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Tools of the Trade 


Elements of Agricultural Trade Policies. By James 
P Houck New York Macmllldn Publishing Company, 
1986, 191 pp, $2995 

Reviewed by John, Wainio 

One of the most basIc and Important contTlbutIOns of 
the field of economICS IS the concept that countrIes can 
mutually benefit from free trade If country A raIses 
corn and country B cattle, both may mcrease theIr 
total economIC welfare by exchangIng corn for cattle 
Through the pnce a~d exchange rate systems, the pro­
cess can be extended to accommodate an mfimte varIety 
of goods and serVIces 

DespIte strong theoretIcal, arguments m favor of free 
trade, economIsts have dIflIculty convmcmg pohcy­
makers of the net SOCIal costs assocIated WIth pohcles 
to restTlct trade EVIdence of the problem IS WIde­
spread, as government pohcles around the world that 
constram and dIStOrt trade, partIcularly m agTlcul­
tural commodItIes, have prohferated 

Houck remmds the reader very early that the benefits 
of free trade are, usually spread Widely and thmly 
among numerous indIVIdual consumers, whereas the 
costs and hardshIps are nearly always borne by rela­
tIvely few Graspmg th,S fundamental dISpaTlty m 
the mCldence of benefits and costs IS essentIal m 
understandmg why the economic arguments for free 
trade laId out m th,S book are often Ignored by elected 
offiCIals As Houck.pomts out, a 2-cent-per-poiind m­
crease m the pTlce of sugar caused by an Import quota 
WIll prompt few consumer protests Yet an eqUIvalent 
fall m sugar prIces for growers because of mcreased 
Imports WIll surely cause sugar producers and theIr 
representatIves to press strongly and persuasively for 
protectIOn It IS thIS search for protectIOn that hes 
behmd much of the book's,analysls 

The first part of the book lays the groundwork, explam­
mg some of the economIC concepts used m trade 
theory such as comparative and absolute advantage, 

The reviewer IS, an economist With the Agriculture and Trade 
AnalYSIS DIVISIOn, ERS 

speclahzatIOn, and gams from trade It d,scusses 
fanuhar arguments offered for protectIOn agaInst mter­
natIOnal competItIon, emphaslzmg those commonly 
used by the agrIcultural sector The essentIal nature 
of food and fiber to human welfare, the bIologIcal 
character of agrIcultural productIOn, and the long­
term behaVIOr of prIces and mcomes have made agrIcul­
ture a prIme candIdate for government mterventIOn 
and, thus, a useful focal pomt for a book on trade 
polICIes The first sectIOn concludes WIth an mtroduc­
tIOn to partIal eqUIlIbrIUm analYSIS, the major analy­
tIcal tool employed throughout the book 

The second part deals WIth the trad,tIOnal mechamsms 
by.whlch governments of Importmg natIOns mtervene 
to shIeld theIr domestIC producers from foreIgn com­
petItIOn These mechamsms mclude tanffs, quotas, 
vanable Import leVIes, and defiCIency payments Th,S 
sectIon also analyzes trade mterventIOn on the Import 
SIde aImed at benefitmg the consumer or user of for­
eIgn products VIa Import and consumptIOn SubSIdIes 
The general approach IS to first graph the partIal 
eqUIhbrwm framework for the trade pohcy m questIOn 
Next, the d,rect effects on domestic and mternatIOnal 
prIces, productIOn, consumptIOn, trade, and govern­
ment revenues are analyzed Small- and large-country 
cases are compared Fmally, the domestIc and foreIgn 
gamers'and losers are IdentIfied, WhICh IeqUIres the 
reader to have some understandmg of the concepts of 
producer and consumer surplus However, the reader 
needs' only a rudImentary knowledge of economIC 
theory and mathematICs to understand the analYSIS 

The thIrd part deals WIth the trade pohcy of exporters 
It covers the economICS of export and productIOn sub­
sHiles, food aId, and trade expansIOn NonexpansIOnary 
trade POlICIeS, mcludmg export taxes, controls, and 
embargoes are also dIscussed The focus IS agam on 
assessmg the drrect and ImmedJate Impacts of a partIC­
ular pohcy Although tins approach suppresses mterac­
tIons between commod,t,es and Ignores the dynamIC 
tIme paths of adjustment, It IS usefuLm hlghhghtmg 
the dIfferences among polIcy optIOns targeted at 
speCIfic commodIty problems 
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The final part covers add,tIOnal tOP'CS m trade pohcy 
economIcs The sImple, straIghtforward analysIs IS 
extended to such Issues as the protectIon of mterlocked 
raw matenal and final good sectors m an mternatlOnal 
tradmg envIronment, trade preferences and economIc 
mtegratlOn, the effects of movements m the exchange 
rate on trade pohcles, and the destablhzmg effects of 
trade pohcles on the mternatIonal market 

The book IS not an exhaustIve treatIse on the eco· 
nomlcs of agncultural trade pohcles, nor IS It meant 
to be Its,value hes m bemg a clear and consIstent m· 
troductlOn to the subject for the student and a useful 
reference:for the researcher The user wIll partIcularly 
apprecIate the,annotated hst of add,tIOnal readings at 
the:end of each chapter 

Even leaders wIthout prevIOus exposure to partIal 
eqUlhbrlUm analysIs should qUIckly become adept at 
uSI!lg thIs approach.to uncover the broad effects of 
trade pohcles In keepmg the analYSIS SImple, how· 
ever, H'ouck has omItted any reference to speCIfic 
agrlc~ltural trade ISSU~S and problems of the day 
Th,s IS a regretable concessIOn to the compleXIty ofto· 
day's agrICultural trade Issues, whIch reqUIre an 
analYSIS beyond the,slmphstlc approach used m the 
book Nonetheless, the book IS not WIthout mSlghts 
mto what IS happenmg m the area of mternatlOnal 
trade an~ trade pohcy Some examples 

• 	 Pro~ectlOn from the pamful economIc adjustment 
brought o,:"by mevltable changes over tIme In m· 
ternatlOnal patterns' of comparatIve advantage IS 
the most common cause underlymg government 
ll~teryentlOn In trade 

• An mgeruo~s vanety of nontarIff baITlers has 
replaced't';i-,ffs ;n many agrICult~ral product mar· 
kets TheIr dIstorting effects on trade and prIce are 
subtle, but ,potentIally' qUIte effectIve Because 

In Earlier Issues 

nontarIff baITlers often orIgmate deep WIthin 
goverment bureaucracIes and may not reflect 
dehberate pohcy goals, they are troublesome to 
negotIate 

• 	 As a protectIve deVIce, the vanable Import levy IS 
among the most effectIve, hence notorIOUS, m the 
mternatlOnal arena Importing natIons typIcally 
vIew their varIable levy schemes as nonnegotIable, 
smce to do so would allow deCISIons about the level 
and process of a government's prIce guarentee to 
domestIc producers to be Influenced by external 
factors 

• 	 In contrast, the protectIve transfer from a deficIency 
payments scheme IS not "hIdden" In hIgher con· 
sumer prIces, but appears cle~rly m the natIOnal 
budget and m the records of the operating agency 
It IS, therefore, subject to dIrect scrutiny by' tax­
payers and consequently forces domestIc producers 
to constantly restate and defend theIr favored 
status 

• 	 The pubhc effect of an indIVIdual natIon's trade 
pohcy on other countrIes IS perhaps most ObVIOUS 
when export SubSId,es are used Such SubSIdIes In· 
volve overt, posItIve actlons·that tend to depress 
mternatlOnal prIces and narrow market outlets for 
other producers LIke deficIency payments, they 
are a clear"obvlOus transfer ltem.1n the natIOnal 
budget and are, therefore, open to scrutinY by all 

• 	 Although both the farm and rural populatIOns 
have dWindled, few countnes have chsmantled theIr 
systems of market interventIon Th,s SItuatIOn 
underscores one of the overlooked costs of InStltUt· 
mg a protectIOnIst pohcy In any gIVen year, namely, 
the dIfficulty of reducmg or ehmlnatlng Interven· 
tIOn once It IS In place 

The very' nature of economIcs places an extra ethIcal 
burden on economIsts to use WrIting even more effec· 
tIvely than other sCIentIsts EconomIcs deals WIth the 
most effICient UBe,or resources, and wrIting IS one of 
the leading resources of the economIst 
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