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Agricultural Trade 
Exports of agricultural products 

are of great importance to the econ­
omies of Minnesota and the nation. 
The value of agricultural exports 
from Minnesota to foreign nations 
in 1978 was $1.5 billion. Additional 
income for state marketing, proc­
essing and transportation firms was 
generated by the flow of products 
from farm gates to the points of 
export. 

For the 50 states, one out of every 
five dollars of farm commodity 
sales comes from U.S. farm product 
sales overseas. The production 
from nearly one out of every three 
acres is exported. In 1979, U.S. 
farm exports are expected to reach 
$29 billion. If so, it will be the tenth 
consecutive year that the value of 
agricultural exports has exceeded 
that of the previous year. Thus, the 
export market has become vitally 
important to American farmers. 

U.S. exports have dominated the 
international market in staple agri­
cultural products. Shares of world 
trade in staple agricultural products 
by important exporters in 1978 fol­
low: 

devices emphasize government-op­
erated and/or subsidized sales agen­
cies, which excel in searching out 
and exploiting the import needs and 
chinks in the import control armor 
of the various importing countries. 

International agricultural trade 
occurs through governmentally op-

Soybeans and 
1978 Exporters soybean meal Wheat Feed grains 

-------------------------------------------~-------------

United States 
Brazil 
Canada 
Australia 
Others 

Total 

The world market for staple com­
modities can't be pictured as some 
single market in Rotterdam or Lon­
don, comparable to the Chicago 
Board of Trade or the Minneapolis 
Grain Exchange. The world market 
is comprised of many trading 
nations- some importers, some 
exporters. Each has a set of govern­
mental trade mechanisms govern­
ing its internal food and agriculture 
policies. For the important import­
ing countries, trade controls em­
phasize devices which protect each 
country's dominant agricultural 
industries, but which permit the se­
lective importation of needed agri­
cultural commodities. For many im­
portant exporting countries, trade 

------------------------percent------------------------
67 42 62 
29 1 

22 5 
15 2 

4 21 30 
100 100 100 

erated or privately operated (the 
U.S. is an example of the latter) 
sales agencies which arrange fi­
nancing and transportation of 
commodities from exporting to im­
porting countries. Agencies in the 
importing country are responsible 
for acquiring in the world market 
the specific quantity and quality of 
the commodities needed. 

The volume of trade moving 
through this complicated network 
has increased in importance in the 
past 10 years. Economic develop­
ment in countries and areas such as 
Japan, Western Europe, Eastern 
Europe, and the USSR has in­
creased the need for certain agricul­
tural products. The leading 
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example is feedstuffs - feed grains 
and feed concentrates, such as soy­
bean meal. With economic develop­
ment, consumers in those countries 
have increased their demand for 
meat, poultry, and livestock prod­
ucts. But not enough feedstuffs are 
produced domestically for these ex­
panded livestock industries. Thus, 
those countries turn to the U.S. and 
other areas of the world for the 
feedgrains and feed concentrates 
not self-produced. 

The barrage of trade controls 
maintained by all modern importing 
and exporting nations does not al­
ways restrict trade. It controls trade 
and directs it. It is important that 
those responsible for U.S. agricul­
tural exports understand the impli­
cations of economic development in 
importing countries and be aware of 
the internal food and agriculture 
policies and the external trading 
controls. This is a start toward seek­
ing out the commodity needs of im­
porting countries and implementing 
trade. It is not automatic; it is com­
plicated, but it can be done. 

This issue explores key internal 
agriculture policies and external 
trading policies of three important 
exporting countries that are U.S. 
competitors: Canada, Australia and 
Brazil. A future issue of Minnesota 
Agricultural Economist will present 
policies of three major import­
ers- the Soviet Union, Japan and 
the European Community. 



Canadian and Australian Grain Policies 
Brian Oleson* 

This discussion includes some 
relevant background, description of 
the marketing environment of the 
wheat producer, and the primary el­
ements of price and income support 
and stabilization . It concentrates on 
Canada because it and the Austra­
lian marketing system closely re­
semble each other. 

CANADIAN POLICIES 

Background 

Over the past 3 years Canadian 
wheat production has averaged in 
excess of20 million metric tons (735 
million bushels) compared to aver­
age U.S. production of 54 million 
metric tons ( 1.9 billion bushels). Ca­
nadian sales have accounted for 
over 20 percent of world trade . 
These sales are all handled either 
directly or indirectly by the Canadi­
an Wheat Board (CWB). Canada 
has a long standing dependency on 
wheat export. On the average , 
about 75 percent of production 
moves into the export market. In­
ternationally, Canada has a reputa­
tion as a consistent supplier of high 
quality bread wheats. This reputa­
tion has been maintained by a 
tightly controlled grading system, 
administered by the Canadian Grain 
Commission, which is completely 
independent from the CWB. 

Wheat production is centered in 
the Prairie Provinces north of Mon­
tana and North Dakota. The main 
Canadian crop is the hard red 
spring wheat class which competes 
with the spring wheat belt of the 
northern states. About half of the 
acreage seeded to all crops on the 
Canadian prairies is planted to 
wheat. As geographic and climatic 
fac tors severely limit production al­
ternatives , wheat producers in this 
region have little opportunity to 
switch crops when export prices are 
low. The prairie region is isolated 
completely by political or geo­
graphic barriers. This , plus the 

*Brian Oleson is a research assistant, De­
partment of Agricultura l and App lied 
Economics, University of Minnesota, on 
leave from Agriculture Canada. 

common dependence on exporting 
wheat , made farmers in Western 
Canada able to identify as a group 
with common goal s. This common 
interest led to a very strong cooper­
ative movement. In tum , these co­
operatives, motivated by a strong 
distrust of the private grain trade, 
were instrumental in formation of 
the CWB . 

Marketing 

Its offices in Winnipeg, the CWB 
was established in 1935 to market 
' ·in an orderly manner, in interpro­
vincial and export trade , grain s 
grown in Canada.'' Grain was ini­
tially defmed only as wheat but later 
included barley and oats. The CWB 
controlled sales (between prov­
inces) of domestic feed grains until 
1974 when new feed grains legisla­
tion put domestic feed grain mar­
keting back in the private sector. 
However, for exports and the do­
mestic food grains market , the 
CWB remains the sole marketing 
agency for wheat , oats, and barley 
grown in the prairie region. This 
means that producers must sell 
their wheat , oats and barley 
through the CWB. 

The CWB ' s goal is to market 
grains to the best advantage of the 
prairie grain grower. In practice , 
the CWB 's activities are in four 
di tinct areas which profoundly af­
fect the activities and welfare of 
producers. 

Sales. The CWB uses two meth­
ods to market grains : direct cus­
tomer sales and agency sales. 
Direct sales are negotiated by the 
CWB with other government buying 
agencies such as those of the Soviet 
Union and China . Under the 
agency sales method the CWB sells 
wheat to private firms which in tum 
offer it for resale. Many of these 
private frrms are international grain 
traders selling wheat of the U.S. 
and other exporters . 

Price Pooling. The price pooling 
system provides producers a guar­
anteed minimum price, a uniform 
price across the prairies (adjusted 
for transportation and quality) and 
a uniform price throughout the crop 
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year. It consists of two parts- an 
initial price and a final payment. 
The initial price is established by 
the federal government (not the 
CWB) before planting. It applies to 
grain delivered to the CWB account 
during the following crop year. If 
the CWB sales returns average 
higher than the initial price , ad­
justed for transportation and mar­
keting costs, then producers receive 
a final payment about 15 months 
after harvest. If world prices are es­
pecially buoyant early in the crop 
year , then some intermediate pay­
ments may be expected before the 
final payment. Because the initial 
payment is guaranteed by the fed­
eral government , it is usually set 
lower than the world price . As a 
result , the pool has seldom been in 
financial deficit. 

Market Quota System . This sys­
tem governs deliveries from the 
farm to country elevators . It allows 
the CWB to draw out the mix and 
quantities of deliveries necessary to 
meet anticipated market needs . 
This system also insures that each 
producer gets a share of the avail­
able markets and elevator space. 
Currently , a grower's share is de­
termined by the sum of seeded acre­
age and summer-fallow with partial 
allowance for improved perennial 
forage. This establishes a total 



World War I and the agricul­
tural depressions of the 
1920's and the 1930's sparked 
changes in Canadian atti­
tudes about government in­
volvement in agriculture. Ma­
jor legislation aimed toward 
more centrally managed agri­
cultural economies and laid 
the foundation of today's ag­
ricultural programs and 
institutions. The Canadian ap­
proach created a new central 
institution, the Canadian 
Wheat Board (CWB) which re­
duced the role of private firms 
when the CWB took on many 
of their activities. 

acreage base which the producer 
can allocate to different crops. 
Quotas are then announced 
throughout the crop year based on 
these allocations. 

Transportation. Similar to the 
programming of deliveries into the 
country elevator system, the CWB 
programs the movement of grain 
from country elevators to port ter­
minals via the Block Shipping Sys­
tem. This includes the CWB wheat, 
barley and oats and the non-CWB 
crops such as flax, rapeseed, and 
rye. Although the CWB owns none 
of the country elevators, port termi­
nals or rail assets, it is the system 
coordinator. Four giant producer 
cooperatives and a few private 
firms own the country elevators. 
These same cooperatives and firms 
or the federal government own the 
port elevators. The rail system is 
split between public and private 
ownership: Canadian Pacific is a 
private corporation while Canadian 
National is publicly owned. In re­
cent years, the federal government 
has directly purchased a number of 
hopper cars and these were placed 
under the CWB management. 

Support and Stabilization 
Activities 

Historically, the Canadian 
grains' sector has not received fed­
eral government subsidies. Produc­
ers' welfare was directly connected 
to the world wheat prices. Recently, 
however, support and stabilization 
activities have begun. In part, this 
reflects recognition within Canada 

that the CWB is no longer the major 
force it once was in world wheat 
price determination. In recent years 
U.S. influence and, to a lesser de­
gree, Australian influence has 
grown. Consequently it is recog­
nized that producers' welfare 
should not be a responsibility of the 
CWB which must compete on world 
markets. While the initial price 
guarantee of the federal govern­
ment can be viewed as similar to a 
loan rate in the U.S., it has not sup­
ported prices because it is set below 
world price levels (figure 1). 

Prices are supported, however, 
through a subsidized grain transpor­
tation system and through the oper­
ation of a two price system. Legisla­
tion sets grain transport rates which 
have remained unchanged for 50 
years. Yet it was not until the high 
inflation in the 1960's and the 1970's 
that there was a gap between the 
rates and the underlying costs to the 
railways. The federal government 
and the rail companies have had to 
subsidize the operation, and since 
there is no profit incentive for the 
rail companies to invest, grain ship­
ments are constrained by outdated 
rail facilities. The benefit to the 
farmer is mixed: less cost to ship, 

but dependence on a system that is 
deteriorating in quality. 

Under the two price system all 
domestic sales of food wheat (less 
than 15 percent of production) enter 
into the CWB wheat pool. Cur­
rently, the price to domestic millers 
is set at $4 (Canadian) per bushel. If 
the export price is higher, the fed­
eral government compensates the 
pool to a maximum export price of 
$5 (Canadian) per bushel. At prices 
below $4 the taxpayer is subsidizing 
the producer and at prices above $5 
the producer is subsidizing the 
consumer. 

The Western Grains Stabilization 
Program became effective on April 
1, 1976. It guarantees each year 
that the net cash flow to prairie 
grain producers as a group will not 
be below the previous 5-year aver­
age. The program is voluntary and 
is financed by annual producer con­
tributions of 2 percent of grain sale 
proceeds up to $900 and a federal 
government contribution double 
the producer contribution. Pay­
ments are triggered when the net 
cash flow of all producers in West­
ern Canada is less than the previous 
5-year average and the individual 
producer share of that payment is 
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The Australian wheat market­
ing system also grew out of 
the depression and controls 
instituted during World War 
II. The heart of legislation af­
fecting grain production and 
marketing is the Wheat Indus­
try Stabilization Act, the most 
recent in 1974, which estab­
lished the authority of the 
Australian Wheat Board and 
set the support and stabiliza­
tion programs in effect for the 
life of the Act. 

directly related to contributions 
over the last 3 years. The program 
acts to stabilize income, especially 
for the prairie region as a whole and 
also contains an element of income 
support since the premium is par­
tially paid by the government. At 
the same time the problem of large 
payments to a single producer is 
avoided by the limitation since the 
size of the payments is directly re­
lated to contributions over the last 3 
years. 

AUSTRALIAN POLICIES 

The Australian wheat marketing 
system is similar to Canada's. All 
wheat marketed for sale in Austra­
lia and for export is delivered to the 
account of the Australian Wheat 
Board (AWB). Wheat is then sold 
directly to foreign governments (or 
their agencies) or to private grain 
marketing firms. The AWB oper­
ates a pooling system much like that 
of the CWB; however, it is much 
more open ended. Producers are 
paid a "first advance" similar to 
the initial payment in Canada. The 
payment size is set by the govern­
ment conservatively in relation to 
the anticipated sales price. The fi­
nal payment is indefinite and, as a 
result, producers may not know 
their realized price until sometime 
after that crop year. The 1969-70 
pool took more than 4 years to 
close. Even when sales are high, the 
pools are open for more than 2 
years. 

Australian seeded acreage and 
production grew very rapidly in the 
sixties. Peak production in 1968-69 
was 14.8 million tons. At the end of 
that crop year, stocks rose to 7.3 
million tons and delivery quotas 

were imposed by each state govern­
ment. By 1972-73 stocks had fallen 
to insignificant levels and quotas 
have not been a factor since. 

Price stabilization and income 
support schemes are implemented 
through wheat stabilization plans: 
the first introduced in 1948. Besides 
designating the A WB as the sole 
marketing agent, these plans pro­
vide a guaranteed price for a cer­
tain quantity of export wheat. The 
first four plans tied the guaranteed 
price to a cost of production for­
mula while the fifth tied price to 
world trading conditions. The sixth 
and most recent plan replaced the 
guaranteed price with a stabilized 
price which again is related to the 
export market. The domestic price 
for wheat is established prior to 
each new stabilization plan and ad­
justed annually for the life of that 
plan on a cost of production 
formula. 

Under the current stabilization 
plan, which is due to expire at the 
end of the 1978-79 crop year, the 
contributions to the stabilization 
fund are financed by either the pro­
ducer or the Commonwealth (fed­
eral) government. When the 
average export price is greater than 
the stabilization price, the wheat 
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grower co.ntributes to the fund. 
Grower contributions are limited to 
$30 million in any one season. When 
the average export price is less than 
the stabilization price the producer 
receives a payment from the fund. If 
it is a deficit fund, the government 
pays the difference. Government 
obligations are limited to $30 mil­
lion annually and $80 million over 
the life of the plan which is 1974-75 
to 1978-79. 

EXPORT PROSPECTS 

Traditionally Canada has been 
strong competition to the United 
States in Western Europe and, 
more recently, in China and the So­
viet Union. Transportation prob­
lems, especially a shortage of 
railroad cars, curtailed 1978 ex­
ports. Over the .next few years the 
same problems will dominate the 
Canadian wheat export situation. 

Australia, while also supplying 
sizable volumes of wheat to China 
and the Soviet Union, has been 
major competition to the U.S. in de­
veloping countries. Australia dis­
courages wheat carryover from 
year to year. Continuing this policy 
implies that Australian exports will 
vary directly with the highly vari­
able production (figure 2). 
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Brazilian Soybean Policies 
Karen Gullivert 

Within the last decade Brazil has 
become a major producer and 
crusher of soybeans as well as an 
exporter of soybeans and soybean 
products. In spite of droughts the 
past 2 years, 367 million bushels (I 0 
million metric tons) of soybeans 
were produced in the 1977-78 crop 
year and production in 1979 is esti­
mated at 390-426 million bushels 
(I 0.5-11.5 million metric tons) con­
trasted with just over 37 million 
bushels ( I million metric tons) in 
1970. 

The increase in Brazilian soybean 
production is obvious when Brazil's 
production is compared with U.S. 
and world production. In 1969-70 
the Brazilian crop was 3.6 percent 
of the U.S. crop and accounted for 
2.6 percent of world soybean pro­
duction. In 1977-78 Brazil produced 
14 percent of the world ' s soybean 
which was 21 percent of the U.S . 
crop. 

Soybean meal and oil are con­
sumed domestically by Brazil 's 
poultry industry as mixed feed and 
by consumers as cooking oil and 
margarine . 

The major changes in Brazil­
ian agricultural policy have 
come from changes in Brazil's 
philosophy toward achieving 
development. Policies once 
discriminated against agricul­
ture. From the end of World 
War II to 1963, industry was 
promoted at the expense of 
the farmer. Consumer prices 
were kept low and sporadi­
cally there were farm price 
controls. In 1964, however, 
Brazil began to pursue a phil­
osophy of promoting exports. 
Since most of its agricultural 
goods are export oriented, 
this philosophy encouraged 
crop expansion. Soybeans 
was one of the crops affected 
most. 

tKaren Gulliver is a research assis­
tant, Department of Agricultural and 
Applied Economics, University of 
Minnesota. 

While domestic use of soybean 
product i ri ing , exports have 
grown faster. Brazil ' exports of 
oybean meal rose from 65 percent 

of total production in 1970 to 83 per­
cent in 1978. Historically, oil ex­
ports have fluctuated widely. The 
nation was a net oil importer in 1970 
while 30 percent of production was 
exported in 1978. Most of Brazil' s 
and U.S .' ale are to the Europe­
an Community and Japan (figure 3). 

The Brazilian government has 
farm policie and programs that in­
fluence its soy bean production. 
Some policie discourage expan­
sion of domestic production . Others 
encourage it. The most important 
are described here. 

Price Policies. 

Price ceilings. In the absence of 
government interference, prices of 
Brazilian soy beans and soy bean 
products would fluctuate with world 
prices. Before the early 1970's, this 
was true for Brazilian soybean and 
oybean meal price but not for soy­

bean oil prices. The Brazilian gov­
ernment, in an attempt to hold 
down retail food price , fixed do­
mestic prices of soy oil. Low oil 
prices were sustained by restricting 
soybean oil exports through a li­
censing system. Mixed feed prices 
were fixed , too. 

Then, in 1972, the Brazilian do­
mestic feed industry complained 
that it could no longer pay for soy­
bean meal while selling feed at the 
fixed price . Aware that the govern­
ment might decide to fix meal 
prices, domestic cru hers also ex­
pressed their concern. If meal 
prices were fixed in addition to oil 
prices , crushing margins would be 
adversely affected. Since crushers 
paid world prices for soybeans, 
beans might cost more than re­
ceipts from oil and meal. 

The result of both appeals was a 
1973 export quota for soybean meal 
and unprocessed beans to keep a lid 
on domestic bean and meal prices. 
Since then a licensing system has 
replaced the meal quota, but the 
bean quota still applies. 
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The quota keeps domestic soy­
bean prices low, in line with fixed oil 
and feed price . These domestic 
Brazilian prices do not reflect world 
price movements . For soybean pro­
ducers this mean that high world 
prices for oybeans are not being 
reflected in the dome tic markets. 
Thus, ri ing world price have not 
been an incentive to expand soy­
bean production. 

Minimum Price Program . The 
government announce guaranteed 
minimum oybean prices about two 
months before planting. The level is 
set at the expected market price . To 
date it has always been below the 
actual level. The major considera­
tions are to maintain supplies to the 
domestic crushing industry , and to 
keep government costs under con­
trol. Currently cost of production 
appears to have little direct role in 
setting the minimum price. If mar­
ket prices hould fall below the 
guaranteed minimum , the govern­
ment would acquire stocks to sup­
port the price . The program is 
similar to the U.S. price support 
program for soybeans. 

Analysis has shown that mini­
mum prices have two effects: first, 
as a floor under soybean prices ; 
second , as the basis for extending 
credit to producers . Of the two ef­
fects the latter appears to be the 
more important. 

Karen Gulliver 



Credit programs 

Production loans. A cost of pro­
duction loan is granted to pro­
ducers to cover such costs as svil 
preparation and seed purchases. 
The size of the loan is determined by 
multiplying the support price, times 
expected yield, times area planted. 
Sixty percent of the figure obtained 
represents operating expenses. Ex­
pected yield and area planted are 
certified for each farmer by Brazil­
ian extension agents. Loans from 0-
100 percent of operating expenses 
are granted by the Bank of Brazil 
depending on the farmer's individu­
al circumstances. 

The interest rate on production 
loans is 13 percent for small farmers 
and 18 percent for large farmers. (A 
small farmer in Brazil is one with 
less than 20 acres while a large 
farmer is one with more than 20 
acres.) Since the annual rate of in­
flation is approximately 30 percent 
per year, farmers actually enjoy a 
subsidy through these loans - the 
difference between the interest rate 
and the inflation rate. 

Fertilizer credit. The Brazilian 
government has tried subsidies to 
encourage commercial fertilizer 
use. From 1970 to 1974 producers 
could buy fertilizers with 7 percent 
interest loans. Again, because of in­
flation, this also was a subsidy. 
From 1975 to 1976 the program 
changed allowing farmers to obtain 
a 40 percent rebate by presenting 
receipts for their total fertilizer bill 
at the Bank of Brazil. Currently, 
interest-free loans are available for 
fertilizer purchases. In addition, 
there is a !-year grace period in 
southern Brazil and a 2-year grace 
period in central Brazil before loan 
repayment must begin. 

Other credit programs. Credit for 
buying machinery is also available 
at highly subsidized rates. For ex­
ample, from 1967 to 1976 the tractor 
program allowed a farmer to put I 0 
percent of the purchase price down 
and borrow 90 percent from the 
Bank of Brazil. After 1976, if a pro­
ducer already owned a tractor and 
wished to replace it with a newer 
model a 50 percent downpayment 
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was required and only 50 percent 
could be borrowed. If a producer 
has no machinery the old system 
applied at the current rate of inter­
est. In 1977 the interest rate was 7 
percent. There was a 1-year grace 
period before repayment began. 
This program benefited small and 
new soybean producers. 

Other programs 

In addition to the programs al­
ready mentioned, soybean produc­
tion is affected by government 
policy directed toward two impor­
tant Brazilian commodities, coffee 
and wheat. Coffee policy has the 
potential to influence the area 
planted to soybeans. Wheat policy 
affects soybean yields. 

Coffee. Economic research 
shows that coffee and soybeans are 
substitute crops. Substitution has 
been the greatest in southern Bra­
zil, the traditional coffee location, 
and also the region of the greatest 
soybean production. In the late six­
ties and early seventies, soybeans 
appeared to be replacing coffee be­
cause of greater profitability, but 
substitution began to slow by the 
mid-1970's. In 1976, however, the 
Brazilian government adopted a 
policy of encouraging new coffee 
planting in central Brazil and dis­
couraging planting in the south. 
This policy went into effect in 1977 
and can cause a new phase of substi­
tution between coffee and soybeans 
in southern Brazil. It is still too 
early to know if this has occurred. 

Wheat. Wheat and soybeans 
somewhat complement one another 
in production. Soybeans is planted 
on land after winter wheat is har­
vested. Until recently wheat has 
dominated the scene. Throughout 
the sixties soybeans benefited from 
a number of programs designed to 
promote wheat production, most in­
volving subsidized credit. 

The two crops share much in 
common. For example, wheat har­
vesting combines can be adapted to 
soybeans simply by changing the 
heads and screens. Wheat storage 
facilities, financed by highly subsi­
dized credit to wheat cooperatives, 
are also adaptable to soybeans. 

Despite these complementary as­
pects competition between the two 
crops exists. Delay in the wheat 



harvest postpones soybean plant­
ing past optimal dates. This can 
lower soybean yields up to 25 per­
cent. In 1975, the estimated value of 
soybeans lost from late harvest was 
greater than the value of wheat 
harvested. 

Whether farmers benefit or lose 
from double cropping wheat and 
soybeans depends on crop prices. 
When wheat is cheap compared to 
soybeans ( 1960 to 1976) the farmer 
loses by double cropping. When 
wheat is high relative to soybeans, 

double cropping pays - at least 
since 1976. 

The government sets wheat 
prices and is the sole purchaser so 
wheat policy acts to expand or deter 
soybean production. Since 1976 
wheat prices have been set high 
compared to other grains. This en­
courages double cropping and ad­
versely affects soybean yields. 

CONCLUDING COMMENTS 
Brazil's soybean industry is 

young and dynamic and its policy 

will change to meet world economic 
conditions. Some credit policies 
stimulate production while price 
policies often depress soybean out­
put. On balance, expansion policies 
have dominated. The emergence of 
Brazil as a major world soybean 
producer and exporter is evidence. 

Brazil's soybean output is ex­
pected to continue to rise but at a 
slower rate than in the 1970's. 
The U.S. and the world will be 
watching. 

Jerome W. Hammond. . . . . . . . . . . . . . . ...................................................... Editor 
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