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UNITED STATES FARM POLICY, 1986

Harold F. Breimyer
Professor Emeritus
Un1vers1ty of M1sseur1-Cc]umb1a

‘In a nation that prides itself en its democratic p]ura]1sm yet asp1res t@fi;f:
natienal unity the foremest public functien is to unify. The separate parts -
of our ecenemy and society must be kept connected and balanced. And as we are =

a moral people we want to minimize ceercien as a techn1que and try for equity
@s a goal, Consistent therewith we reserve our highest acclaim to statesman
and @rgan1zat1ons that reconcile our varieus conflicting interests.

Manifestly, we use gevernment for the purpose, and my remarks on the .

status of farm pelicy today will be directed primarily to the role of .~
government pelicy as it bears on the relatienship of the farm secter to ~".°°
consumers and citizens. I will also touch on the internal politics of .. -
agriculture, the relationship of various segments of agriculture and =
agribusiness te each other. For agriculture itself {is pluralistic. -

Furthermore, it is almost a sub-economy or sub-culture of its ewn. It has its

ewh internal divisions and potentially warring factions, and farm policy dea]sjv:ﬁ*

wwth them toe.

f7’ﬂ'Even though gevernment is the ultimate instrument of sec1a1 control, @urffwﬁ;
traditien sees formal government as only an extension of the more feliciteus -
sentiments and custems of the populace. Furthermore, as the shrewd. French ..

observer Alexis de Tocqueville pointed out a century and a half age, our

ﬁh.ct1ce is to re]y to exceptional degree on private voluntary associations. - 3

We-tse “them to give ourselves a collective un1ty and direction. Farm-City - .
organtzat1@ns and conferences are of this ﬂenre,»as are the Urban League anéf3<-;

several argan1zat1®ns having an agriculture-and-feod focus.

A?thaugh it is cerrect to say ‘that a common goal is to unify, a. 1@59'3

elegant but more technical term is that we want to integrate. In an econemy e

of “specialization it is necessary te integrate the parts. Agriculture must =~

1ntegrate with its suppliers and marketers, and internally toe. Again our

na'19na] philosophies come to bear: we want to integrate without subservience ;

jthout subjecting one part of our eceonemic system teo autonemeus centrol by

t@uchy @f all the issues surrounding farm pelicy teday

ther,  This principle, this objective, is at once the most deep-seated and |

The ‘terms of agrvcu]ture s integratien are so touchy a tepic just n@w ui”f;

because the sector 1is geing uhmugh its most difficult and potentially =

destruct1ve sequence of events since the 1930s. How will agriculture be i
@rgan1zed, structured, once this episode is passed? Whoe will own the Tand?-:
Whe:will: farm it, and under what terms? These questions are not raised :

exp11c7t1y S0 eften but are implicit in much discussien of the current
s1that1@n. , S

I @pen my review of farm p011qy in these br@ad1y ph1lesoph1ca1 terms%*
beCause T believe that what agr1cu1ture is going through is ne mere cyclical
wavéiet, sma]? and quickly passing. It is more fundamental and lasting than.

Lugche@n ta?k “Natienal Farm-City Conference, Las Cruces, New Mex1ce, May 28 ¢f>
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- that. In addition, by chance I am new read1ng G1bb9n 3 Dec11ne and Fall @f;@
~“the Roman Empire. In receunting Roman histery Gibbon generalizes about:the .-
; tendency of any liberal democratic system to deteriorate into more aut@crat1c ‘
‘u:systems. It is proper:to ask whether U. S. agriculture, which has gloried in":"

.;1ts make-up of many proprietary units, can retain that structure in an ecgn@my?ﬁf
'“‘that is moving progre351ve1y to C@nglomerate giantness. R

The Three Problems of Agr1cu1ture

N ~Agriculture today, in my ebservat1@n, faces three major prebl@ms Each-'
1'15 d1st1nct1ve.; I will 1dent.fy all three, then address each separately.

The f1rst 1ssue, or pr@b1em, is ancient. It's the instability that marks -
~agriculture as a bielogical process, where an erratic and scarcely -
‘contrellable output meets an always-uncertain market. Moreover, individual :.
_farmers typically Tlack financial reserves, and by definition have ne .
- protective market power by which te survive, unaided, the secter's  high

~-instability. This first problem gave rise to the first commodity price .and.
~.:acreage programs initiated in 1933. It accounts equally for ‘the ]atest;}i
gﬁvers1@n enacted as the Food Security Act of 1985. o

s The - second problem is the debt crisis that is bankrupting farmers and
.f’thp1r lenders and searing farm families with emotienal trauma and a sense of: -
““‘defeat. To date the federal government has given much less attention te this: o
» prnbiem than te the first. A number of states have tried to provide so
w.relief.’ Generally, though, the problem is seo big and se comp?ex that.
- exceeés the capacity of state governments to relieve it. -

. w7 The third pr@b]em is the survival of the system, mentioned ab@ve. TIs” 1%{;*
jessible to retain an agriculture of modest sized preprietary units that- buypﬁg

d sell in the market? Is it desirable to retain it -- desirable enough t@igm
warrant a defensive natioenal pe}1cy? Lo

,ﬁ ‘j‘_Cemm@d1ty and_Acreage-reduction Programs. For half a century 'l jhaVeff;
- recited the same Titany. Agriculture is inherently unstable. It is unstable
~.en the supply side and it is equally so on the demand side -~ there's no reem
or a- supp1y»51de argument, a la Prefessor Laffer, that puts all emphasis on -
. A quixetic Nature frustrates management of eutput, making it h1gh1y;ff
. If demand were. extreme]y elastic it could absorb the variatiens 'in'
*‘supp1y ‘without tee much price effect. Instead, demand 1is notorieusly-::
g;1ne7astic.: As a consequence, prices of farm comm@dities Jjump -areund;;;
,;erratvca]ly. i

Demand, th@ugh has a second big flaw, adding further to the swings. 1n?€§
~prices: Tt is unstable. In terms of classroom economics, the demand curve -
. for farm preducts net only is steep, highly inelastic, but is prone. to sh1ft!¢j
- back and forth. Even domestic demand does so, strengthening and weakening..in .-
~line ‘with changing censumer emg}@yment and income. In my judgment a slowdewn .-
i gr@wth of our natienal economy in the last decade has had a damaging effect .
<on ‘demand for food and farm preducts. Although transitery events such -as”
day's stock market beom can divert attention, the hard fact is that the -
erage working fam11y has enjoyed no significant improvement in reai -
urchasing power since the early 1970s. This datum bears especially en éemand}'ﬁ;
r-faeds of animal origin such as beef, perk, and fluid milk. . o




i Demand for individual foods 15 "sensitive to changing tastes. ~There 1sﬂ}f
.ﬂiev1dence, for exanp1e, that demand for beef and pork has given way, to soeme .
. .degree, te a growing preference for pouitry. I am referrlng to a change:in
‘iitaste, not a response to relative price. That is to say, at the -same” !
- ‘beef-poultry price relationship, consumers now buy less beef than before, an@fﬁf-,
S 'more poultry. ‘

- N@netheless, the big up- and downsw1ng in demand the last decade @r so'
has.been on the export side of our market. The export boom of the 1970s and

. near bust of the 1980s has been publicized so widely that I need say little
‘about it. 1 only caution against excessive dramatization. Disceuraging as
has been the loss in export- velume the last five years, and cautious as we
must be about prespects for the near future, we still must recognize that not
all the gains of the 1970s have been lost. We still have a larger experi -
movement of grains and seybeans than we had in the early 10705 Nor are we '
_going to shrink back te the volume of that time. S i

_ The press and air medaa have been packed with explanations and
-..prognestications about our expert trade. Everyene has his ideas. I have "
v;mine. In order to be concise I list them in quick erder. I only warn that *
. it's ‘impossible to know anything fer sure, where farm export trade isi:.
: cowcerned .

e 1. The less in exports was not caused by the partial embargo of ear1y3f?
.°1980" in grain shipments to the Soviet Union. That easy excuse has: been ::
gwh1pped to death, a favorite ploy in demagoguery. It never was really yg11d"frf

- 2. Nor has lagging promotional effort on our part been a 'negaﬁiVéffﬁ
; ctor.. We have promoted vigerously and effectively. By the same t@keny'no‘A?
5vnew frenzy of promotion will turn things around. -

= 3. National ecenomic policies that cecntributed to an evmrvaluﬂd u. S ;*

" “dgllar have been a negative infiuence in the 1980s. They are less seo now, as
":the dollar has fallen in value. Even so, we ought not overemphasize this -
-‘element of the picture, lest too much recovery in exports be expected now that
ffhe do]]ar is Tower. st

4. Aggregate world demand has leveled off. The total volume ef wer]d‘_fi;,
,Pgrawn trade has been essentially static since 1980. European ecenomies have -
““been stagnant, and Third World countries, ence a fast-growing market, are .-
: burdéned by debt and hounded by creditors who want debt payments more than -
. commedity sales. Thus, the United States has had to contest with ether wor]d
vsupp11ers for a static market.

.- B, These other suppliers have increased their ability to supp]y fhewrg;

-aﬁwn markets and to export. This story has been told often. It is getting a ..
-new twist just now. In some quarters it is said that we taught cempet1t9rs;§3
.such. as Brazil how to produce more, and now they are outcompeting us. The '
“complaint is follewed by a call to stop giving technical aid to Third World:
cagriculture. This is just another version of iseolationism and as  such
}]ref]ects the frustration of the time. The irony of it all is. “that: the =
. “competition that is killing us comes not se much from Brazil and simitar
’cwuntr1es but fr@m Europe. SR




.+ 6. Lastly,. the most s1gn1f1cant Teature of the farm Iaw that was enactedng
@fjust befnre Christmas last year 1is the lowering of loan rates for export ::
_-.commedities 1in the interest of recapturing export markets. The mest -
iiuncertain, even controversial, issue of our day is whether, or te what extent,f;}
““that outcome will be realized. o

o My ewn guess is semewhat negat1ve, I am skeptical, netably with regard t@“'ﬂ
“big-velume commedities such as .corn and soybeans for which we "make" the world.
"market. Other countries are not going to sit sua1ne1j by, ]ett1ng us crown
_them out. I predict that we will 'sell more grain and soybeans in quant1ty,
“but will earn fewer dollars than before. And my private suggestion is that
our coeuntry work toward a reasonable price level at which te exercise
l]eaéegih1p, negetiating with other countries to go along as amicably as
p@ss1 e . . : ‘

: In fewer werds, I do not join in the call for an international pr1ce war,ifJ
"wh1ch would eventually hurt everyene. A 1little tacit cooeperation or: .
- Coordinatien, or effect1ve and stabilizing price leadership, would be better..

o The Excessive Cost Danger. Seme persons say the 1985 farm law w:]? last;%'
:Eanly a year or two. It will be done in by its high Treasury cest. Do

ud The cost will be so high because the law calls for paying parficwpat1ngf%f
- farmers enough Treasury dollars to offset the reduction in loan rates. SRES

‘ The size of the expenditure will itself be a red flag. But it wiTTwEé}{#
g.wayed vigorously by virtue of concern for who gets those hillions upon: ..
' Iiions of dollars. To be sure, the $50,000 1imit on individual payments is. -
“retained for some, though not all, categories of payments. The limit. device
[sCreates pr@b]ems of its own. The bigger question, though, arises frem a basic . -
-.confTict in the philesephy of farm programs. Are they intended to rect1ﬁy';

: pressed incomes of farm families? Or are they an instrument in supp?y*"
ﬁkmanagement? o

. I think it likely that the vast majerity of citizens are w1111ng to .
lgéjspense_Treasury dellars te keep a farm family out of poverty. They are 1e<¢.:
v¢W1T?1ng to supplement market prices on huge commercial operations. When tha
1985 farm law was drafted a sizable minority of Congressmen plugged for & .
. "targeting" part of the direct Treasury payments to farm Tamilies of -
ynsufficient income. My guess is that if the cost eof current programs.cemes -

~-under fire, the targeting principle will be brought up again. Payment rates - :
“'will be scaled upwards for farming eperations (not land ownership as such) of
_;C@mmerc1a1 but modest size, and scaled downwards for larger units. :

Farm Programs and Seil Censervation‘

- Of all the federal programs re1at1ng to agriculture, those sf 5911 :

-tenservatien enjoy the broadest base of suppert. I can only mentien here the
‘distinctive feature of the 1985 farm law that weaves conservation pr1ncxples
’i;nto commodity price supports. The Conservation Reserve calls for retiving up
sto 45 millien acres of highly erodible cr@pland in the dual interests ‘of:
i-frotect1ng the soil and reducing production. More innovative, theugh, is the :

180~ ca]1ed Conservation Comp]1ance clause that will put a rule in place by 19?




j;requ1r1ng removal of unpretected highly eredible Tand from crop acreage bases,}a{
- and disqualifying the unresponsive farmer from eligibility for several kinds .
...of program benefits including price support. The conservation portion of the '
11985 Taw has wide pepular support. ROt

The Second Preblem: Debt Crisis
A quarter of a rn11]1en full-time commercial farmers, accerd1ng to my5.

estimate, are being dispessessed of their land as they are caught in a massive
decapitalization -- asset devaluation -- of U. S. agriculture. A number have

~left their farms veluntarily or by foreclosure, or have stepped down from

owner to tenant status. Others are only hanging on, er are so thinly financed
that they cannot survive many mere years in the absence of improved earnwn
'power or lTowered debt-service payments.

. The quarter -millien farmers are not so many when compared with the Census,.)
~statistic of 2% million U .S. farms. But the majority of the insecure: farmers .
~are full-time commercial farmers, of whom there are about 650,000, Most of - -

~the million-plus part-time farmers depend on nonfarm income for their‘livingc*{
“and are less vulnerable. ' o

<2 There is no mystery in the s1tuat10n a1though a lot of false a]Tegat1onsgﬁ;
jare heard. It is not a case that 1neff1c1ent farmers are being pushed eut. .-
‘Nor .can it be said that the less of farmers proves that commodity pruqram; are ..
~inadequate -- one al]egat1on or ineffective -- another charge. It's simply a. @
‘matter ‘that capital values in agriculture are being forced downward from: thevrﬁxﬁ~
;/peak Tevels of 1980. : .

g A]th@ueh values in 1980 were too high and needed te come d@vn, theizi-
dnstrument forc1ng them dewn was a national monetary policy of high interest .-
-.ratés.  Higher interest rates automatically devalue all fixed-capital assets. '
“In additien, the change during the 1970s from fixed to variable interest rates .
- meant .that farmers who had berrowed when the rate was, say, 8 percent and .
.expacted to pay that rate suddenly found their payment obligations. to have .-
-doubled ‘or tripled as the interest rate was pushed up to 15 or even 20
,ipercent o

. In 3 summary word, a very high fraction of all farmers whe had depended
at- all heavily en borrowed money found themseives unable to meet th91rgjf
voellgat1ens -Their operating performance had neot changed, but the terms @T;;-
.jf1wance had done so, radically. o

: ‘Farmers in treuble are generally the younger farmers. They did not have),z

.a'chance to build up a big net werth as a cushion against deflation. Older --
~farmers who began farming Jjust after World War II, by centrast, had three- .=
decades in which to get on a sclid footing. Most of them are survivingiff;
'1ntact N DU

°_ Fér three years I have been estimating that asset values were due L@
' decrease $300 billion or 3@ percent. That means, for a typical average
“cemmeircial farm, a loss in asset value on the order of a third of a millien
dollars. This is discouraging for all farmers but devastating for those L
~younger farmers who had not built up a net worth of a third of a mﬂ]wn~ '
'}d@11ars by 1980. |




In the heart of the Cern Be]t and 1n Plains states the economic damaa;v'fi
and human anguish are intense. - B ,: Sl

% A pelicy issue presents 1tse]f as t@ whether it is in the public 1ntere¢t
t@ ‘relieve some of the human tragedy that accompan1es decapitalization. Or;
-to repeat the phrasing I have been using, it's a matter of whether. it is -:
“necessary to create so much turmeil in land markets and the farming commuﬂwty,;fﬂ
~and to-break the spirits and. careers of so many farmers, in order to change -
“the numbers on balance sheets and farm mortgages. Or are we civilized. en@ugh
t@ f1nd a way te do that: thheut caus1ng so much harm? :

" The. numbers must come ‘down. The question is whether the +uvmo11 ande;
human cost need be so high. :

- The moest credible propesal, in my judgment, is te set up a nat1ona1hi§
m@rtgage corporation that would negot1ate a scaling down of the pr1nc1pa1 of
‘farmers' loans, subsidize a few points in interest @b]1gat1ens -~ though-as
interest rates decrease this optien will be less necessary, and in some casesfj'
~take over both the lean and the land, and rent the land back to the farmerﬂ;;
under a repurchase agreement. : L

.7+ “The cost of such a program need n@t be excessive. It m1ght be of thevff
‘same “order of magnitude as a program to bail out a single bank, such:.as -
C@nt1nenta1 IT1ineis. R

- Regrattably, some of the opposition comes from w1th1n agr1cu1ture asf '

1der farmers who built up a sizable net worth during the glery years ar
ometimes less than sympathetic with yeunger farmers who never had: ‘tha
hance. - This is another instance where the making of farm pelicy is 1mpedb, i
s:amuch by - divisiveness internal to agriculture, as by Tlack @f publﬂr,“7

Problem Number Three: Survival of a System

o Threugheut our national history we have subscribed to the ideal @f abﬁ*
“‘proprietary agriculture of modest sized farming units. We can debate whether
we: have ‘been faithful te that ideal. Data shoew farm production to beé-.
concentrated in a relatively few hands. Yet we have by no means adopted the.
1ndustr1a1 system of giant firms. ' S

o Jnt11 the 1980s there was a genuine opportunity for capable young men and5j§1
women to enter farm1ng We chese teo enhance their chances by providing both'
educatvena] services and concessiens in financing such as these of the FarmerS'ﬁi
Home Adm1n1strat1en. We were not entirely faithless to our ideal. 'v ’

5 N@netheless, from the 1930s to 1980 the rea]]y great social centr1but1®nfa§{
“to. farmars status was economic growth together with inflatien. During almost . -
" five decades society continuously up-valued farmers' assets. Under  those
_faverable circumstances it was not hard for farmers to show substantial
"fxnanC1a1 progress. - Many, in conformity with human nature, have den1eé the
: @c1a1 contribution and claimed all the credit for themselves. :




e In the 1986s 5@c1a1 ferces, ma1n1y public @911cy, have been Just th -
' ‘oppesite.  Devaluation of assets amounts to extracting values - L
;. landholders. Moreover, this decade has seen a blessoming of a- secial::
-1 instrument that overshadows all others in its effect on econemic enterpr1se e
It is the income tax code. The tax code subsidizes high bracket investers in-
i+ agriculture, most of whem are nonfarm. It crowds out operating farmers, . .I.:
- have believed that.our traditional preprietary agriculture cannot poss1b]yii
f;surv1ve in the absence of major ref@rm of the tax cede. .

= As I write this, the U.S. Senate is preparing to consider the tax reform
‘prap@sa1 drafted by jts Finance Committee. The propesal would clese a great
“many shelters 1in agriculture and thereforz is favorable to an individual
proprietership structure of agriculture. But a Tlot of Congressional water.
. must pass over the dam befere a tax bill is finally enacted and signed. I -
~cannet predict the outcome. My only cemment is that the oeutcome. w111 have an
a;maJor bear1ng on the future composition of the U.S. agriculture. Co

Summary .
S I have touched on three pr@blems of U.S. agriculture, commedity- prlceSfb
J;;and programs, the debt crisis, and the ergan1zat1enai structure of U.S-
“ragriculture. In doing so I have bypassed a host of issues that are by na::
means negligible. I have not mentioned the terms of international trade ----
‘the bilateral negotiations that have been going on, as these with Japan and
““/Canada; the prospect of international liberalization of the terms of trade, or.
’ »the genulne danger of 1ncreased protectienism in our country Co

} I ‘have not teuched on environmental issues, even th@ugh the ev1dence
V]ﬂCTﬂg that heavy use of certain chemicals in farming can poliute
greundwater. This policy area invites the most responsible neg@t1at1ongmg
'between farm and urban interests. G ey

: 'TV?L have not said much about the growing concentratien in U,S L
E_Vagr1bus1ness, and only mentioned the trend teward more ccnglemerate f1rms:;
;;;among farm suppliers and marketers. e

Lo Perhaps the only concluding generai comment I can make is te rem1ndf*
f*farmers and everyone that ne policy issue relating to agriculture relates to
,agr1cu]ture exclusively. A nonfarm interest, however peripheral, seems -always :

.. to be present. It is goed that erganizations are at work, seeking first to - .
- -communicate and then, we may hope, to facilitate accommodation -- jointness of .:
-i.action. Insofar as Farm-City conferences make a centribution, they and thewr;§~
;;;pdrt1c1pants deserve the highest accelade. B




