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Government Interventions In Agriculture 


Na/wnal PolIcIes and AyT/culLural Trade. Organlza
tLOn for EconomIc CooperatLOn and Development 
Pans, 1987, 344 pages, $25 

ReVIewed by Mathew Shane 

There are serlOUS conflIcts In global agricultural 
markets between growIng-world Interdependence and 
domestically focused agrlcultUi al policies The CUI
lent Uruguay round of multllatelal negotiatIOns 
under the auspices of the General Agreement on 
Tariffs and Trade (GATT) offers a strategIc-opportu
nIty to alter fundamentally mternatlOnal agrIcul
tural markets and to overcome growmg conflIcts 
Domestically focused policies have led to a mlsalign 
ment of plOductlOn and use of agrIcultural products 
wIth resultmg cycles of substantial surpluses followed 
by global agricultural shortages 

In thIS book, the OrgamzatlOn for Economic Coopera
tIon and Development has prOVIded a benchmark study 
on the magnitude and consequences of natlOnal agrIcul
tural pohcles As such, It Is'a major contrIbutIOn to the 
global analYSIS of the effects of government Interven
tIOns In agrIculture It should be read by all serIOUS 
students of the subject The repOrt IS tImely and rele
vant given the current multilateral GATT negot18tlOns 

The report IS diVided Into SIX chapters EIght annexes 
follow In some ways, these are the most mterestIng 
part of the report For Instance, tables 2 and 3 on 
pages 117-8 prOVide detaIled estImates of produce I sub
SIdy eqUivalents (PSE's) and consumer subSIdy eqUlv
alents'(CSE's) by country and commodity Table 4 on 
page 134 prOVides estImates of the level of costs of 
agricultural pohcles compared WIth gross domestic 
product (GDP), gross value added by agrIculture at 
malket'prIces (GVA), and final value of agrIcultural 
productlOn (FVAP) AgrICultural subSIdIes are, not 
sUrpIISIngly, small compared WIth GDP smce agrlcul
tUie In mdustrIal market economIes IS a relatively 
small sector The costs of the poliCIes m terms ofGVA 
and FVAP, however, aIe enormous rangmg from a 
low of6 1 percent ofFVAP m Australia to a hIgh of58 
percent In Japan Compared WIth GVA, the hIgh ex 
ceeds 100 percent for Japan and approaches 100 per
cent fO! the EC 

The concluslOns of the study are equally unsurprIS
Ing, sUppO! tIng the same general conclUSIOns whIch 
have been fl_oWIng out of the work at ERS and else
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where Nonetheless, the Importance of these conclu
sIOns make them worth scrutInIZIng 

• 	 "PoliCies have aggravated the gI OWIng Im
balance between supply and effectIve demand at 
CUrIent prIces and the spread of the Imbalance to 
most commoditIes and to most countrIes" (p 7) 

• 	 "The level of aSSIstance to agriculture dUrIng the 
penod 1979-81 was qUite substantIal avel agIng 
over one third of the value of output for OECD pro
ducers and over 60 percent, on average, for dalr} 
and nce About half of thIS aSSIstance came from 
Govel nment budgets and half from transfers flom 
consumers Support levels were thiS hIgh even 
though thIS perlOd was one of genel ally buoyant 
marketb With lImIted InterventIOn compared WIth 

more recent years" (p 13) 

• 	 "Agricultural trade problems have thelT ongIn In a 
set of domestIc poliCIes that shIeld producers from 
world market SIgnals and are mcompatlble WIth 
the upward trend In agrlcultUial productivIty and 
the low growth In food demand faCIng OECD coun
tnes PoliCIes, whose pnnclpal although not ex
clUSIve purpose IS to Improve the level and stabilIty 
of the standard of hVIng of fal mers, have been 
largely Implemented on the baSIS of raIsIng the 
value of output resultIng In the expanslOn of supply 
beyond market I eqUirements "(p 24) 

• 	 The Income ObjectIve of agrIcultural poliCIes "has 
not been entIrely achIeved to achIeve It In a more 
economIC and more SOCIally-acceptable way and 
WIth the mmlmUm rustortlOn to trade requll es a 
SWitch away from measures that stImulated out
put" (p 25) 

• 	 "Pohcles have evolved to counteract the effect of 
other poliCIes, eIther of domestIC ongm or not A 
partIal approach, even a UnIlateral approach, could 
brnjg benefits to domestIC consumers, to other 
economic sectors through better resource use and 
to other exporters If reductlOns are made by those 
countrIes whIch heaVIly SUbSIdIse exports How
ever, the part181 approach IS hkely to generate 
some further Imbalances In some cases, exace I 

batmg mternatlOnal trade tenslOns, and to YIeld 
SignIficantly lower benefits than multIlateral 
reform If progress IS to be made m resol VIng the 
senous problems confrontmg all OECD members"a 
multIlateral, multi-commodity approach, both to 
the analYSIS and the resolutlOn of the problems, 
should be urgently pursued" (p 49) 
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• 	 "The higher the degree of msulatlOn of domestic 
markets, the larger are the world price changes 
which result from unforeseen changes m market 
Circumstances The mflexlbllity of agllcultUial 
poliCIes has led m most cases to agricultural trade 
actIOns by OECD countnes that have exported 
agncultUi al adjustment pressures to ",orld 
markets" (p 60) 

• 	 "Thele IS little chOice but to accept that, for the 
OECD area, adjustment at the pomt of productIOn 
IS an essential part of reform Such a reonentatlOn, 
by reducmg the export of adjustment pressures will 
be a major contnbutlOn to an endunng Improve 
ment m the situatIOn" (p 61) 

• 	 "The present problems of agriculture stem pll
manly from past policy mcentlves which have led 
,to an exceSSIve expanSIOn of productIOn capaCIty 
while the food needed could be produced with far 
fewer resources and at a lower cost with conse
quent gams to the whole economy Furthermore 
agricultural assistance poliCies have not been suffI
Ciently adjusted to take account of pi oductlvlty m
creases and the rigidity of the support mechanIsms 
have [SIC] not only prevented the applopnate 
market Signals from bemg transmitted to pro
ducers, but has m several cases been mterpreted by 
farmers' as an encouragement to produce" (p 69) 

Although the study IS well done and an Important 
contnbutlOn to tlus area, there are some serIOUS 

hmltatlOns to the analysIs For example 

• 	 The study has limited commodity and country cov
erage The focus IS on lIberalIzatIOn of the major m
dustnal market economies' agriculture Although 
the developmg econom les tend not to subSidize 
their agriculture, they still Intervene substantially 
In their agricultural sectors Any analysIs that 
assumes that the developIng countrIes·are not sub
Ject to polIcy reform IS omlttmg a major part of the 
global agricultural economy which could lead to 
serIOUS errors of InterpretatlOn 

• 	 A partial eqUIlIbrium global commodity model IS 
used No consideratIOn IS given of the mtenndustry 
effects of liberalIzatIOn of agriculture Othel 
analyses of multilateral hberalIzatlOn usmg gen

eral eqUllIbllum models conclude that major 
changes OCCUI In the nonagricultural sectOi s 
because of trade lIbel alizatlOn 

• 	 The analysIs IS static In nature Most of the 
benefits of tl ade liberalizatIOn Will come from the 
mduced structural changes which occur because of 
the removal of constramts to economic agents As 
such the benefits as estImated m thIs study should 
greatly understate the potential benefits of polIcy 
leforms 

• 	 The liberalizatIOn scenano IS a very lImited one 
One must ask whethel a IO-percent reductIOn In 
subSidIeS represents policy reform at all An 
analysIs conducted at ERS suggests that almost all 
countlles could undertake such a re'ductlOn with
out a major change m theu policy regimes The In

crease In world pllces caused by the 1988 US 
drought reduced subSidy levels as measured by 
PSE's by more than 10 percent 

• 	 FInally, what IS the Umted States hopmg to 
accomplIsh by the multilateral negotiatIons under 
the GATT? Reducmg subSidy levels? RedUCIng the 
trade-distortIng effects of the cun ent pollCle_s? If 
the UnIted States IS Interested In the latter, then 
the PSE's are a poor measure of trade-dlstortmg 
poliCies RethInkIng of the analysIs, and better 
tools for the measurement of government subSidIeS 
are reqUired 

The United States faces a world that IS IncreasIngly 
mterdependent, both In terms of trade and financial 
resources, and yet agricultural polICies are still 
deSigned for a world m whICh InternatIOnal conse
quences of domestically focused polICies are qUite 
small The IncreaSIng divergence between thiS grow 
Ing Interdependence and InterventIOnIst agricultural 
pohcles IS the longrun dnvmg force toward reform 

ASide from the obvIOUS benefits of trade liberalIzatIOn 
and as clearly recognIzed as the current IneffiCienCies 
wlthm eXistIng polICies, the movement toward reform 
has been slow, unsteady, and uncertaIn The current 
lack of progress In the GATT negotIatIOns on agricul
ture IS an IndicatIOn of how difficult It IS to change 
pohcles that. benefit a few well-orgamzed groups 
whose costs are broadly dispersed 
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The European ReV1ew o[ Agncultural Economics serves as a forum for ruscus

SlOns about the development of theoretical and applied agricultural economics 

research ill Europe and for shmulatmg Ideas regardIng the economic proolems 

o[ agriculture m Europe and other parts of the world 

The ERAE also promotes ruscusslOn on natIOnal resource use. protectIOn of the 

enVlfonment. marketmg of agricultural products and development of rural 

areas 

Throughout the ERAE stnves for balanced coverage of all Issues m agricultural 

econmrucs productIon economiCS, operatIons research and farm management 

problems. agricultural, policy. mcludmg farm mcomes ana [arm structure. re

gIOnal plannmg and rural development supply analysIs. factor markets. 

demand anal YSIS and marketmg. mtematlOnal trade and development. statisti

cal and econometnc methods. etc Orlgmal articles as well as full or abstracted 

articles wluch have already appeared m natIOnal pubhcahons andlor mother 

languages are mcluded Shorter [eatures supplement the mam contents and 

ensure that the most recent mformatlOn avrulable IS covered These featuresm

elude research notes. bookieV1ews. comments on prevlOuslypubhshedartlcles 

and news Items about European actlVlhes m the held of agricultural econorrncs 

such as meetmg and conferences 


The European ReV1ew of AgrIcultural Econonucs lS published as one volume 

for four Issues per year (approXlffiately 520 pages) 


SubscnplIon rates for Volume 16 (1989) 
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Inruvlduals (preprud only*) DM 101 00 (Includes postage) 
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Express !AMFX may nol be used Ifl North America) ThclfldlvJdulI1 rate IS not aV811abiem the FRG SWitzerland or 
Austrlll 

Subscflphons. smgle or back Issues may be ordered through your local book
seller or subscnptlOn agent. or rurectly from MOUTON DE GRUYTER (a ru\O
slon of Walter de Gruyter) at either of the follOWIng addresses 
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