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1977 Food-Agricultural Policy Issues

The Agriculture and Consumer
Protection Act of 1973 will expire
with 1977. This means the new
Congress must either enact legis-
lation this year or extend the
1973 Act. It also means a number
of important policy issues will be
debated and decided in 1977.
Some of the debate will focus di-
rectly on provisions of the 1373
Act, but other topics important to
farmers and consumers such as
foreign trade, transportation,
market orders, cooperatives, and
food stamps will also receive at-
tention.

In this Minnesota Agricultural
Economist, staff members of the
Department of Agricultural and
Applied Economics attempt to an-
ticipate the focus of this policy de-
bate and review some of the im-
portant issues.

The article by W.W. Cochrane
and M.E. Ryan backgrounds and
analyzes farm and food policy is-
sues. Then they outline their poli-
cy recommendations for the peri-
odof thelate 1970'sand 1980's.

The important issues in the crit-
ical foreign trade area are outlined
by James P. Houck who calls at-
tention to four major trade policy
areas likely to occupy public atten-
tion.

Benjamin Sexauer’'s article on
the Food Stamp Program gets at
fundamental questions on this
program of national interest.

The nitty-gritty of farm pro-
grams such as target prices, loan
rates, and disaster assistance is
discussed by Willis E. Anthony and
Martin Christiansen. Features of
past programs are likely to appear
in future programs.

The issue of Lock and Dam 26
at Alton, lllinois is outside tradi-
tional agricultural policy but vitally
important to Minnesota and the
Upper Midwest. Michael Martin
and Reynold Dahl describe the
controversy.

Finally, in recent years, such
long-standing agricultural institu-
tions as farm cooperatives, mar-
ket orders, and the Capper-Vol-
stead Act have been attacked.
Jerome Hammond and Dale Dahl
set the scene, identify the play-
ers, and describe the action in this
ongoing public policy drama.

Further background information on
1977 agricultural and food legisla-
tion is available. For a copy. write to
Martin Christiansen, Extension
Economist, Room 217 Classroom
Office Building. University of Minne-
sota. St. Paul, MN. 55108.

Some Guidelines for Future Food and Agricuitural Policy

W. W. Cochrane and M. E. Ryan

The expiration of the Agricul-
ture and Consumer Protection
Act of 1973 provides an oppor-
tunity to reexamine the nation's
farm and food policies.

Background

In recent years, farmers and
consumers have expressed con-
cern over widely fluctuating farm
and food prices. Consumers are
toncerned when food supplies are
short and food prices are high, as
In 1873-74. Farmers' concern
comes when supplies of agricul-
tural products are abundant and
farm prices are low or falling.

Reconciling these opposing eco-
nomic interests of consumers and
producers in effective and ration-
al food and agricultural policy will
not be easy. When producers are
seeking price stability, consumers
will be happy to see prices slide.
When consumers are seeking
price stability producers will be
happy to see prices soar. Yet an
effective and rational integration
of food and agricultural policies is
needed to keep (1) food supplies
flowing to U.S. consumers at sta-
ble prices and in the right
amounts, and (2) economic re-
turns flowing to U.S. producers in
stable and acceptable amounts. In'
the past decade the food aspects
of farm policy have gained impor-

tance and will increase in impor-
tance, perhaps even dominating
food and agricultural policy by
1980. The essentially urban U.S.
society will pursue policies de-
signed to provide adequate food
supplies at as favorable a cost as
possible—whether as consumers
or taxpayers.

In the 1970's, a new, highly un-
certain but crucial element has
entered the U.S. food and agricul-
ture scene—the global market.
Nations of the world are becoming
increasingly interdependent for
food supplies. U.S. farmers now
depend significantly on buyers in
other nations. More than one-
third of U.S.-produced grain is ex-
ported. This dependence on



worldwide markets adds to fluctu-
ating demand for U.S. farm com-
modities, adding to price instabili-
ty. Annually, production and pali-
cies in trading nations can and do
change. Weather, economic con-
ditions, and palitical considera-
tions in trading nations all con-
tribute to these outside forces
which exert a substantial and un-
predictable influence on U.S.
markets.

Policy Guidelines

The following ideas are adapted
from American Farm Paolicy,
1948-1873, University of Minne-
sota Press, 1376.

—The programs must be highly
flexible. They must have the capa-
city to move quickly from a surplus
situation to a shortage situation,
or vice versa, and deal effectively
with ensuing problems. If the pro-
grams lack this capacity, they will
be out of phase and often counter-
productive.

—Farm commodity prices
should be stabilized at, or ap-
proaching the world price level. If
not, a formidable program appara-
tus must be installed to isolate
the American farm economy from
the world farm economy. Such
isolation conflicts with the neces-
sity for the U.S. to be a major
exporter of farm products.

—A major reserve stock pro-
gram, with or without the cooper-
ation of other trading nations, is
absolutely essential to the
achievement of a tolerable degree
of domestic price stability. In a
warld with fluctuating supplies of
grain and other basic commadi-
ties, there is no other way to even
out supplies to stabilize U.S. farm
commodity prices.

—A reserve stock program op-
erating in the United States, tobe
successful, must be coupled with
(1) an export policy designed to
monitor and manage the aggre-
gate flow of basic U.S. commodi-
ties and (2) a supply management
palicy designed to manage the ag-
gregate flow of basic commodities
onto the domestic market. Mani-
toring exports is necessary to
protect domestic consumers in a
period of critically short supply, as
in 1972-73. Managing supplies is
necessary to keep the storage
bins from overflowing in a pro-

longed period of excess produc-
tion capacity, as in the 1950's
and 1960's.

—Programs of supply manage-
ment should cease to rely exclu-
sively on acreage controls and
move toward negotiable market-
ing quatas. Management of quan-
tities marketed would not restrict
the reorganization of the agricul-
tural industry, while controlling
aggregate supply. Also, produ-
cers would not be encouraged to
substitute nonfarm-produced in-
puts for land and labor.

—Income protection for farm-
ers should be direct payments
to producers for specific purpas-
es. The provision of income assis-
tance through the use of direct
payments enables society to know
exactly wha is being helped, in
what amount, and at what cost.
Then product prices, stabilized
within acceptable ranges, could
do what they are supposed to do,
namely, direct the use of produc-
tive resources.

—Food assistance to domestic
consumers should be based on
consumer needs and be achieved
through specially designed pro-
grams.

—~Food aid to the poor food-defi-
cit nations should be a conscious
policy in which the volume of that
aid is based on (1) need in the
food-deficit countries and (2)
overt decisions in the U.S. as to
what share of that need should be
met with U.S. production. Foreign
food aid should not be linked to
surplus U.S. production, but be
built into total U.S. food require-
ments, together with such regu-
lar claimants as domestic con-
sumers and regular foreign buy-
ers.

—The logic of assisting domes-
tic and foreign consumers to meet
food needs, and of protecting
farm producer incomes, should al-
so cover hired farm workers and
low-production farmers. Hired
farm workers merit the same kind
of economic and social protection
as urban workers. Low-produc-
tion farmers may require special
technical assistance, special pro-
duction loans and special income
subsidies to enable them to be-
come productive members of U.S.
society.

—If the world should move into a
prolonged period of short food
supplies, and the U.S. farm price
level trends upward, then a sub-
policy on agricultural resource
use may be needed to increase
agricultural production.” Such a
policy would have many and varied
provisions, affecting all inputs,
with the objectives of increasing
output, reducing production
costs, and achieving a nonpolluted
environment.

Concluding Comments

The preceding principles taken
as a package constitute a sug-
gested food and agricultural policy
for the United States in the late
1970's and 1980's. No single
point is completely new, each is
controversial. This policy package
has relevance only for the set of
gconomic, social, and physical
conditions that now seem to be
emerging worldwide. These ideas
evolve from the policy ideas aof the
Agricultural Acts of 1965, 19870,
and 1973. This evolving policy be-
gan as a strict farm policy, devel-
oped into an agricultural policy
with important implications for
consumers at home and abroad,
and in the 1970's became an in-
tegrated food and agricultural pol-
icy.

Originators of this suggested
food and agricultural policy recog-
nize the need for a prosperous,
growing, and increasingly produc-
tive agricultural sector and are
aware of consumers' needs at
home and abroad. Finally, the poli-
cy package attempts to make
U.S. food and agricultural policy
consistent with a dominant and
possibly expanding role in world
agricultural trade, while protect-
ing U.S. producer and consumer
interests.

Achievement of this latter mul-
tiple aobjective will not be easy.
Events in the world of food and
agriculture will force the United
States to continue to strive to
achieve that multiple objective
over the next several decades. It
will not be easily achieved or total-
ly satisfactory to everyone.

'The possibility of upward trending farm
prices in the next 25 years and related
policy implications will be examined more
fully in a future Minnesata Agricultural
Economist. '



Foreign Trade
Policy

James P. Houck

Trying to predict future policy
problems in agricultural trade is
almost as chancy as predicting
prices and trade volumes, espe-
cially as a new administration
takes office. Certainly new policy
problems will emerge, some famil-
iar old ones will heat up, and others
will coal off. Future trade palicy
questions most likely will arise in
the four interdependent major ar-
eas which follow.

(1) The international trade ne-
gotiations now underway
within the General Agree-
ment on Tariffs and Trade
(GATT).

(2) The possible establishment
of sizable grain reserve
stocks for food aid and
market stabilization.

(3) The policies and practices
surrounding our agricultur-
al trade with major Commu-
nist nations, especially the
Soviet Union (USSR) and
People's Republic of China
(PRC).

(4) U.S. response to various
demands and requests of
less developed nations as
reflected in recent actions
of the United Nations Con-
ference on Trade and De-
velopment (UNCTAD).

Any new policy initiatives, devel-
opments, or problems in one area
will quickly spill over into the oth-
ers. But consider them here, indi-
vidually.

GATT Negotiations

Any major success achieved in
this latest round of international
trade negotiations will hinge on
the ability of the United States,
the European Community, and Ja-
pan to find new ways of balancing
trade policy and tariff conces-
sions between industry and agri-
culture. Agricultural protection in
all of these nations is achieved
mainly by quotas, variable levies,
and other nontariff barriers. So
negotiations are likely to be
lengthy and difficult with a high

probability of failure or only limited
success. However, any break-
throughs on the agricultural front
are potentially very important to
U.S. agriculture, especially for
grains, oilseeds, and dairy. Both
export expansion and added im-
port competition for U.S. agricul-
ture likely will occur if any big new
agreements occur in GATT. Any
negotiated agreement can be ex-
pected to touch off a major policy
controversy since important
vested interests in agricultural
production and agribusiness will
be at stake.

Reserve Stocks

Should the new Carter adminis-
tration make an effort to develop
a publicly held stockpile of grain
for worldwide food aid and/or
market stabilization, new and
complex policy issues will move
center stage. Anything the U.S.
does to affect grain markets will
have an immediate international
impact on trade. The policy debate
will involve the reserve's size,
composition and financing, the
means and speed of acquiring
stocks, the conditions (domestic
or international) for release of
stocks, to whom it will go, where
and by whom it will be stored, the
links between reserve stock oper-
ations and the commercial mar-
ket, and numerous otherissues. A
systematic government effort to
create and manage a food reserve
stockpile would be a new untested
undertaking. In such an event, the
policy debate will be intense.

Trade with USSR and PRC

Trade with these two giants will
be controversial for the foresee-
able future. Hardly anyone ex-
pects the U.S. to cut off or seri-
ously restrict farm product sales
to the Communist nations in
anything but an extreme at-home
emergency. However, the unpred-
ictable weather and irregular
market behavior of the USSR may
put stresses and strains on fu-
ture world grain markets. Conse-
guently, current special arrange-
ments dealing with these nations
occasionally may be severely test-
ed. When this happens, policy con-
troversy will arise.

Any systematic export limita-
tion of farm exports by the U.S.
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government in the event of crop
failure or other emergency will af-
fect trade with USSR and PRC
most heavily. Gavernment export
controls are a highly volatile issue
and make dealing with these prob-
lems difficult.

The UNCTAD Proposals

The less developed, third world
has turned to the permanent or-
ganization of UNCTAD to press
forward its demands for equity
and economic justice in a world of
monaopaly, inflation, instability, re-
source scarcities, and narrow
markets for their products. They
urge the U.S. and other developed
nations to meet these problems
by increased international trans-
fers of wealth, by preferential
lowering of import restrictions,
and by price guarantees in inter-
national primary commodity mar-
kets. Taxpayers, consumers, and
vested interests will combine in
unusual ways to debate hotly any
new proposals and programs
stemming from these demands.

Overall

New trade and export policy
problems surely will arise in the
near future; disagreement and de-
bate will be sharp. Farmers, con-
sumers, taxpayers, and business
interests will be allied with or pit-
ted against one another depend-
ing on the circumstances and the
issues. Strident voices will be
heard, but perhaps vigorous pub-
lic debate of economic and politi-
calissues, both national and inter-
national, will prevent unwise policy
decisions.

The Food Stamp
Program

Benjamin Sexauer

Food stamps rank second to
Social Security as the largest so-
cial assistance program, are the
largest element in the USDA
budget, and a significant factor in
the federal budget. The program
peaked at 19.5 million partici-
pants in spring 1975 in the depths
of the recession. Annually, parti-
cipation is currently about 17 mil-
lion with total food stamps issued
running about $8 billion and the
federal subsidy about $5.2 billion.



When the program began in 1964,
there were only 360,000 partici-
pants at a federal cost of $28.6
million.

The food stamp program has
become a hot political issue and
the subject of considerable public
controversy. Widespread con-
cern focuses on such emotional
issues as misuse of the stamps,
abuse and cheating in the pro-
gram, and use of the program by
students and strikers. However,
there are more fundamental ques-
tions for public debate. This arti-
cle addresses two. First, how well
does the current program fulfill its
objective “to alleviate hunger and
malnutrition” in our society by per-
mitting “low-income households
to purchase a nutritionally ade-
guate diet through normal chan-
nels of trade?” Second, if the cur-
rent multibillion dollar level of as-
sistance is going to be provided,
are food stamps the best meth-
od?

The Nutrition Impact of Food
Stamps

Although the food stamp pro-
gram can imprave nugrition, the
improvement is not assured. Par-
ticipants tend to purchase more
of the same foods they are used
to rather than those foods which
would fill nutritional deficiencies.
Sufficient funds are provided to
purchase a nutritionally adequate
diet under USDA guidelines (Thrif-
ty Food Plan). Achieving a nutri-
tionally adequate diet requires
some nutritional knowledge and
food buying skill. However, the av-
erage American family does not do
a very good job of efficiently fulfil-
ling their nutritional needs, so we
should not expect it of food stamp
households.

The Assistance Provided by Food
Stamps

A second reason the program
does not completely fulfill its nu-
tritional goal is that food stamps,
although intended basically to im-
prove nutrition, have become a
maijor income supplement for low-
income families. It has been ar-
gued that the food stamp program
substitutes for a cash supple-
ment program for low-income
families such as was intended
under the Nixon administration’s
proposed Family Assistance Plan.

Food stamps are available to the
working poor as well as the jobless
or those on welfare.

Various reforms have trans-
formed the food stamp program.
In the original Act, the purchase
price of the stamps to a family
was equivalent to their normal ex-
penditures for food. Amendments
in 1971 not only increased the al-
lotment enough to purchase a nu-
tritionally adequate diet, but set
the purchase price at no more
than 30 percent of the family's
income and issued the coupons
free to households with little or no
income.

Although food stamps must be
spent for food, part of the in-
creased purchasing power of
many food stamp households can
be spent for nonfood items. Forin-
stance, a family spent $100 per
month on food before entering the
food stamp program. For $60 of
their own money, they can receive
$120 worth of food stamps. They
can, therefore, get $120 worth
of food each month for only $60
and have $40 remaining that pre-
viously had been going to food. Un-
der the original food stamp pro-
gram, the family would have paid
$100 for the $120 worth of
stamps, thus no income supple-
ment existed.

There is considerable contro-
versy over the effect of the cur-
rent food stamp program on ex-
panding food purchases. Stamps
the government pays for, that is
the difference between the
household’s allotment of stamps
and their cost to the household,

. are called bonus stamps. Esti-

mates of the increase in food ex-
penditure for each $1 of bonus
food stamps range from 65 cents
to as low as 30 cents. However, if
these figures are compared to the
average tendency to spend addi-
tional income for food, bonus
stamps are still at least twice as
effective as an equivalant cash
payment in expanding food de-
mand.

Possible Alternatives

The question must be asked:
does our society want to transfer
as much money to low-income peo-
ple as the food stamp program
currently entails? Without the
purchasing power supplement of
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food stamps, millions of house-
holds would be in a totally untena-
ble situation. The food stamp pro-
gram, adverse publicity aside,
reaches the needy. Some 77 per-
cent of the families using food
stamps in 1975 had incomes aft-
er taxes of less than $5,000.

The second question follows: if
our society wants to provide this
level of assistance, are food
stamps the preferred method?
Direct cash grants receive con-
tinuing attention as an alternative
means of providing assistance. A
cash transfer could probably
economize on administrative
costs. In addition, a cash grant
would be preferred by the recipi-
ents because the spending choice
is theirs. Staggeringly large fig-
ures are frequently given for any
kind of a cash transfer program,
but the cost is tied to the level of
assistance and the number parti-
cipating.

However, taxpayers may want
to target their assistance toward
certain types of consumption.
Programs such as food stamps
and medicare reflect this atti-
tude. As indicated earlier, food
stamps do encourage food con-
sumption. In addition, a broad-
scale cash grant program would
require sweeping welfare system
reform which is probably politically
unrealistic. There is also the dan-
ger that in reaching the compro-
mises needed to pass major re-
form legislation, the poor might
end up with smaller total benefits.

For the foreseeable future, we
will almost certainly continue to
have a food stamp program which,
although it does not fulfill a nutri-
tional objective very satisfactori-
ly, does function reasonably wellin
food assistance and income
supplement. This Congress will
probably pass legislation to elimi-
nate certain abuses and inequities
such as standardizing deductions
and introducing other incremental
changes such as tying eligibility to
a poverty level. Ultimately, our so-
ciety will have to reach some con-
clusions on the level of assistance
to be transferred to low-income
families, the methods to provide
this aid, and whether to pursue a
nutritional improvement objective
separate from a general income
supplement.



Target Prices and Loan Rates

Willis E. Anthony

Target prices and loan rates are
two important concepts in the
Agriculture and Consumer Pro-
tection Act of 1973. Should they
be continued and, if so, at what
level?

Target price is the basis for cal-
culating support payments for
wheat, feed grains, and cotton
when needed to provide income
support to farmers. The loan rate
is the amount per unit available as
a nonrecourse loan from the Com-
modity Credit Corporation (CCC).
It supports price by placing a floor
under commaodity prices. The loan
program facilitates farm storage
and marketing by providing farm-
ers operating credit. The loan
program covers more crops than
the target price provision.

There are several policy issues
relating to the target price and
loan rate provisions—the most
important of these relating to the
level of target prices and commod-
ity loans.

Target price level. Target price
is linked to some notion of a fair
price which is tied to cost of pro-
duction. But agricultural produc-
tion costs are not uniform; they
vary by farmer, geographic area,
and crop year. Under the 1973
Act, initial target price levels
were set by Congress. The Act
also contained an automatic ad-
justment provision for target pric-
es to change as cost of produc-
tion inputs and crop yields change.
There is disagreement both as to
initial target price level and as to
the adjustment procedure for in-
put costs and crop yields and on
how land costs should be incor-
porated into target price calcula-
tion.

Loan rate level. The Secretary
of Agriculture has discretion for
setting loan rates each year with-
in prescribed bounds. The bounds
are quite wide. For example, the
19786 loan rate for wheat could
have been between $1.37 and
$4.83 per bushel. The Secretary
Of Agriculture may use this provi-
sion for three separate reasons:
(1) to provide capital to agricul-
ture; (2) to encourage or discour-
age production of specific com-
modities; and (3) to manage a
quantity of grain stocks. In de-
termining loan rate levels, all

three must be considered. Some
want less administrative discre-
tion in establishing loan rates,
some argue for more while others
argue against all loan programs.
The relative level of target pric-
es and loan rates among commaodi-
ties is also an issue. For example,
it is alleged that if the wheat tar-
get price is set too high relative to
corn, wheat production will be en-
couraged and corn discouraged. It
is crucial to know relative costs
between commodities to avoid
distortion of production of one
commodity relative to another.
Current average national tar-
get prices and loans follow. It is
from these levels that future
changes will be considered.

There are other closely related

Commodity Target Loan Possible
range
--------------- per bushel -------seemmemeen
Wheat ..... $2.29 $1.50 $1.37-4.83
Corn ....... 1.57 1.25 1.10-2.98
Sorghum ... 1.49 1.19 “
Barley ...... 1.28 1.02 o
Oats ....... none .60 “
Soybeans .. none 2.50 0-6.62

+May be set at a “fair and reasonable” level relative to corn.

program features. Acreage allot-
ments and normal yield calcula-
tions, used for determining a farm-
er's disaster and deficiency pay-
ments, are linked to target prices
as are payment limitations. The
following issues relate to the loan
program: who pays the storage
cost; what commodities should be
eligible; and under what conditions
and at what price shall stocks ac-
cumulated by CCC be made avail-
able to the market.

Disaster
Assistance

Martin Christiansen

Disaster payments have been
the most significant direct finan-
cial benefits received by farmers
under the 1973 Act. These pay-
ments were to farmers who were
prevented from planting or who
experienced abnormally low yields
due to drought and other natural
conditions. In 1974, U.S. farmers
received $557 million in disaster
payments under the 1973 law and
$282 million in 1975. Minnesota
farmers received a total of $21.7
million in 1975 and it is likely that
1976 payments will be much high-
er.
The implementation of the dis-
aster provision of the 1973 Act
has been criticized. It is alleged
that the programs are complex
and difficult to administer and
that a farmer's eligibility to re-
ceive benefits often depends on
insignificant factors.

The disaster provisions of the
1973 Act are only one of a num-
ber of sources of assistance avail-
able to farmers when a disaster
strikes. This is another source of
criticism — that it is difficult for
the individual farmer to know what
help might be available, what the
eligibility requirements are, which
government agency administers
the program, and where and how
to go about applying for assis-
tance.

There is little question that the
new Congress will consider how to
improve and simplify disaster as-
sistance available to farmers.
Secretary of Agriculture Ber-
gland (then Congressman Ber-
gland) indicated he favored an ex-
panded federal crop insurance
program to provide assistance to
crop farmers.? He would place the
present federal crop insurance
program in the Agricultural Stabil-
ization and Conservation Service
of USDA and aim at providing the
insurance coverage to farmers at
a cost of B percent of the insur-
ance protection purchased.

The Federal Crop Insurance
Corporation (FCI) for 1948-74
provided insurance coverage to
farmers at an average cost of 5.7
percent; however, the program
would need to be expanded consid-
erably if it were to be the major
source of disaster assistance to
U.8. crop farmers. In 1974, FCI
indemnity payments totaled $63.2
million, the highest since 19486,
compared to disaster payments
of $557 million which were made
under the 1973 Act.

The federal crop insurance pro-
gram could be expanded by moving
into higher risk areas, but this
would require channeling in-
creased public funds into the pro-
gram. The issue seems to be to
what degree and how the public
should share these risks.

2The Minneapolis Star, December 15,
1976.



A Transportation Issue—Lock and Dam 26

Michael Martin and Reynold Dahl

A number of major transporta-
tion issues must be resolved dur-
ing 1977.® No issue is of more
direct and immediate significance
to Upper Midwest agriculture
than Lock and Dam No. 26 locat-
ed on the Mississippi River at Al-
ton, lllinois just below the junction
with the lllinois River. The lock and
dam system on the river permits
barge transportation and serves
in controlling floods.

Mississippi River barges move a
sizable portion of Upper Midwest
grain to the Gulf export market. In
1975, Mississippi River ports
handled 1.2 billion bushels or
nearly 40 percent of U.S. export
grain. The river also efficiently
moves large quantities of phos-
phate fertilizers, petroleum and
petroleum products, coal, and
other bulk products upriver.

Lock and Dam No. 26: The Issues
and Parties Involved

At the crux of this controversy
is the Corps of Engineers' ap-
praisal that Lock and Dam No. 26
is old, structurally unsound,
incapable of accommodating traf-
fic demands, and should be re-
placed. They argue that the lock
and dam could collapse complete-
ly. This would eliminate the barge
mode as a transportation option
and cause massive traffic conges-
tion for the region’s railroads and
grain elevators. Further, it would
impair the flood control system.

Presently, massive traffic jams
result from slow locking opera-
tions and cause up to 18-hour
waits for passage. This under ca-
pacity places severe limitations
on traffic movements between
the Lower Mississippi and lllinois
rivers. Local shippers and receiv-
ers of commodities suffer be-
cause this creates barge shortag-
es.

The Corps' plan is supported by
the Upper Mississippi Waterway
Association, which represents

3A new policy on rail branchline abandon-
ment and regulatory reform will be re-
quired. This was the topic of the January
1977 Minnesota Agricultural Economist.

the barge companies, and by agri-
cultural organizations. An unusual
alliance of interests forms the op-
position. Environmentalists, rep-
resented by the Sierra Club and
the lzaak Walton League, joined
forces with the Upper Midwest
railroads to fight the Corps’ pro-
posal in the courts and in the pub-
lic forum. The opponents argue
that expansion of the Alton Lock
would do considerable damage to
the river, the wildlife, and the ad-
jacent plant life. They point out
that new construction at Alton
would scar that segment of the
valley permanently. They also be-
lieve that if No. 26 is expanded,
pressure will be applied to enlarge
the Upper Mississippi channel
from 9 to 12 feet.

Current dredging and disposi-
tion of dredgings are being con-
tested as inadeguate. Increasing
the depth of the channel to 12
feet, it is contended, would com-
pound an already serious praoblem.
Further, increasing lock and dam
sizes and deepening the channel
would encourage soil erasion.

A second argument of many en-
vironmentalists is that river use is
now at (or beyond) capacity for
commercial navigation. Conse-
quently, any effort that would in-
crease barge traffic is opposed.
Expansion of No. 26 would do this.

To counter these arguments,
Corps' sponsored studies sug-
gest that the environmental dam-
ages caused by the replacement
of Lock and Dam No. 26 would be
minimal. '

The railroads argue further that
all river management programs in-
equitably subsidize the barge
transportation. Since use of the
river, locks, and dams is free to
everyone, barge company costs
are kept low compared to those of
competing railroads. Public fi-
nancing of the Corps of Engineers’
operations provides barges with a
sizable advantage. Railroads
vehemently oppose any proposal
that would give barge transporta-
tion an additional advantage.

Likely Congressional Action

In the last Congressional ses-
sion, Vice President, then Sena-
tor, Mondale presented a bill to
give the Corps of Engineers au-
thority and funding to construct a
new, slightly larger, facility at Al-
ton. It died in committee. Another
attempt is expected this year.

It appears that a successful bill
will have to contain two major con-
cessionary provisions. First, to
overcome the opposition from en-
vironmentalists, it will probably
have to provide some long-term
paolicy statement for the Missis-
sippi River. In all likelihood, plans
for a 12-foot upper channel will
have to be dropped. Also, a com-
prehensive plan for disposition of
dredgings may be required.

Second, it appears that some
user charge for commercial use of
the river may be included. While
many argue that this issue should
be separate from the Lock and
Dam No. 26 bill, political reality
dictates joint consideration.

Some resolution of this issue is
required. The economy of the Up-
per Midwest is, to a large extent,
dependent on river transporta-
tion. If barge transportation is
halted, this will increase transpor-
tation costs between the Upper
Midwest and export ports. The
costs on south-to-north ship-
ments also will rise. These higher
costs will directly affect farmers.

The Mississippi River is recog-
nized as a multivalue resource to
the U.S. A balance between its
commercial, environmental, and
natural significance must be
struck. It is our opinion that bal-
ance can be achieved with safe-
guards protecting the river's
many values with a new Lock and
Dam at Alton, lllinois.

LAST ISSUE UNLESS

Editor Jerome W. Hammond
reminds readers this will be
their last issue of Minnesota
Agricultural Economist unless
the mailer (with any address
correction necessary) from the
January issue has been returned
to him at217C Classroom
Office Building, University of
Minnesota, St. Paul, MN 551%




Market Regulation and Antitrust

J.W. Hammond and D.C. Dahl

Questions are being raised
more often about the objectives,
costs, and fairness of govern-
ment regulation of business. Reg-
ulation of trade practices, food
quality controls, price regulation,
and industry organization in the
food industries are among the
concerns. Will new palicies re-
garding market regulation and an-
titrust in the food industries
emerge?

Market Regulations

Federal, state, and local laws
and administrative rulings regard-
ing food are numerous, expensive,
and sometimes conflicting. There
are at least 8 federal agencies
charged with food inspection and
pricing. The Federal Trade Com-
mission and the Department of
Justice regularly monitor compet-
itive practices and pricing pat-
terns; the Food and Drug Adminis-
tration is concerned primarily with
food product quality to safeguard
public health; the Department of
Commerce enforces quality
checks on seafood processors;
the Treasury Department admin-
isters labeling requirements for
beer and liquors; the Commodity
Futures Trading Commission fol-
lows pricing and trade practices
for a wide range of food and non-
food products; the Interstate
Commerce Commission is respon-
sible for establishing rates for
certain food transportation and
enforcing an exemption for other
raw food product movement; and
the U.S. Department of Agricul-
ture administers a wide range of
quality, quantity, pricing, and
trade regulations within its sever-
al services.

Within the next few years, sev-
eral regulatory developments can
be expected. Consistent with the
government reorganization prom-
ises of President Carter, there
will be new impetus to consolidate
food regulation. The National
Commission on Food Marketing
encouraged this 10 years ago. It
advocated that pricing and trade
practice regulation should be
lodged with the FTC and the De-
Partment of Justice; standards of
Product quality and identity should

rest with the Food and Drug Ad-
ministration; and standards of
guantity, orderly marketing, label-
ing, and financial responsibility
over all food products should be
handled by USDA.

While it is unlikely that all these
adjustments will be adopted,
some consolidation is expected.
Several reviews of regulations are
underway.

Uniformity in quality and inspec-
tion regulations across products
and jurisdictions is a second major
policy issue in the market regula-
tion area. Meat canning, for ex-
ample, requires more inspection
than vegetable canning. A meat-
packer must get USDA approval
and have plant building details ac-
cepted before operations begin.
Not so with vegetable canning.
Some argue that inspection re-
quirements should be similar for
all products.

The uniformity issue also ex-
tends to state and local laws.
Each state and most cities have a
variety of inspection regulations
that may or may not be consistent
and uniform. A national manufac-
turer must conform to all produc-
ing and labeling regulations to
make sales in every market or pro-
duce different products for each
market.

The uniformity issue is more
likely to be addressed at the fed-
eral than at the state and local
level. Some critics argue that the
job of sarting out and studying the
regulations, their enforcement
and interpretation at all jurisdic-
tional levels is a multimillion dollar
job.

Farmer Cooperatives

Farmer cooperatives are in-
creasingly in the spotlight of anti-
trust regulations. A major
Midwest grain cooperative just
settled a private antitrust suit out
of court for $2 million. Within the
past 2 years, two of the leading
dairy cooperatives signed con-
sent decrees in settlement of an-
titrust violations. Consumer
groups and antitrust agencies
charge that many large coopera-
tives are stepping beyond bounds
permitted in the antitrust laws
and special cooperative legisla-
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tion. The Federal Trade Commis-
sion (FTC), prodded by rising food
prices and claims of antitrust vio-
lations in 1973 and 1974, under-
took a major food program thrust
in their investigations into anti-
competitive activity which includ-
ed a study of the market power
and conduct of farmer coopera-
tives. Co-op members and repre-
sentatives are concerned that a
major movement is developing to
repeal the Capper-Volstead Act.

Why the increased concern
with cooperative competitive be-
havior? The major reason is that
individual cooperatives, through
mergers and internal expansion,
have achieved sizes that attract
attention. They have attained suf-
ficient control of some markets so
that they have the potential for
anticompetitive behavior. Water-
gate and the milk producers’ politi-
cal fund brought this development
into focus.

Just a few figures indicate the
importance of farmer coop-
eratives. It was estimated in a
Justice Department study that
AMPI, the nation's largest dairy
cooperative, started since 1965,
controlled 14.9 percent of the
U.S. milk supplyin 1971. Inseveral
fluid milk markets, it controlled al-
most 100 percent of the supply.
Sunkist Growers, Inc. controlled
77 percent of the California-Ari-
zona citrus production in 1972-
73. A federated cooperative of
five regionals, United Egg Produc-
ers, handles 55 percent of the
U.S. egg production. Eighty per-
cent of the cranberries produced
in the U.S. are handled by Ocean
Spray, Inc., a cooperative. As the
antitrust laws have been inter-
preted, dominant market position
is not illegal in itself if the position
was not achieved by illegal means.
Cooperative dominance in a mar-
ket is no different from General
Motors' dominance in the auto in-
dustry. Yet, large cooperative
firms can expect to be monitored
more closely by antitrust agen-
cies. Activities of a small firm may
become suspect and illegal when
large size and market dominance
have been achieved.

Public policy on farmer coopera-
tives in the next 10 years is likely
to have two dimensions:

(1) The Federal Trade Commis-
sion and the Department of



Justice will continue to in-
vestigate competitive be-
havior of cooperatives.

(2) Proposals to repeal co-
operative exemptions from
antitrust laws will be made.
Repeal is unlikely. House
Agriculture Committee
Chairman Tom Foley stat-
ed recently that the new
administration is commit-
ted to basic legislation pro-
tecting agriculture, and
“there is no threat to the
Capper-Volstead Act."
However, the provision
that permits agricultural
cooperatives to jointly un-
dertake activities that are
illegal for other types of
business corporations may
be attacked/or examined.

Marketing Orders

Marketing orders were institut-
ed in the 1930's to regulate cer-
tain farm products with support
of prices and incomes, stabiliza-
tion of prices and supplies, and
control of the quality of agricultur-
al commodities. They apply to
roughly 50 percent of all U.S.
fruit, vegetable, and nut produc-
tion and 70-75 percent of total
milk production. Price fixing and/

or guantity regulations may
control the rate of flow of commo-
dities to the market, limit the qual-
ities and quantities of goods sold
in particular markets, and esta-
blish prices for fiuid quality milk.
Actual programs are set up after
public hearings and prescribed ad-
ministrative procedures.

The order programs are being
challenged by consumer groups
and antiregulation interests as no
longer necessary. It is argued
that the orders give agricultural
cooperatives unreasonable mar-
ket power and price advantage.
Some of the strongest criticism
has been leveled at milk orders,
which it is argued, increase fluid
milk prices, drive down manufac-
turing milk prices, and nationally
generate fluid milk surplus. Fur-
thermore, the cost of administra-
tion and bureaucracy is wasteful.
The Senate Government Opera-
tions Committee is currently ex-
amining government milk regula-
tion among others, looking at the
justifications for regulations and
whether these are accomplishing
the stated objectives. The U.S.
Department of Justice is finishing
an investigation of how market or-
ders were allegedly used by two
large dairy cooperatives to

achieve monopoly power in milk
markets. Various consumer
groups have called for a review of
all USDA-administered marketing
order programs.

Whether the criticisms and in-
vestigations will bring major
changes in the statutes authoriz-
ing federal and state orders is un-
certain. It seems that consumers
will take a more active role in the
procedures for developing and
changing the orders.

Conclusions

Streamlining of regulations and
regulating agencies in the food in-
dustries will be a policy objective
in the next few yedrs. This is evi-
denced by the fact that govern-
ment agencies are currently anal-
yzing their regulatory programs.
Consumers will increase their role
in the food regulatory programs.
They will take a more active role in
determining price, quality, and
quantity provisions of state and
federal marketing orders. The
emergence of huge agricultural
cooperatives guarantees in-
creased surveillance by the anti-
trust agencies — the Federal
Trade Commission and the De-
partment of Justice.
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