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The Public Choice Revolution and New

Zealand Farm Policy

F.G. Scrimgeour and E.C. Pasour, it

1. Introduction

Agriculture is inherently risky because of unfa-
vourable weather and unpredictable market condi-
tions. Moreover, this uncertainty frequently is
taken to mean that agricultural markets do not work
properly and, therefore, that government should
intervene. Indeed, this conclusion receives support
from the economic theory of "market failure"
which uses the idealized but unattainable perfectly
competitive market (in the absence of uncertainty)
as a norm in assessing the performance of real
world markets.

The market failure approach to policy formation,
reflecting the "genie view" of the political process,
has strongly influenced development of agricul-
tural policy in New Zealand. However, govern-
ment constrained by information and incentive
problems is not like Aladdin’s marvellous genie
who always successfully obeyed commands
(Heyne 1991, p.561). Moreover, there is an emerg-
ing consensus that New Zealand agricultural mar-
keting regulations, ostensibly instituted to correct
market failure, are counterproductive - harming
both the farm sector, and along with it, the nation
(ACIL 1992).

How can one reconcile this paradox in which actual
results of government intervention perennially fall
far short of expectations? Public choice theory
provides an answer - "government failure” or "gov-
emment intervention failure.” There is government
failure when a government program is instituted to
correct market failure which does not exist; govern-
ment failure may also occur because of implemen-
tation problems even when there appears to be
"market failure" (Wolf 1979).

Inconventional economic analysis, economic prin-
ciples are used to better understand the interactions
among individual decision makers operating in
business firms and households. Public choice the-
ory extends the application of economic principles
to analyze actions of individuals in the political
process (Gwartney and Wagner 1988). Itexplicitly
recognizes that self-interest motivations can use-
fully be applied in explaining government policy,
and uses insights from neoclassical economic the-
ory in showing that decisions in the political proc-
ess frequently yield results that are inconsistent
with the "public interest". Public choice theory
also emphasizes that real world markets should be
contrasted with real world political processes and
that government failure is analogous to market
failure (Tullock 1991).

In the following analysis, the public choice ap-
proach is first explained and contrasted with that of
conventional economic analysis. The implications
of public choice theory for reform of public policy
then are briefly described. Public choice theory is
used in the latter part of the paper both to analyze
recent deregulation initiatives in New Zealand ag-
riculture and to explore the implications for further
changes in farm policy.
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2. Public Choice vs Conventional
Economic Analysis

There are two ways to coordinate economic activity
in a modemn economy - central direction and the
decentralized market process. A major policy
problem in agriculture, as in other areas, is to
determine which activities should be coordinated
through markets and which through the political
process. Itis necessary to understand the nature of
markets and political processes to make this deci-
sion intelligently.

Economic analysis, whether of markets or political
processes, presumes that the individual acts on the
basis of perceived costs and benefits to increase his
or her own interest, regardless of whether that
interest is mainly selfish or largely altruistic.
Adam Smith, the father of modern economics,
spelled out the implications of the "propensity in
human nature to truck, barter, and exchange one
thing for another" (Smith 1937, p.13). Public
choice theory assumes that self interest is no less
important in motivating voters, politicians, and bu-
reaucrats in the political process. Indeed, there is
abundant evidence that individuals entering the
political arena are not miraculously transformed
into "economic eunuchs" acting to maximize social
efficiency withoutregard to their own self interests.

It is important, however, not to overstate the role
that pure selfishness (or maximization of wealth)
plays - either in market or collective choice behav-
iour. If one assumes "egoistic rationality", that
individuals are motivated solely by net-wealth
maximization, public-choice theory predicts that
individuals will not vote nor invest time 10 become
well informed about politics because the costs are
substantial but the rewards from doing so are insig-
nificant. In such examples, critics have shown that
predictions of public-choice theory are not consis-
tent with the evidence (Quiggin 1987). The "ra-
tional ignorance" hypothesis and implied
"information failure," for example, assumes that
the individual decision maker is influenced only by
expected changes in net wealth. Individual deci-
sion makers, however, are influenced by numerous
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factors - both pecuniary and non-pecuniary (Martin
1990). Public choice theory in the approach sug-
gested here merely assumes that net wealth maxi-
mization is one of the major factors that are
important and relevant in influencing choice
(Buchanan 1989, pp.31-32).

This more limited and realistic view of "economic
man" has important implications for economic
analysis. If it is acknowledged that other factors
influence choice, such as being a good citizen, the
individual may rationally expend the resources to
become a well-informed voter. Then, public
choice theory no longer is inconsistent with the fact
that people vote or invest resources (o acquire
political data, but it becomes much more difficult
to empirically test the implications of the theory
(Buchanan 1989, p.30).

The adoption of a more realistic view of "economic
man" in economic analysis, however, does not
drain public choice theory of all empirical content
(Hyde 1991). We may still predict that more per-
sons will vote if the costs of voting are reduced, that
persons are more likely to become informed about
the choice alternatives if the costs of information
acquisition are reduced, and so on (Buchanan 1989,
p.30). Itis important to acknowledge that individu-
als in the political arena are not motivated solely by
net wealth maximization - and the consequent limi-
tations of public choice analysis, both theoretical
and empirical. The acknowledgement of these lim-
its provides a defense of the theory against critics
(e.g., Quiggin 1987) who properly decry an ap-
proach which assumes that individuals are moti-
vated solely by a narrowly-defined concept of self
interest.

3. The Political Process - Imple-
mentation Problems

Decisions on the part of participants in the political
process are influenced by information and incen-
tive problems. In a classic article published almost
50 years ago, Nobel Laureate F.A. Hayek (1948)
demonstrated that there is no substitute for decen-
tralized market prices in the coordination of eco-
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nomic activity. That is, in the absence of market
prices, there is no known way to determine the
pattern of production that most fully accommo-
dates consumer desires. The implication is that a
participant in the political process does not have
and cannot obtain the information necessary to
determine whether any particular governmental
policy is in the "public interest.”

The focus of public choice theory, however, is not
on information problems that are inherent in the
political process. Instead, the emphasis is on in-
centive problems, also endemic in the political
process. Even if political decision makers were
omniscient and knew how to further public welfare
they are unlikely to take the actions necessary to do
so because of incentive problems.

3.1 Incentive Problems

Incentive problems plague the political process
because of the separation of power and responsibil-
ity. A decision maker in the political arena doesn’t
bear the consequences - at least not to the same
extent as the "residual claimant” in the market who
receives the profits or bears the losses that result
from actions taken. One problem in holding public
decision makers accountable is that there is no
"bottom line", or other performance indicator, in a
government enterprise that is comparable to the
profit and loss signals of the market system.

It should also be acknowledged that the interests of
employees and residual claimants in the private
sector do not necessarily coincide because of trans-
actions costs (Williamson 1985). In privately-
owned firms, problems arise in administering,
directing, negotiating, and monitoring labour em-
ployed in teams. And in large corporations there is
a problem of defining suitable performance indica-
tors for some operational units because of the sepa-
ration of ownership and control. Despite these
inherent principal-agent problems, however, the
evidence overwhelmingly supports the thesis that,
on average and over the long run, individuals re-
sponding to and constrained by market forces make

better decisions than those in government agencies
involved in market activities.

This finding can be extended to quasi-government
and statutory agencies, including marketing boards
for dairy, meat, wool, and fruits in New Zealand
agriculture. Here too, there is a separation of
authority and accountability in the sense that these
boards do not produce the performance indicators
necessary to determine investment returns (ACIL
1992). When such information is lacking, results
are likely to be unsatisfactory. Other reasons why
political decision makers in a democratic system
may not be fully responsive to the electorate are
now considered.

3.2 Short-Run Focus

Before the development of public choice theory,
public policy analysts typically assumed that gov-
ernment must intervene in market decisions to en-
sure that the long-run interests of society were
provided for. However, now it is generally con-
ceded that the importance placed on re-election by
elected representatives gives a short-run bias to the
political process (Tufte 1978; Heyne 1991).
Elected politicians in a democratic society tend to
prefer programs that yield benefits to their constitu-
ents in the near term and in which costs are deferred
- at least until after the next election. Thus the
problem of myopia in politics also is a reflection of
lack of accountability - in this case accountability
through time.

3.3 The Bureaucracy

The bureaucracy problem can be traced to the fact
that there is no known way to hold decision makers
in the public sector as accountable for their actions
as those in the private sector who are constrained
by profit and loss considerations. In the private
arena where one’s own funds are at risk, for exam-
ple, the decision maker has a strong incentive to
shut down a failing enterprise. In the government
sector, in contrast, there is an incentive to increase
the scope of the activity, regardless of its effective-
ness. The all-too-frequent result is consistent with
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Friedman’s observation (1993, p.14): "if a private
venture fails, it’s closed down. If a government
venture fails, it’s expanded.”

Part of the problem of bureaucracy stems from the
fact that the decision maker in a government
agency, regardless of personal motivation, cannot
divipe the "public interest” because of limits on
information and the conflicting interests of others
(Hayek 1948). Despite the efforts of public admin-
1strators to set criteria and evaluation mechanisms,
this lack of information leads even the most selfless
bureaucrat to focus on other feasible lower level
goals - such as maintaining jobs, or agency growth,
or maximizing the budget (Niskanen 1971, p.39).

An important strategy to follow in maintaining
one’s position is to avoid or minimize risky activi-
ties. If a risky venture proves to be successful, a
decision maker reaps but a small part of the payoff.
However, if the gamble fails and the error is de-
tected, the resulting bad publicity may cause loss
of job. Thus, the expected cost of risk-taking ac-
tivity for the decision maker in government is likely
to exceed the expected benefit (Friedman 1981,
pp.14-15). The implications for innovation and
economic progress, which hinge on risk taking, are
manifest.

Agency growth is important because salary, per-
quisites, public reputation, and patronage all in-
crease as budget increases. Thus bureaucrats have
incentives to seek to maintain and to increase budg-
ets. One strategy to achieve this goal is to ensure
that allotted agency funds are spent before the end
of the budget period. This sends a signal to the
politicians that more funds are needed for the com-
ing year. The problem is compounded by the fact
that any unilateral restraint in spending by one
government agency is unlikely to reduce overall
spending. This attitude that the government budget
is a common pool resource also militates against
economizing behaviour,

What can the creative decision maker in govern-

ment do to help justify an increase in budget, or to
maintain it in the face of efforts to reduce agency
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spending? First, a government bureau can increase
demand for it’s services through news releases
which both publicize agency activities and stress
their contribution to society. Second, a govern-
ment agency can increase "claims” for services
provided through its pricing policy - by charging a
price lower than the cost of providing the service.
It can also increase the attractiveness of its services
by injecting more "private” elements into public
programs so that the benefits to individual users are
more appropriable. Finally, an agency’s jurisdic-
tion may be extended to justify increased appro-
priations.

3.4 Rent Seeking

Government financial assistance frequently is
sought by various groups, both agricultural and
non-agricultural. These programs, to the extent
that they are effective, increase the incomes of
affected groups at the expense of the public at large.
The loss to society exceeds the amount of income
transferred because such programs inevitably ham-
per economic coordination and distort resource
use.

The concept "rent seeking”, a key concept in public
choice analysis, is used to describe the resource-
wasting activities that occur as individuals and
groups seek income transfers through the aegis of
the state. Large amounts of time and money are
spent on lobbying activities, campaign contribu-
tions, and so on, by farmers and other groups in
attempts to attain and maintain preferential legisla-
tion. These resources are wasted from a societal
standpoint because they are used to restrict compe-
tition, which reduces the economic pie, rather than
to produce additional goods and services. The
effect of a sustained increase in rent-seeking activ-
ity over time is to gradually "strangle" an economy
(Olson 1971).

How can a small group in a democratic system
obtain or maintain a government program which
benefits it at the expense of the general public?
Public choice theory suggests that one important
reason lies in a difference in the nature of the costs
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and benefits experienced by the small group versus
those by society. Benefits are highly concentrated
on the favoured group while the costs are widely
diffused among taxpayers generally. Thus, each
member of the small group has more of an incentive
to expend resources to maintain the program than
does the individual taxpayer to end it.

4. Public Choice Theory and Insti-
tutional Reform

What are the implications of public choice theory
for effecting improvements in public policy? Inits
boldest form, public choice considers decision
makers in the political process to be egoistic utility
maximizers, holding that all government activities
can be usefully formulated in interest group terms
(Tollison 1991). In this strong form, public choice
theory considers the state to be a mechanism used
by rational economic agents to obtain income trans-
fers. Moreover this redistribution is considered to
be efficient in the sense that democratic institutions
are highly responsive to the interests of the political
constituencies that they represent. Hence, it is ar-
gued, govermnment programs that survive are con-
sidered to be relatively efficient in the sense that
they are better than available alternatives (Stigler
1982). The resulting implication that public policy
cannot be improved, however, is belied by the
evidence (Pasour 1993).

The challenge in improving public policy is to
develop an institutional framework that will induce
actors in the political process to serve the general
welfare, just as Adam Smith’s "invisible hand”
induces market participants to do so. In achieving
institutional reform, a necessary prerequisite is
wider public recognition of the harmful effects of
organized groups secking to benefit at the expense
of the public through state action. However, there
is a "you first” problem with the education ap-
proach (Anderson and Hill 1980, p.93). Even if
each group is fully aware of the harmful long-run
effects of rent-seeking activities, a single group has
an incentive o encourage other groups to forego
such actions while continuing its own government
transfer-seeking efforts. Therefore, no group is

likely to forego attempts to achieve preferential but
socially harmmful legislation in the absence of a
general agreement that all groups will simultane-
ously do so.

There is a similar problem with the "civics-book"
approach of effecting improvements in the political
process through the election and appointment of
"better people” (Gwartney and Wagner 1988). The
importance of moral-ethical standards of conduct
on the part of persons in positions of decision-mak-
ing authority in the political process should not be
minimized (Buchanan 1989, p.35; Martin 1990,
p-192). However, if people are to act differently,
they must perceive it to be in their interest to do so.
Thus, improvement of the political process through
the selection of "better people” for political posi-
tions seems doubtful in the absence of fundamental
changes in the incentive structure under which they
operate,

Public choice theory stresses that success in coping
with rent seeking, special interest legislation, and
bureaucratic inefficiency and waste hinges much
more on the ability to develop, institute, and main-
tain sound rules and procedures than on the charac-
teristics of individuals occupying positions of
political power. A new subfield of public choice
theory, "constitutional economics", emphasizes the
importance of the institutional framework and ex-
plicitly directs attention to the choice among insti-
tutional constraints (Buchanan 1991, p.5).

Constitutional economics focuses on the question:
How can a democratic society create a government
which necessarily possesses a monopoly on the use
of force without simultaneously creating situations,
which lead to the abuse of that power? (Gwartney
and Wagner 1988). Thus, this variant of public
choice theory emphasizes the threat inherent in the
ordinary mechanisms of majoritarian democratic
politics (Buchanan 1991, p.245).

Any approach which assumes that political deci-
sion makers are motivated solely by wealth maxi-
mization offers a pessimistic forecast for efforts to
restrain rent seeking through institutional reform.,

2717



Review of Marketing A gricultural Economics

Vol. 62, No. 2, August 1994

There is a "public-choice trap" because the egoistic
political operative cannot expect to benefit from
efforts devoted to the development of a new con-
stitutional order - a pure public good. The potential
benefits from institutional reform occur in the fu-
ture, are uncertain, and widely dispersed while the
costs are immediate and concentrated.

However, there is abundant evidence that ideas
have consequences and that the public choice trap
can be overcome. That is, a change in public atti-
tudes can bring about political reform, although the
education process may involve a significant time
lag (Hayek 1991). Recent deregulation events in
New Zealand, the United States, and other places
are consistent with the thesis that the course of
history is not predetermined by the forces of nar-
rowly-defined self interest. The implication is that
political economists potentially can make impor-
tant contributions to the public policy process, both
in achieving the consensus required to bring about
institutional change and in the analysis of various
reforms (Pasour 1993).

In the following analysis, public choice theory is
shown to be a useful tool in the analysis of New
Zealand agricultural policies. It is used both in
explaining recent deregulation initiatives and in
understanding why agricultural marketing regula-
tions are maintained, despite their huge social cost.
It is further argued that a comparative institutions
approach, implicit in public choice theory, can play
an important role in increasing public under-
standing necessary to reduce further the power of
marketing boards and other regulations that favour
sectional interests at the expense of the public at
large.

3. The Changing Face of New
Zealand Agriculture

The recent evolution of farm policy in New Zea-
land has occurred in the context of wider economic
reform. In 1984, the Labour Government em-
barked on a wide ranging economic liberalisation
programme to substantially reduce and simplify the
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range of Government interventions in the econ-
omy, with the aim of increasing efficiency as a
foundation for sustainable economic growth (Wal-
lace 1990). The reform process involved a re-
cvaluation of the role of the government in the
economy, and in this context, agriculture was con-
sidered as any other industry. Thus, Government’s
traditional role in the agricultural sector (promoting
development via incentives) could no longer be
taken for granted. A case for Government involve-
ment had to be articulated that both identified the
rationale for involvement and defined clearly the
mechanism for Government to achieve its goals.

The economic deregulation initiatives affecting the
New Zealand economy came about principally be-
cause of economic necessity. However, economic
pressure alone does not explain the paradigm shift
which provided the basis for the reform. It would
appear that two other factors were particularly im-
portant. Firstly, it appears that by the 1980s offi-
cials trained in neo-classical economics became the
dominant players within the central governments
core departments such as Treasury and Commerce.
This is similar to what occurred in Australia as
documented by its critics such as Pusey (1991).
This development of influence was constrained by
many factors and depended on the "ability to per-
suade wide sections of public opinion" (Cox 1992,
p.39), but the resulting increased level of skills in
policy analysis was significant given that histori-
cally government agencies frequently saw them-
selves as representing a particular constituency.
Secondly, there was the consensus that the coun-
try’s recent experience with pervasive economic
regulation was a failure that imposed significant
restraints on individual choice (James 1991).

Given the increased severity of governmental
budget pressures in the 1980s (associated with in-
creased debt), governmental institutions were com-
peting among themselves for resources, and even
survival. This financial squeeze resulted in the
Government implicitly using a comparative insti-
tutions approach to evaluate alternative institu-
tional arrangements.
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At the same time that govemnment eliminated sub-
sidies to agriculture, it set about reducing the level
of import protection for New Zealand manufactur-
ing which historically had been very high. Despite
the coalition of interests that had previously sus-
tained the existing agricultural institutions and re-
lations, change came about in part as a result of the
agriculture sector being prepared to give up certain
privileges knowing that it stood to gain from the
reduction of other distortions in the economy. The
gains included more efficient ports, more competi-
tive transport, and reduced tariffs on imports. The
deregulation process was aided by the GATT Uru-
guay round of discussions that exerted pressure for
reduced agricultural protection. In addition to the
external forces, domestic pressure was applied by
consumers seeking lower prices and by firms wish-
ing to participate in deregulated markets. As a
result of this combination of domestic and interna-
tional pressures, institutional controls over domes-
tic production and marketing arrangements became
unsustainable.

Once the process had started it became clear to
most agents that more gains were to be made by
supporting the reforms than by fighting them in an
attempt to revert to the old economic order. For
example, both business organisations (e.g., New
Zealand Business Roundtable) and farm organisa-
tions (e.g., Federated Farmers) in large part sup-
ported the reforms. The focus of participants in the
new economic order changed from extracting fa-
vours from government to extracting returns from
the market place. This is not surprising given that
heavily indebted government offers relatively little
potential for extracting rents and the rents are only
possible at the expense of significant taxes and
other costs which inhibit the ability of firms to
compete, both domestically and internationally.

The change in Government policy towards agricul-
ture has significantly reduced public expenditures
and Government’s role in agriculture. Some of the
significant changes that have occurred include:

¢ elimination of subsidies for agricultural inputs
such as fertilizer and herbicides;

¢ climination of government guaranteed prices
for commodities;

® deregulation of the egg, town milk and wheat
industries;

e climination of subsidised credit to the agricul-
tural producer (marketing) boards;

¢ full cost recovery charging for extension and
inspection services; and

¢ the sale of Government owned commercial as-
sets including the Rural Bank and numerous
irrigation schemes.

These changes have not been insignificant given
their impact on Government expenditures, farm
incomes and farm asset values. The net effect is a
notably lower level of protection of New Zealand
agriculture relative to that in most other countries.

These changes canbe interpreted as the elimination
of rents that the agricultural sector formerly ex-
tracted from the tax payer. The traditional public
choice view, based on Olson (1971), is that ineffi-
cient policies which conferred huge benefits on the
few at the expense of larger but widely dispersed
costs on the many were possible because the many
did not have the incentive to protect their interests,
Support for this thesis is weaker in the current era
where technology may rapidly provide information
on activities and costs. Programmes which result
in a few visibly benefiting at the expense of the
public at large may evoke widespread public criti-
cism by those who are adversely effected. How-
ever, even when information is readily available,
high transactions costs associated with information
gathering and distribution work to maintain the
status quo.

Thus, despite major changes in government serv-
ices and expenditures associated with the deregu-
lation of domestic markets, there remains
significant interference in the marketing arrange-
ments of New Zealand’s agricultural exports. Pro-
ducer controlled boards (¢.g., Apple and Pear
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Marketing Board, Dairy Board, Game Industry
Board, Kiwifruit Marketing Board, Meat Producers
Board, Wool Board) still dominate the marketing
of most New Zealand agricultural products and
constrain efficiency with their distorting pricing
policies (ACIL 1992). Distortions remain, it is
argued here, largely because of widespread misper-
ceptions on the part of farmers and academics.
Many farmers perceive that the producer boards are
necessary 1o enable them to compete on the uneven
fields of international competition. Furthermore,
despite the virtues of competition which are im-
pressed on undergraduate economics students in
New Zealand universities, many academic econo-
mists and marketing experts argue in support of the
producer boards basing their support on arguments
derived from the elastic demand for farm products,
the inelastic supply of farm products and the pos-
sibility of price discrimination in overseas markets.
In this context, the ACIL (1992) report is notable
in that it forcibly makes the case that current mar-
keting arrangements are not in the best interest of
either the farm sector or the country as a whole.
Given the indirect effects of producer boards on
government and consumers and the widespread
uncertainty concerning their impacts on farmers,
such debate is an essential first step in economic
reform.

Government also has taken significant initiatives in
the area of research. The result has been an un-
precedented restructuring of the entire R&D sys-
tem in New Zealand to separate the functions of
policy advice, allocation of funds, and provision of
research services. The abolition of the research
agencies, such as the Department of Scientific and
Industrial Research, and the replacement with the
Foundation and Ministry of Research, Science and
Technology, ten Crown Research Institutes and at
least one industry-government joint venture has
resulted in a more neutral science policy, greater
contestability and more accountable institutions
(Jacobsen 1991). The Institutes spend millions of
dollars of taxpayer funds on agricultural research
which is justified on the basis that it is basic re-
search inthe sense that the resulting benefits cannot
be appropriated by the developer but flow to soci-
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ety generally. The argument is that such a "public
good" would not be produced in sufficient quantity
if left to the private sector. However, in the absence
of market signals, there is no reliable method to
determine either whether research of a particular
type is warranted or what is the appropriate level of
investment in such research. Furthermore, an ex-
amination of agricultural research and develop-
ment work reveals that little of the Institutes’
research is "basic” in this sense and much of it
produces benefits which could be appropriated by
the developer (Jacobsen 1991, pp.16-20). The im-
plication is that investments in agricultural research
are similar to other investments and, consequently,
that privatisation of most agricultural research is
feasible (as can be seen in the current privatisation
of agricultural extension services and the recent
privatisation of other parts of the public sector). In
short, worthwhile agricultural research generally
can and should be financed by the agricultural
sector.

Despite the success of public sector reforms during
the past decade, rent seeking persists in the area of
"adverse event relief” assistance in times of natural
disaster. In doing so, it both blunts the incentive
for farmers to adequately hedge against nisk and
inhibits the development of private insurance mar-
kets. Similarly, rent seekers ferret out new ways to
exploit the political process for private gain, such
as agricultural subsidies that find their way in the
back door as environmental policy. A case in point
is the recent Task Force Green policy which subsi-
dizes farm labour (New Zealand Employment
Service 1993).

6. Public Choice and Future New
Zealand Farm Policy

Despite the changes that have occurred, significant
distortions continue to exist in the New Zealand
agricultural sector. This is not surprising given that
a similar sitnation exists in other sectors of the
economy. There are numerous reasons why the
reform process has run out of steam, not least being
a change in conditions that led to deregulation in
the first place. The reforms, largely initiated by
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Government, were motivated in part by efforts to
balance the budget. However, the distortions that
remain have relatively little effect on Government
expenditures, even though they significantly im-
pact consumers and producers. In the reform proc-
ess to date, losses have been concentrated and the
gains thinly spread over the whole economy.
Given the political costs, government has been
reluctant to push further. This reluctance has been
shored up by farmers who think the current market-
ing arrangements are in their best interest, by pro-
ducer board executives and Government officials
nurturing their positions, by lack of public aware-
ness of the size of the costs of government inter-
vention, by market failure arguments of diminished
relevance put forward by economists, and by con-
cerns about the possible effects of further changes
on asset values - concemns that were heightened by
the wealth effects associated with earlier changes.
Future farm policy in New Zealand will continue
to reflect the tension between further liberalisation
and the pressures to maintain current anticompeti-
tive policies, or even to re-regulate.

Despite the current lack of consensus to further
expand the scope of competition in New Zealand
agricultural policy, there are ample reasons for
Government to rekindle its deregulatory zeal. The
current restrictions still impose significant costs on
the economy by increasing consumer prices, by
protecting inefficient marketing channels, by giv-
ing producers inappropriate signals, by distorting
investment decisions, and by transferring income
from taxpayers to the agricultural sector.

There can be no doubtabout the fact that the various
marketing boards restrict competition and are anti-
thetical to the operation of the entrepreneurial mar-
ket process. However, there are important and
unresolved questions both as to who bears the costs
of the various producer boards and, consequently,
the potential short-term and long-term effects of
further deregulation. These boards, operating with
quite different provisions, cannot increase the long-
run profitability of agricultural production and
marketing in New Zealand. Freedom of entry in
agriculture means that production will continue to

increase so long as rates of return from farming are
higher than from investments of similar risk.
Moreover, even if boards were able to effectively
restrict production and temporarily raise prices, the
short-run benefits would quickly be incorporated
into higher prices of land and other specialized
farm resources so that only current asset owners
will benefit from this once-and-for-all gain in farm
asset values. In short, benefits of higher product
prices to later entrants into farming would be offset
by higher production costs.

However, it should be emphasised that there is little
opportunity for New Zealand producers to increase
short-run profits by raising prices because New
Zealand farm products are predominantly sold in
international markets, where prices are determined
largely by world-wide supply and demand condi-
tions. Even the proportion sold domestically is
sold into competitive markets. Therefore, the pro-
ducer boards’ restrictions appear to impede the
operation of markets and reduce efficiency without
the accompanying transitional gains that producers
sometimes achieve through state-sanctioned and
enforced collusion. This suggests the tentative
conclusion that the abolition of marketing boards
would have little effect on prices, either of farm
products or total farm assets and, consequently, that
producer support for marketing boards may be
misplaced.

Regandless of the effects of the abolition of market-
ing boards on producers, however, increasing com-
petition in the production and marketing of
agricultural products in New Zealand would be

- broadly beneficial to the public at large.

Further reform of New Zealand agriculture is hin-
dered by a number of factors. First, the fluctuating
nature of agricultural production and prices fuels
arguments for stabilization policies. Although sta-
bilization is difficult to achieve (ACIL 1992) the
prospect of stability encourages individuals to seck
these interventions which easily become support
policies. Second, remaining distortions elsewhere
in the economy, such as tariffs on imported goods,
still impose a tax on agriculture, creating a case for
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"compensation”. Finally, reform is hindered by the
lack of clearly identified beneficiaries who stand to
make significant per capita gains. Althoughecono-
mists frequently concentrate on efficiency gains, a
crucial issue in economic reform is who gets the
benefits. Unless the potential beneficiaries are
clear about their gains, and transaction costs of joint
action are low, potential losers are likely to make
more noise in the political process and thus sustain
the status quo. Furthermore, the status quo is sup-
ported by a significant proportion of Government
scientists and officials and producer board execu-
tives who stand to lose in any reorganisation.

What is the potential for future changes that will
enhance the economic efficiency of New Zealand
agriculure? Given that agriculture is a relatively
small proportion of GDP and that rural populations
are electorally less significant than urban popula-
tions, it is unlikely that agricultural reform will
reappear on the Government’s policy agenda un-
less the potential benefits are clearly visible to a
substantial part of the electorate. It could well be
that the rural community will come to understand
the potential gains from deregulation and nurture
support for reform. Alternatively, economic ana-
lysts and the wider population may in time realise
the potential for further growth associated with
deregulation and the inequity of the current system
in which particular sectors of the economy gain
through the regulatory process.

One way to gather rural support is to initiate
changes in current marketing arrangements so as to
separate essential regulatory tasks from commer-
cial tasks and separate off-farm returns from non-
farm returns for commodities. Such steps could
potentially provide immediate efficiency gains,
help change the prevailing wisdom as to what is
good for farmers, and provide a stepping stone for
further liberalisation without excessive political
costs for the govemning party. Similarly in the area
of research, it would be feasible for at least some
of the recently corporatised Government agricul-
tural research centres to be privatised, just as the
government has succeeded in privatising numerous
state owned enterprises.
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7. Conclusions

Agriculture throughout the world has been ham-
pered by protectionist policies. In New Zealand,
there has been a dramatic move to deregulate agri-
culture. However, significant barriers to free par-
ticipation in the production and marketing of farm
products persist.

Public choice theory emphasizes the inherent prob-
lems in the political process and provides a lens
through which to view agricultural policy reform
in New Zealand. Politicians and government offi-
cials have been significantly influenced by public
choice perspectives on the functioning of govern-
ment and markets. Public choice stresses the im-
portance of economic education in policy reform
on the part of firms, voters, consumers, politicians
and government officials, both in the evaluation of
alternative institutional arrangements and in cop-
ing with obstacles to change. In the public policy
process, information about winners, losers, and
incentives associated with existing and alternative
polices is crucially important. Such information,
along with the fact that the changes were part of a
broader package involving all sectors of the econ-
omy, was the key to success in recent deregulatory
initiatives in New Zealand agriculture.

Recent experience suggests that sufficient public
support to bring about further deregulation of New
Zealand agriculture is unlikely to occur without
additional analysis and education concerning the
benefits of reform. However, given time, addi-
tional evidence about the costs of current regula-
tions and programmes might lead to further steps
towards a more rational farm policy.

References

ACIL (1992), Agricultural Marketing Regulation: Reality ver-
sus Doctrine, New Zealand Business Roundtable, Welling-
ton.

ANDERSON, T.L. and HILL, PJ. (1980), The Birth of A
Transfer Society, Hoover Institution Press, Stanford, Cali-
fomia.



Scrimgeour and Pasour, Jr: Public Choice Revolution and NZ Farm Policy

BUCHANAN, .M. (1989), Explorations into Constitutional
Economics, Texas AS&M University Press, College Station,
Texas.

BUCHANAN, 1.M. (1991), The Economics and the Ethics of
Constitutional Order, University of Michigan Press, Amn
Arbor, Michigan.

COX, J. (1992), ‘Changing attitudes: Michael Pusey's eco-
nomic rationalism in Canberra.’, Policy 8, 7-40.

FRIEDMAN, M. (1981), Market Mechanisms and Central Eco-
nomic Planning, The American Enterprise Institute, Wash-
ington, D.C.

FRIEDMAN, M. (1993), ‘The real free lunch: markets and
private propenty’, Cato Policy Report 15, 1-15.

GWARTNEY, J. and WAGNER, R.E. (1988), ‘The public
choice revolution’, The Intercollegiate Review 23, 17-26.

HAYEK, F.A. (1948), Individualism and Economic Order,
University of Chicago Press, Chicago.

HAYEK, F.A. (1991), The Trend of Economic Thinking. W.W.
BARTLEY, III and S. KRESGE, (eds), The Collected
Works of F.A. Hayek Vol. 3, The University of Chicago
Press, Chicago.

HEYNE, P. (1991), The Economic Way of Thinking, 6th ed.,
Macmillan Pub. Co., New York.

HYDE, 1. (1991), ‘Clarifying the role of ideas’, Policy 7,49-50.

JACOBSEN, V. (1991), Contestable Funding: A New Deal for
Researchand Development in New Zealand, The Centre for
Independent Studies, St Leonards, NSW.

JAMES, M. (1991), 'Economic rationalism and the liberal
tradition’, Policy 7, 2-5.

MARTIN, W. (1990) ‘Public choice theory and Australian
agricultural policy reform’, The Australian Journal of Ag-
ricultural Economics 34, 189-211.

NEW ZEALAND EMPLOYMENT SERVICE (1993), Task
Force Green, Information pamphlet.

NISKANEN, W.A.Ir. (1971), Bureaucracy and Representative
Government, Aldine-Atherton, Chicago.

OLSON, M. (1971), The Logic of Collective Action, Harvard
University Press, Cambndge, Massachuseus.

PASOUR, E.C,, Jr. (1993), ‘Economists and the public policy
process: what can economists do?’ New Zealand Economic
Papers 27, 1-17.

PUSEY, M. (1991), Economic Rationalism in Canberra: A
Nation Building State Changes its Mind, Cambridge Uni-
versity Press, Melbourne.

QUIGGIN, J. (1987), ‘Egoistic rationality and public choice: a
critical review of theory and evidence’, Economic Record
63, 10-21.

SMITH, A. (1937), The Wealth of Nations, The Modem Li-
brary, New York.

STIGLER, G.J. (1982), The Economist as Preacher and Other
Essays, The University of Chicago Press, Chicago.

TOLLISON, R.D. (1991), ‘Regulation and interest groups,’ Ch.
2 in JACK HIGH (ed), Regulation: Economic Theory and
History, The University of Michigan Press, Ann Arbor,
Michigan.

TUFTE, Edward R. (1978), Political Control of the Economy,
Princeton University Press, New Jersey.

TULLOCK, G. (1991), ‘Comparing govemments and markets’,
Policy 7, 48-50.

WALLACE, R. (1990}, ‘' The macroeconomic environment’, in
SANDREY R. and REYNOLDS R. {eds) Farming Without
Subsidies, MAF, Wellington.

WILLIAMSON, OliverE. (1985), The Economic Institutions of
Capitalism: Firms, Markets, Relational Contracting , The
Free Press, New York.

WOLF, C., I. (1979), ‘A theory of nonmarket failure: frame-

work for implementation analysis.’ The Jowrnal of Law and
Economics 22,107-139.

283



