedone through target prices, asisthe case herein the
United States, or through similar mechanisms that will not impede the supply ad-
justments that should take place. T o achieve this objective adeficiency payment
policy (such asthat followed by the United States and anumber of other countries)
would seem to be infinitely preferable to high price support programs.

6. Permit Currency Exchange Ratesto Adjust as Market ConditionsDic-
tate. The world has not yet fully adjusted to its new monetary era involving
floating exchange rates. As a consequence, some nations are still engaging in
""dirty float"* operations, which impede the adjustment in trade flows that would
otherwise occur. Thisaffects both industrial and agricultural trade, and can havea
most detrimental income effect on exporting countries. An aggressive market de-
velopment program by an exporter — a perfectly proper response toa surplus situ-
ation— will fail ignominiously if such an effort is offset by exchange rate manipu-
lations within importing nations.

7. ReduceProduction, Througha“‘Set Asde" or ComparableProgram.
Programs to curb production will not be met with enthusiasm by importing na-
tions, even in times of surplus. They will inevitably provoke criticism because of
omnipresent malnutrition conditions in the world, which are only nominally af-
fected by the availability of agricultural surpluses. Thisisasensitiveand delicate
policy issue, with income distribution and other complex parameters beyond the
scope of today's discussion.

Notwithstanding the inevitable criticism, a set aside may well be the most fea-
sible policy option to correct major supply-demand imbalances in the short run.
With an inelastic supply and demand situation for most agricultural products, a set
aside can have an immediate price response of substantial benefit to producers.

LONG RUN ACTIONS

1. ReduceOr-EliminateBoth Tariff and Non-Tariff Trade Barriers. This
isamultilateral exercise which has been traditionally conducted in ** rounds' of
negotiations; these rounds have been held every few years since the General
Agreement on Tariffsand Trade (the GATT) wasexecuted justafter World War II.
I nthefuture, one must hopethat worldwide trade problems will beconfronted ona
continuing basis, rather than in the stutter-step style that has prevailed in the past.
If so, this should permit us to approach more closely the comparative advantage
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principle of international trade, which would be helpful not only in surplus supply
situations, but in times of shortage as well.

2. Assist And StimulateThe Economic Development EffortsOf TheThird
World. The growth areafor international trade in agricultural products liesin na
tions which will have both the population and the purchasing power to dra
matically expand food consumption. To a very great degree, the nations fulfilling
these criteria between now and the year 2000 will come primarily from the Third
World. Theseare countries, particularly in the Far East and Latin America, which
havethe natural resources, the human resources, or both to advanceto the** devel-
oped" group, or very near thereto. T o the degree that we and other devel oped na-
tions can help such countries to progress economically, we too will benefit there-
from. There should be a particularly strong motivation for agricultural exporting
nations to assist in such endeavors, because of the market potential that is in-
volved, along with the laudable impact this will have on worldwide income
distribution.

There will bedemand growth in the developed countries too, of course, and this
should certainly not beignored. But population growth hasslowed in those parts of
the world, and is not likely to alter substantially in the future. Therefore, the up-
grading of dietsin most countrieswill supply only limited growth potential in total
food consumption. That desirable combination of population growth and pur-
chasing power will likely emerge elsewhere in the world.

3. Eliminate Exchange Rate PoliciesWhich ImpedeTrade. Importing na
tions sometimes maintain undervalued currenciesin order to stimulate their own
exports. Thisobviously isinflationary, and it just asobviously reducesimport vol-
umes. Nevertheless, these nations are willing to pay that price in order to sustain
and improvetheir own export potential. Inthelong run, however, thiswill proveto
be a shortsighted policy, and market forces will ultimately prevail. In a period of
excess supplies, it would bein thelong run best interest of everyoneto permit the
currency market to operate without impediments.

4. Follow Circumspect I nter national Lending Practices. There have been
some incidents in recent years when international lending agencies have stimu-
lated the production of agricultural products where surpluses had already driven
pricesto unprofitable levels. It may bethat theloans were proper nonetheless. Itis
conceivablethat competitive forceswould call for the phasing out of production of
that particular commodity in developed countries, and phasing in of production in
oneor more Third World countries. If so, theloan program cannot legitimately be
criticized.

If, on the other hand, the Third World investment would be noncompetitive,
even in the long run, then theloan was a mistake. It iscertainly proper to ask that
international lending organizations examine their commodity loan practices with
considerable care, and avoid adding to already existing surpluses wherever
possible.



5. Achieve Additional Stability Through The Use Of Long Term Con-
tractsOr FuturesMarkets. An individual nation, whether it be an importer or
exporter, may take a number of unilateral steps to achieve greater price stability.
Some nationsalready do thisthrough farm policies which isolate themselves from
market conditions elsewhere in the world. | am by no means a proponent of such
policies, for they simply force the burden of adjustment onto the shouldersof other
nations. Furthermore, these policies are too often inflexible and thereby per-
manently distortive.

In my opinion, thereareat |east twoways of achieving greater priceand income
stability in a particular nation, without forcing major adjustments on one's fellow
trading partners. One way isthrough the use of long term contracts, particularly if
(as would usually be the case) the contracts do not have fixed price provisions.
Such contracts offer an exporting nation acertain degree of market security, while
offering the importing partner a certain degree of supply security. Both benefit
from this, aside from whether or not price protection is added to volume
protection.

A second method isthrough the use of futures markets. There areactivefutures
markets availabletoday in most of the major agricultural commodities, and many
nations, agencies, and firms could avail themselves of the hedging opportunities
that those markets provide.

6. Support Research And Extension ProgramsTo Reduce CostsAnd In-
crease Efficiency In The Agricultural Production And M ar keting Processes
Of All Nations. Inalong run surplus situation, there may belittlethat can bedone
toimprovefarm prices. But one may well be able to reduce production and mar-
keting costs. If so, income levels will improve throughout the entire agribusiness
sector, notwithstanding the adverse price situation. This is a time for the devel-
opment of **cost reducing' technology, rather than **output increasing" tech-
nology. Thelatter may well reduce theincomelevelsin theagricultural sector, be-
causeof priceinelasticity of demand. Theformer, on the other hand, should boost
incomes, thereby proving to be a most welcome investment under the
circumstances.

Now let uslook at what many people believe to be the more likely scenarioin
future years — the specter of food shortages. There will be some duplication of
measures for, interestingly, some apply both in times of shortage and of surplus.

Demand Outruns Supply

SHORT RUN ACTIONS

1. Avoid " Beggar thy Neighbor' Policies. Perhaps the greatest contribution
that can be made toward the resolution of short run food crises is an act of omis-
sion. That is, food surplus nations, such as the United States, should avoid export
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restraints and permit market forces to function. A time of food shortage is not a
timeinwhich tobe selfish. It may, infact, beatime which callsfor actions beyond
those afforded by the market. If only priceis used toallocatefood under such cir-
cumstances, the rich will eat and the poor will starve. Therefore, it isincumbent
upon rich countries, and rich people within poor countries, to share on a human-
itarian basis with those in need. We have not always been this idealistic, in the
United States or anywhere else.

As| noted earlier, oneof our major problems in ** burden sharing'* in thefood
sector isthat market forcesareimpeded in many portions of the world. Thismeans
that in atime of shortage, aswell asin atime of surplus, the livestock and poultry
industries of some countries must bear an undue share of theadjustment. Note, for
example, the trauma experienced by the U.S. livestock industry in the food
shortage period of 1973and beyond. Permitting market forcestofunction will cor-
rect this inequity.

2. Immediately Terminate Production Disincentives. Many nations still
maintain systems of production disincentives, though they are usually not denomi-
nated as such. Involved are national ** cheapfood' policies; designed togarner the
political and economic approval of the consumer sector. These policies are often
shortsighted at best, and certainly indefensible in a period of food shortages.
Under such circumstances, they ought to be altered or eliminated immediately.

3. Provide Production Incentives Where Necessary. In countries where
market forces are permitted to work, such incentives may not be necessary. Attrac-
tive prices are likely to stimulate expanded usage of fertilizers, chemicals, and
other inputsthat will increase yields. In nonmarket economy countries, however,
or in countries where the market system is not permitted to function toitsfullest,
governmental incentives may be essential. In such situations, nations should have
standby policies to apply when short term food shortages have devel oped.

4. MakeFood Reserves Available. Whether or not aformalized international
food reserve isin existence, nations should makefood reserves available to their
own people, and hopefully to the world market as well. At atime of shortage, the
""triggers™ of most food reserve programs should release automatically. In some
cases, price movements will achieve such a result; in other cases, governmental
action may be necessary. Reservesshould movein todistribution, until such time
as minimum carryover levels are reached nationally and internationally.

5. Reduce Waste: We till waste tremendous quantities of food in the mar-
keting process, particularly where perishables areinvolved. Though thisisanever
ending challenge, there are short run steps that countries and firms can take to
reduce waste in a time of crisis.

6. Evaluate Exchange Rate Policies. Even in an era of floating exchange
rates, one often discovers individual exchange rate policies which impede trade.
These policies, whether they be deliberate or simply due to bureaucratic inertia,
can easily lead to a beggar thy neighbor situation when food supplies are short.
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Thisisnotatimefor " dirty float.”” Therefore, nationsought toadjust such policies
so that they facilitate trade rather than impede it.

7. Evaluate Fiscal And Monetary Poalicies. The shortage of food supplies
will have an inflationary impact on national economies, and this impact will be
dramatic. Because food is purchased on a daily or weekly basis, and since most
housewives make those purchases in cash, food price increases are immediately
noticed and immediately felt. The reverberations from this will quickly penetrate
the entire economy. This is a phenomenon that was experienced by all of usin
1973 and 1974. At such atime, it would be well for nations to examine their total
fiscal and monetary policies todetermine whether they arefurther accelerating in-
flation. Should those policies be overheating a given economy, they should be ad-
justed to minimize the adverse impact in the consumer sector.

LONG RUN ACTIONS

Finally, perhaps the most penetrating concern of al — and certainly the most
womsome to every one of us— isthat of long run food shortages. All of us have
seen population projections where normal food needs exceed any reasonable esti-
mate of food supply availability a haf century or acentury in the future. TheMal-
thusian model seems to be hovering on the horizon. T o date we have kept it hov-
ering, but no one knows when it might ultimately become areality. What then can
we do to stave it off for afew more decades, or perhaps even indefinitely?

1. Restrain The Growth of Population. Thisis an obvious answer, oft dis-
cussed, sothereisno need in dwelling upon it here. Population can berestrained in
any given country, even among those in the lesser developed category. The suc-
cessful programs are there for anyoue to see. The real public policy question is
whether agiven nationis prepared toembark upon such asensitive and often politi-
cally controversial program. If so, progress can be made; if not, unless that nation
isamajor agricultural producer or has wealth borne of other resources, it will have
to take other painful public policy stepsto dea with itslong rangefood supply re-
guirements. Few nations can tolerate indefinitely — politically, let alone eco-
nomically — the impact of a 3.5 per cent population growth rate. Therefore, asa
practical matter, population control programs will become imperativein many of
the nations of the world.

2. Stimulate Production. Another obvious response, with many ways for
doing so. Crop yields haverisendramatically in thetwentieth century, and thereis
no reason to believethey will dootherwise in thetwenty-first century. But we have
had significant technological breakthroughs (hybrid corn, e.g.) which have con-
tributed to the plentiful food supplies of recent years. There are some who believe
that breakthroughs of a comparable magnitude during the next century are not
likely tooccur. If they arecorrect, wecould havedifficult timesahead. Thismeans
that agricultural research should receive a high priority in the United States and
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other major agricultural producing nationsof the world. It meansfurther that exis-
ting technol ogy should be transmittedto producersin the most effective way possi-
ble. Thiswill requireextension programs much more comprehensivein their geo-
graphic and human coverage than has been true in the past. Management
techniqueswill need to beimproved too, sothat morefarmerswill begintoexceed
the yield averages which prevail in the world today.

In addition, efficient producersmust be rewarded for their efforts. In the United
States we havefound the profit incentiveto be a tremendousstimulus to produc-
tion. If other countries wish to substitute differing incentives, that is their privi-
lege. In the absence of such incentives, however, the necessary.production in-
creases simply will not occur.

Farmersin the United States and el sewhereal so need areasonablelevel of pro-
tection on the downside. It takes a great deal of talent and experienceto manage
and operatethe modernfarm of today. It isatremendouswasteof human resources
tohavethat talent di sappear from theagricultural sceneinaseadf financial woes. |
certainly do not advocateinsuranceagainst failure, in agriculture or any other en-
terprise. But we can moderate the financial impact of unpredictableand perhaps
even uninsurablerisks in the agricultural sector of any nation. This can be done
through the use of target prices; governmental crop insuranceprograms, etc. Rea-
sonabl e protectionsof this nature can pay big dividendsin maintainingstability in
agriculture.

3. Assist Lesser Developed Nations With Food Production Potential.
Thereis till substantial potential for dramaticincreasesinfood productionamong
anumber of thelesser devel oped nations. For example, thellanosof South Ameri-
ca, agiganticregion, could be operated much moreintensivelythanitistoday. But
there are myriad problemsinvolved in bringing these and other such lands any-
where near to full production. The capital requirementsalonefar exceed thedis-
cretionary financial resources presently available to these countries. Therefore,
major international lending endeavors will be essential to their agricultura
development.

Not only will massiveinfusionsof capital berequiredfor productioninputs, but
the infrastructure (roads, powerlines, waterwells, etc'.) will have to be there too.
Without these, agricultural development projects are doomed to failure.

4. Foster Economiesof Scaleand Productionand Marketing Efficiencies.
Few nationsof the world today even approach theeconomiesof scale that are pos-
sible in modern agriculture. In many cases, this reflectsdeliberate public policies
based on social considerations. One cannot criticizesuch policies, for nationsare
entitled to establish their own priorities. But the tradeoffs involved should at least
be understood.

Onecritical tradeoff isthat agricultural production will assuredly not be as effi-
cient, profitable, and probably not as productiveasit would beif agricultural inno-
vations, economiesaf scale, and other productionand marketingefficiencieswere
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emphasized. If and when food shortages become a chronic global problem, these
nations may wish toreassesstheir priorities. Thetrade offs may become toocostly,
wherein economic considerations may ultimately outweigh those in the social
sphere.

5. Reduce Trade Barriers. You will recall that | advocated a reduction in
tradebarriersin timesof agricultural surpluses. | dosointimesof shortageaswell.
Under the latter condition, one can simply not justify impediments to the free
movement of agricultural goods throughout the world. Though trade barriers have
been reduced over the past 30 years, much more progress has been made in in-
dustry than in the agricultural sector. Agricultural barriers abound, and al nations
need to reassess their own agricultural protectionism in light of projected world
food needs in the coming decades.

Putting it another way, the GATT ruleson agricultural trade need to be strength-
ened, delineated with greater specificity, and applied with diligence and deci-
siveness. Present GATT rules come close to ingtitutionalizing the beggar thy
neighbor policies of agricultural trade barriers, rather than reducing or eliminating
them. In the jargon of international trade, we ought to be able to do a much better
job of *"rationalizing™ the international movement of agricultural commodities.

6. Resolve The Present Energy Crisis. Neither the United States nor any
other consuming nation hasyet to fully face up to theenergy crisis. Unlessweare
prepared to do so, inavariety of ways, that crisis will be with usfor many yearsto
come. It may be grammatically imperfect to speak of a**chronic'* energy crisis,
but that is precisely what we will have.

If thiscondition prevails, it will clearly impinge upon the world's ability tofeed
itself. At theeconomic margin, al nations must makeachoice between energy and
food. Since the emergence of the energy crisis, that choice has been forced in the
direction of energy. For usand the other wealthier nations of the world the choice
isdistressing, but tolerable. But for many of the poorer nations of the world, itisex-
ceedingly painful, and could ultimately lead to much higher levels of malnutrition.
The answer must be a concerted and determined effort to develop alternative
sources of energy at the earliest possible date.

7. Expand Storage Capacity. Many importing nations, including the Soviet
Union, havesignificantly expanded their storage capacity (particularly for grains)
in recent years. Thisisalaudable objective, and should be further pursued in the
years ahead. Notwithstanding my earlier point about export restraints, and the
likelihood that most nations will seek to avoid such, in acrisis al bets are off. In
other words, in adisaster situation where an exporting nation must choose whether
tofeed itsown people, or shareitsfood with the rest of the world, no government
will be abletoignore the basic needsof itsown citizens. Thus, it behoovesall im-
porting nations to maintain a reasonable level of food stocks at al times. Deter-
mination of that level issomewhat subjective, of course, for therearetrade offsbe-
tween cost and security. Nevertheless, my own judgment is that some importing
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nations have traditionally maintained stocks at a dangerously low level. That isa
policy they may wish to reassess in the future.

8. UseLong Term Contractsand FuturesMarkets. Finally, importing na-
tionscan avail themselves of innovative purchasetechniques that can contributeto
their own food security. Among those techniques are long term contractual com-
mitments or the purchase of commoditieson futures markets. Though these modes
of operation cannot provide iron clad assurances of delivery, they are certainly
preferable to placing oneself at the mercy of unpredictable supply and demand
conditions, and they may be much lesscostly than alternative protections such as
storage programs.

Long term contractual commitments, such as the one involving the United
States and the Soviet Union, can bring additional stability to the food supply-
demand relationships of the contracting nations, though it is possible that such ar-
rangements will create additional instability elsewhere in the world. That is, the
micro and macro effects may be dissimilar, but it surely is both desirable and
proper for an individual nation to seek certain protections in its own long term
supply needs. Any adverse macro effects should be dealt with on a multilateral
basis.

Futures markets may well provide an even more responsive and less confining
method of achieving such protection than will long term contractual arrangements.
Both mechanisms are certainly deserving of consideration by public and private
entities of all the major food trading nations.

Conclusion

Much more could be said. This is by no means a composite of al the actions,
long term and short term, that can be taken by governments, quasi public agencies,
and the private sector to deal with either food shortages or food surpluses. But |
hope | have enumerated the major ones. Few of them are without controversy. But
food policy is too important to have them be otherwise.

L et us have the debates, nationally and internationally, and then move forward
with policies that are reasonable, rational, and responsive.
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