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263. :
FORWARD. PRICES FOR AGRICULTURAL PRODUCTS.

(K.0. Carpboll)

: Forward pricingdc probably tho most significant and
pronlsing proposal in theo fiold of tadministrativo prico Tixing
in agriculturo that has appearod for somo tinc. Although
suggosteod originally as o moans of mocting spocific probloms in
agricultural administration in the Unitod Statoa, tho proposal,
nevertheless, should be of interest to those giving attention to
like problens in this country. In this article on attempt is
made to set.out the riore significant featurss of the proposal,
its Inhoront assunptions and tho probablc practical difficultiocs
which might ariso 1f such a prograrric wore lmplormontod undor
"nornal" poneo-timo conditions. 4

~ A forward price for o corrtodity may be briefly defined
as a price announced by a government ageney in advance of the .
planning operations on farme predusing that particular commodity.
It 1s o guaranteed price (or prise 'floor!) fixed ot such a level
as 18 nooossary to induco farmors to produco u quantity of a
commodity, ‘which would prove docirublc from tho point of viow of
possiblo ostimatod roquircmonts, and’ announsed oufficlontly far

in advaneo to onablo farmors to plan tholr production effectively.
It 1s an attempt to set the price in advance at what the economigt
techniocally refers to as the "equilibrium point" betwoon the
forces of .oupply and domand., It 1o -also nccogoary that tho prico
doelded upon should be guarantcod for a suffielontly long timo
and bo sufficlcntly woll definod as rogardc gradoeg, placo and
timo, oo that formors cun car»y out -tholr production programmo
with somo dogroc -of cortalnty. Tho longth of tine betiween the
announcerient of o givoen price and the maturity of the oerop to
which 1t rofors would, naturally, vory from cormodlty to commodity,

The price announcod rocently by tho Whoat Board for
1946/47 whoat ig in one gongo a forwand prico. Howovor, 1t doos
not strictly comc in this cutogory sinco it appcars to be basod
morc on "falr price” consildeoratilons pathop than on any eonsidop~
ation of tho gquantity of whoat 1ikcly to bo fortheoming in tho
eircunatancoag, Furtlornoro, littlc or no considoration hasg
apparontly boon givon to tho rolationship of this pricc to tho
pricco of othor agricultural cormoditios which compoto with whont
for land, labour and othor rosourzoss Tho probion of prico intor-
rclationships 1s of pararount importancoe in administrativo prico
fixing for primary products. Pricco for come othor products havo
bocn announced in advanco during the wertimo poriod, but oxanin-
ation will show that they aloso arc not forward pricos in tho
strict gonso.of tho torm, :

Advantages to Férmers.

From the farmer's standpoint, the great advantage of
- forward prices would be that they wouid shiff from hinm the
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responsibllity for antieipating the market outlook for commodities,
and accordingly remove sorie of the risk and uncertainty which is
the bane of his existence. Under most ecireumstances when a farmer
sows hls crops or matos his livestock he is not aware what the
stato of tho markot will bo whon ho ig roady to soll his products,
In tho groat majority of eases the farmen takes exilsting prices

or prices which have been current for the Irmedlately preoceding
perlod as a guldo to 1likely pricos in the futures More often

than not ho is 1n error In his agsunption,. <

' In tho past, farmors havo ronotoed in two main ways whon
confronted with prico uncortainty. Some havo given up hopo of
over bolng ablo to forceast prleo movormonts and havo tonded to
adopt a traditional or routine sealo of oporations, which thoy
maintain irrospoetive of prico changcses Tho soscond group havo
ondoavourod to incorporatc gorioc monsuro of floxibllity into thoir
farming oporations. Seopo for such activity is rathor linmited in
agriculturo, but it doos osour in somo orop and livostock ontor-
prigos. Both of thoso mothods of attompting to overcomo prico
uncertainty rcuult in inofficiont uso of agricultural rocourcos
and involvo additional costs of production, Both rosult in lowor
officlonoy of production than would othorwisc occur. If a oystom
of forward pricos worc in oporation, rosponsibility for agsoocing
futuro markot movomonts would pass from tho individual farmor to
tho Govormmont, which would bo oxpoctod to bo in a rnuch baottor -
pooition than tho farmor to computo oxpoctod domand and to -
dotormino farmors' rcspongos to various priccs. Tho Govornmont
would boar tho consoquoncos if its foroecasts provod incorroct. It
should, howovor, bo rcriomborod that forward priccos would not
romove uncortalnty from farming altogothor. Thoro still remains
technological uncertainty to which erop insurance and like measures .
are the partial answenr.

Anothor important considoration is tho faot that with a
properly administored forward prico gchome thore would bo no nood
for production control moasurcs and cuch clungy and adminiotrate
lvely costly dovicos which havo charactoristically boon agcoclatod
wlth guarantood prico schomos in tho paste Farmors would bo froo
to ontor into the productlon. of a now commodity if tho prico provo
cuffieiontly attractivo and, in ‘gonoral, to concontrato on thoso
producto which thoy could preoduco nogt choaply. This would rosult
agaln in tho comoditios boing producod much moro officiontly than
15 tho caso whon camodity production 1s tiod to oxlsting farma or
aroas bocauso production control schemos aro rolatod to an higtor-
ilcal baac poriod, . i

Forward pricing moans that pricos arc roturncd to thoir
formor functlion of guiding and co~ordinating tho volumo of ;
production and also the uso of rosourcos ag botwoon difforont
comroditioss Forward pricos arc basod on a congldoration of tho
priccs nocossary to bring forward o glvon quantity of production,
Pricos would not bo dotorminod by any arbitrary rolationship to
"fair pricc", "eoot of production", otes, but would bo dotorriined
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from knovm facts concorning tho supply and domand position. Whilo
this distinction botwoon pricos as oconomic diroetivos and pricos
as "incomc produccrs" is long ovorduc, ncverthcleoss forward pricos
would nccogsarily have to be associated with othor moasurcs to
onsurc adogquatc Ilncomcs for marginal farmors if the lattor. woro

to bc rotained on tho land. In all probability, forward pricos
would bo somewhat lowor than pricecs have traditionally boon in tho
past, both for tho:above rcason and also becausc of the fact that
farmecrs will producc moroe in rccponscito lower pricos, which aro
guarantocd, than thoy will in rosponso to comparatively highor
priccs for which thoy havo nc acsuranco as te tholr pormancney.

Admiﬂistgggive Conglderations.

While it 1s part of the essential nature of forward
prlces that they are guaranteed for one production period in
advance, provislon must be made for some degree of floxibillity 1n
movoment  of pricos botwooen thoso fixed for ono perlod and thoso
fixod for tho noxt. Not only would prospostive supply and domand
position havo to bo considorod anow a4t the ond of oach production

orliod, but attontion would have to bo given also to longor-torm
ronds in consumor tastos, Incomos; teohnical eondltlions and all
tho othor factors affocting production and consumption. Thls typo
of pricc floxibility would bo absolutely cadential for agricultural
officicnoy and would not rosult in uncortainty for the farmor
oxcopt insofar no-long-torm comitmonta woro eoncornod. Even thic
uwncortalnty eould be reduced by making an announcomont that tho
pricc would not bo altorod up or dowm at the end of a production
period, by more than a glven percentage of the exlsting prilce. By
such a method, it would be possible to preserve su fflclent
flexibility in pricea to induco changes nccossary to keop produe-
tion in lino with food roquiroments, whilo at tho samo timo
roducing prico uncortainty of tho typo dosoribod carlior. To do
this offootlvely, it would bo osscontial to announco pricc at an
appropriatc timo in tho production cyclo of erops and livostoek.

: Tho introduction of forward priec guarantocs impllos
that the Government must at the game' time develop some scheme
whereby it can dispoce of any -quantities of commodities aocgqulred
in the procons of tho oporation of tho schome. (It 1o inconecciv-
ablo that prico supports gubsidisod from gonoral rovonuc could
bocome a pormanont poliey). Tho stabilisatlon oporatlons of tho
U.8. Cormodity Crodit Corporation provide an oxamplc of ono
approach. Such a schomo would nccoggitatc the restriction of the
programme to non-perlshable commodities, Another alternatlve would
be the introductlon of some type of equalisation schemo. Howovor,
3?13-151a scparato problom, quite outside tho seopo of the proson

gecuasion. .

Di;fgouitios in Implomonting a Fofw&?d*Prioo Programne

s One of the most obvious difficulties which would confront
any government ageney which atteriptod to dmplement a forward priece
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programme would bo that of dotermining a lovol of pricos which
would bo appropriate if tho objoctives of tho sehemo woro to bo
achicvod. Tho task calls for an intimatc knowlecdge of prico,
demand and supply rclationships and tronds, 1f forccasts of tho
outlook for various produsts arc to be accuratoly assosséd. Tho
wholo succoss of tho schomc would depond on tho accuraey with
which such forocasts woro mado. It 1s no rofloction on Australian
cconomlsts and statisticilans to say that wo arc not in possossion
of sufficlont facts to onablo such a programmo to bo put into
oporation in thls country. Howeovor, ovon if tho nocossary kmowlodgo
woro avallablo, the procedure would necescarily involve an
experimental approach, because farmers' reactions to such a scheome
could not bo eomplotoly anticipated in advanco.

Tho gocond difficulty arisos from tho faot that pricos
which may be appropriato for rodirccting production and onsuring
officiont usc of agricultural rccsourccs (tho primary objoctivos
of a forward prlcc schomo) may not be thoso which would bo most
offoctivo for tho officlont dlstribution of tho product. For
ingtanco, 1f a bumpor crop, far in oxcoos of anticipated roguire-
mento, resulted In any given geason, it 1s obvious that o forward
price get prlor to the sowing of the erop would not be an approp=
riato one to onsure that thotorop surplus wag dicposed ofs A
clmilar diffioculty arises in ‘tho casc of livostock entorprisos in
which agriocultural commioditiocs arc usod as raw matorials, A
forward prlcc sot, for oxamplc, for a particular whoat crop might
not bo a suiltablo pricc at which to distributo tho grain to
poultry, plgs and othor livostook ontorprisce cightoon montha
lator. Tho only offoetivoe countor to such difficultics would bo
tho oxtonsion of govormmontal control ovor wholosalo and rotail
market prices for agricultural products. Whatever the inherent
advantages of forward prices, it seemo unlikely that they would
be Implemented if thoy nocossitatod suech widospread oxtonsion of

control.

Prico fluotuatlions, which it was suggostod ubovo, onable
erop osurpluscs rosulting from woathor conditions to bo dlspogod
of, aro of consldorablc importanco to the primary producora. In
any appralsal of guarantood prico schomos, tho valuo of prico
fluctuatlions chould not bo ovorlookcd. Stability of production,
although much cought aftor, cannot be achicved in agriculturc
bocause tho lovel of production is largoly a function of woathor
and othor factors which arc boyond human control. Gilven such
conditions prico changos aro dosirable, for they onable farmors
wlth chort crops to bo componsatod by rocoiving highor pricos,
thus tonding to stabiliso farm incomo -~ a much morc important
considoration from tho farmor'c standpoint than stabilisation
of pricos. (This obscrvation doos not rofor to major prico
doclinos and advancos caugod as a rosult of doprossion and
Inflation, tho offoctivo counter to which lios 4n tho fiold of
ronctary and flsecal poliey). Proliminary invostigations into tho
offoet of crop sizo on grooo dncomo suggost that, in Australia,
tho groso farm inoomo dordvod from sovoral primary producto would
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have fluctuated as widely, if not nore widely, had a stabilised
prico boon in oporation, than thoy havc in tho past undor tho
go-callod compotitivo prico systonm.

. Tho offoct of tho gonoral prico lovel In dotcermining tho
lovol of primary product pricos i1s also of considorablc importanco.
It sooms oxtromoly unlikoly that a forward pricc mcchanism would
offoctivoly stave off a major doclinc in prinary product priccs if
anothor najor businoss doprosdsion woro to ovontuatos To moct such
an emergency, far more drastic Government measures would be
required than the merc fixing of forward prices.

Qilto apart from tho cconomlc considorations as to tho
foagibllity of a forward price schemo, tho political implications
of such a gchonic arc of far-roaching importanco, Bricfly, tho
riddlo to bo solvod is onc of finding a way of implomenting a
programmo_ﬁwhiqh,ip.gronumabxy in tho Intorcsts of public wolfaroc)
go that 1t will not bc subjoet to oithor political progsurcs on
tho ono hand, or to tho possibility .of corruption of adninistrators
on tho othor hands To avoid theo lattor, an agoney nust be made
accountable to Parlianont. But, if 1t 1s accountable to Parliament
it would bo inovitably subjoet to prassurc from groups with spocial
Intorosts who would probably sook tho ostablishriont of pricos at
lovols which would dofoat tho ondg of tho schene.

° " Farmerc in the last twenty years have become nore actlve
in pressing thelr clairis for higher prices, noro espocilally sinco
the oxpanded Intorventlon by Govornronte in agriculturo dating fron
tho carly ninotocon-thirtics. On tho bagls of rocont oxpericnco, it
goorig probablo that farmors would look unfavourably upon o forward
prico plan which, for roasons gct out'above, would roosult in lowor
prlcos than"havo opcratod in tho irmodiatc past. Furthermore, it
15 oxtronoly doubtful whothor farmors would bo prgpared at the
present time to accept the introduction of a systom of forward
prices involving a considerable dogreo . of control over tho
production and distribution of primary products.

' In viow of all thoso considorations, it docs not scom
that thc timo 1s ripc for tho wholosgalo adoption of a schceme of
the naturc outlinod., Howevor, 1f thoreoncorted actions of
Govornmonts rosult in somc dogroo of ooconomic stabilisation in
futuro, 1f rocont tronds in Govornmont administration in agric-
ulturc continuc and if farmors bocomc moro conseious of thc nocd
for an offcctive programmoc to onsurc stabllisatlon of farm inconco,
wo may yot soo tho introductlion of goric of thc morc cnlightcencd
1doas which arc part of tho now congept of forward pricos.
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