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'*--dlfferent countrles. Not only are there substant:.a1 dlfferences in

 WORLD AGRICULTURE, COMMODITY POLICY AND PRICE VARIABILITY -

The primary emphasxs in thls paper w1ll be upon governmentalh

‘v.lagrlculturel commodlty pollCleS and thelr effects upon prlce varlabll-:‘

.ity. It is the commodlty pOILCIQS of the governments of the world
- that provrde the llnks between what occurs in one’ part of the world

'and in the rest of the world's food and agr1cultura1 systems."

S

When one. dlscusses price varlablllty or rts opp051te, prlce N

stablllty,bln today s world one must be qulte SpélelC in 1nd1cat1ng Lo

. the context wnlch one is dlscu351ng. The market for most rarm prod-

1
ucts is so. fragmented as a result of governmental regulatlons and SRR

o lnterrerences Wlth trade across. natlonal boundarles that there often;”j”f :

'le llttle relatlonshlp between the behav1or of a partlcular prrce

serxes, such as: prlces recelved by farmers for gramn, Ln

‘~pr1ces for approxlmately the same product at a mcment of t1me but
o there.a:evmanrxchanges in the d;fferences over’t;me.' The dlffer-”

-entialfchahges'reflect-primarily theueffects’of.governmental policies, g

e though to some ‘small degree varlatlons in- the costs of transportatlon -

can- affect the difference 1n prlces between two polnts in space.lpv -§
There Ls an obvrous polnt which I must admlt eluded me in .
several abortlve efforts to prepare thlS paper thaf I feel is worth

makrng;.ilf governments are.rnterested 1nvpr1ce'stab111tyvfor e




agricultural commodities, their primary interest is in stability of_

et s e o S _M_-
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' prices within their own countries. This is not to say that govern—

ments have no 1nterest in the stability of prices at which farm

1 products are'traded among’nations, hut past behavior of»most govern—
ments and even:a cursoryieXanination oflpoliCies and programs designed
to -stabilize prices indicate that there is far less concern'with the‘
- stability of prices ontside than inside'national boundaries. .Ihis”is
hardly a surprising conclusion. | |

In fact, the concern of most governments w1th 1nternal price |

"stability, w1th little or no regard. for external effects, 1s comparable

T {_
' .
l

to the primary concern of goVernments with‘internal resource adjust-

ments in agriculture. - The agricultural and trade policies that were

‘followed in recent years hy most'industrial:nations topminimize»their
~own need to adjust forced otherhnationsvto undergoIrelatively.larger
adjustments'than wonld have been needed .if all nations had participated on
& more equal‘basis.in the reQuired‘resource adjustments:

There has been little recognition of the extent to which one )

.nation or region achieves price stability at the expense of instability pAa

St o 4583 5GP 8 B HE e A 5 i e s 5 s, i et T L S i -

to others. Ihis has not been an 1mportant issue in international

o
| N

“negotiations or'in‘trade negotiations. Where price stability has beenv'
considered anvissne,yit is in terms of arrangements that would limit |
‘1fluctuations in international'pricesfthrough_commpdity agreements or .
buffer stocks. The effects of national,policies’on price instahility. '
'elsewherevhaVe‘received alnost no attention in'snchhdiscnSSions.

' The causes of international price instability have generally’



| 15J'phenomena for tree crops or. sugar where the crme lag between 1nvestment EEE

HTTfT;and productron can be such as to lead to alternating perlods of hlgh

A”ffarea relatlvely lrttle can be done to make consumption demand unctions

"‘.fhlghly elastic. Thus programs desrgned to achleve.market prxce stabtlltyit,

Af-for a glven geographlc area have very. drfferent effects upon prrces in

ﬂu} stabllize znternal prrces anreases the varlabzllty of prlces elsewhere

‘33Qbeen attrrbuted to supply fluctuatlons due largely to output B

"]lvarlatlons resultlng from natural phencmena, the breakdown of buffer

' ”;stock arrangements or fluctuatrons in demand over the course of busr-"

”Instabrlity has also been attrrbuted to cobweb 11ke

1}_ness cyclesg

“;h?and low levels of productlon.h These causes are real there can be no"’h““
:d;fdoubt about them. But what can be doubted is whether thesevcauses are‘gt?:j'“
~}fthe prrmary ones, at least for the very w1de varlatlons in internatlonal
"fhptlces of most farm products such as we have seen ln the past three }dfsfof

'byears or perhaps even durlng the Great Depresslon. 5fff}'ff‘3fﬂ‘
Nat ionai Pl’lceStabllizatlon e

Market prlce stabllizatlon requires that either the demand or

h»;:supply functrons be very elastlc._ Practlcally, for a glven geographlc

“:fmust work through modlflcatlons of the supply functlon- The SUPP1Y func-

'eutlon for a glven geographzc area can be made very elastic ln one of two -

~-.ma1n ways - by managlng exports and/or imports and by storage(.j)Wzgl

'dObVLously the tWo techniques can’ be comblned as they have been in the '
b,Unlted States and Canada for most of the past three decades.-rh:d

The dlfferent methods of achiev1ng a very elastlc supply curve_xp Sl

'1nternationa1 markets.j The control of zmports and/or exports *o

¢,..,.,.‘..a-‘m st St S g e e b S
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"’:l'i,the flow of trade this means that the prlce elastlclty of demand forff’-f‘f

o in the world ‘ If lnternal prices are fully stabllized by controlllng“a_viiis'

,‘»»——-—*‘

— o '

*-.lmports or. the prlce elastlcrty of supply for exports whlchever is

aw.a,'

oo e oo

- relevant, ls zero. None of the variatlons in world supply and demandfj_oiij“"“

::fgls absorbed by a country or reglon followzng*such a;system.- All of the ﬁ#‘}5:~-*h

.,ﬁﬂpprice effects of varratzons in- supply or demand thus mnst be absorbed

f,xby others.v-;f.f7 e
The effects of such pollcies of natlonal prlce stabrlzzatlon f

”'through the control of trade can perhaps be v15uallzed best through a }'r

r\

1.ghypothetical example. Assume that/half of the world's consumptlon of

;graln occurs W1th1n economles that stabilize internal prices through 75."""’

',the control of trade. There is an autonomous shock that reduces the :

'~rwor1d's output of. graln by 4 percent and the only stocks that EXlSt are o

f‘worklngvstockSr Assume further that ‘the short <run prlce elastrczty of

. ,~>~=~\v

f demand for graln for the World rs/fo l. The effects of the national

N

’j-prlce stabillzatlon schemes are to require prlces 1n the part of the

"_world that normally consumes. half of the world's graln to reduce thelr

:wuse by,Svpercent. If the prrce elastlcrty of demand were -0 l in thls

‘part of the world the increase in price from a world productlon short- G

7.}’fall of Arpercent assumlng stable demand would be 80 percent

’f(approxlmately)._ If there were no natlonal price stabilxzatxon schemes
‘".uthrough the control of trade, the increase in prlce for the world would

be 40 percent (apprcxrmately) Thus half the world follow1ng such

“fschemes doubles the prlce swings for the rest of the world unless there "waf

f,are stocks to absorb the shortfall in productlon. 1[ IR T %égfsa
;\ @i-u-n i Ce “"f’»‘cﬂ@ L g")
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' Price Stabilization Through Storage

,IfrpriceSWerestahilized‘through.accumulation and decumulatlonf
‘of stocks, demand and productlon varlablllty would be absorbed through - :
: chances in stoccs. At same cost, prlces could be StablllZEd wrthin a ‘\%/BQ
speczfled prlce range-- not w1th certainty unless the cost approached

lnflnlty, but with a very hlgh probablllty cf success,

In fact durlng the 1960:s. forawheateand.the feedmgralns the

world came close to hav1ng a storage system that stabrllzed the inter-

national prices of these: gralns to a remarkable degree. It was a pollcy

et WW,.,_.._-_:s P
e et e it e o s e e e

operated prlmarlly by the Unlted States. and Canada wrth a late a351st

R

from Australia. ‘The prlmary obJectlve of the storage polxcres was not

'\/

price stabllxty, the storage functlon was largely an Lnadvertent out-

~7
SN

growth of efforts to increase'prices and returns for‘the grains@ In

[
B
~

.fact the storage role. was not only rnadvertent but was also largely
.unwanted

One of‘the major factors ln_the substantial modifitation-of'
the ﬁ,”S. farm,programs during thevearly l960$’was theipoliticaljcou-
cern over‘the highICOSts of storing the grain‘(ahd cotton) that oould
not be dlsposed of at the prlce support levels theu prevazlzng. ‘Siui-
larly the revisions in our farm,programs that came in the late 1960s
and early 1970s were motivated by the same eonsiderations - the fear
 that stocks-would‘increase to levels that could not be‘politically
sustaihed. This was the»view not only in the United States; but also
ih Australia and Canada.- The three governmentsitook steps to dras-d

”tically reduce'the'production of,wheat‘and, in fact, accomplished this



end.viln the process, stocks‘of wheat’in the najor grain‘exporters were
subStantiaIIY'reddced from mid-1970 to ﬁid#1972 - by almost 20 million
’tons or by a thlrd (Johnson, P 55).2 The reductlon in the stocks of
- wheat and the unw1111ngness of the Unlted States to accumulate large
quantrtres of feed gralns occurred even though the absolute level of -
grain stocks in the exporting countrles was 31gn1£1cantly lowervthan in
the early 19605;‘vIn mid-1960 and mid-1961 the grain stocks,of the major
exporters represented about 15 percent of world grain productlon. In nid-
1970 such stocks equalled 10 percent of world productlon. EvenvSo the |
three major graln exporters‘de51red to reduce stocks further,tand did so.,
- As notea.earlier,,the storage,and_pricing policies of theimajor
vexportersvachieved,substantial stability of the‘export prices of‘grain‘
durrng the 1960s (Johnson, pp. 54-55)., For the crop'years from l§60'
through 1971 wheat prices were held within a range of $59 to $65 per met-
r1c ton in eleven of the twelve years, in one year (1969+70) the annual
average,prlceeWas $53.,  Corn prices were nearly as stable being held
within a'range‘of 347'to $57 per ton except for 1970, thevfear of the corn
.'blight. Even in that year‘the annual average export price was $61.,
The'orice stability'dnring the 196gs.was,achieved during a
period-or significant.variability in world.grain_production. In fact,
theﬂabsolute shortfall of world grain production belon trend during
v1961?62 through 1965#66 was greater than during 1971-72'through 1974-75 -
72 million tons compared to 36 million tons. Even if 1970-71 is added to
| the later-period to inolude the effects of the cornrblight on U, S. and
: .worlo production; the shortfall for thevperiod in the 19705 was 62 million

“tons, The.shortfall‘of pro&uction below trend in the 1970s, relative to



trend productlon and consumptton,‘was at ‘most tﬁosthirds‘as large as
vdurrng the flrst part of the 1960s (Johnson, Pe 51). E

o Why,then, was the hehav1or of the prxces in the lnternatzonal
'markets so dlfferent between theftwo per:.ods‘7 One reason was that the 1!

'maJor exporters had held therr stock levels to a lower levcl in tne .

l'-19705 than in the 1960s. There is absolutely no ev1dence that except e

'for Indla any other country in the world made any effort to lncrease
stocks as an offset to the decllnes 1n North Amerlca and Australia

- (FAO, 1974, P. 7). Thus the change in storage pollcy of the maJor :

exporters appeared to be acceptable to the maJor lmporters. If there

were any anxlety, it dld not find expresslon in lncreased stocks.
 Price Policies and International Instebility -

But I‘belleve that a second reason was far more rmportant
-.as an. explanatlon of the'dlfterent prrce behav1or in the 19705 than
,durlng the 19605 than the lower level of graln stocks in the later
lperiod Thls reason was that a much larger percentage of the world'
grain productlon and consumptlon in the. 19705 than 11 the 1960s |
occurred wrthin the framework of pollcles to achlevellnternal prlce
' stabllxty through the control of meorts and/or exports. :It WaS'hot:
so much that basic policies had changed as it was that elther the
ablllty or the will to pursue prlce stabllrzatlon pollczes more
effectlvely had changed | |

 For example, the‘basrc features of the announced agrlcultural

- and food»prlce policies of the»Sov1et Unlon were thexsame rn»1972‘as



iin 1963, Pricesvpaid to.éroducers were fixed, aﬁd pfices'at-which farm
products were sold as farm inputs qr‘to consumers‘were}aléo fixed and
stable. The difference between 1963 and 1972 wae that a much greatef
© effort was made in,the‘leter year to make the pfieee effective,priceé -
to more nearly equate supply‘ﬁo demand at those prices., In the earlier
‘period subetantie1 shortfe11s of supély relative to demand wefe‘tolerated;
in the later period serious efforts were made to eliminate or minimize the
shorgfalis, Thus, after the poor crop‘of 1963, tﬁe Soviet Union imported
only about a third of the grain productieﬁ»shortfall;;tﬁe same relation-
ship held following the poor 1965 crop. But in I972f73 net.graiﬁiimporté.
exceeded-the preduction shortfall relative ﬁev:he previous year by approx-
imately enough to maintain use at the trend level for 1972-73 (Johnson,
N 23). _ : o

| -Similar changes in the effectiveness.ef.impiementing price“.
stablllzatlon policies occurred in the European Communlty and, probably,
in China, It is generally 1gnored that China has lmported more graln,
. en the average, during the past three years than durlng the very difficult
years in the early 1960s, or that since 1969- 70 China has had larcer }
agaregate net 1mports of grain than the Soviet Union (ERS, P. 24). 3 It
“appears that the countries of Eastern Eurooe and Western Europe also have
effectively lmplementedvpolicles to stab111ze prices and use (around a .
’risiﬁg trend) in recent years.

| In the early pait»bf.these remafks»l used avhypotheticel

example ihfwhich it was assumed that half of the world's grain use
occurred withiﬁ the'fraﬁeWCrk‘of netional.price stabilization achieved

primarily by control of trade. The half was not chosen arbitrarily.



. ApproXimately half of the world' grain use in recent years has B

h”occurred 1n the Sov1et Union, the ‘rest of Europe and China (ERS, p.‘24)

igThese regions of the world 1ncreased thelr share of world grain use from g'i."’

- ;&9 percent 1n 1969 70 through 1971 72 tosznpercent in 1974 75 In‘.g:‘t'h

-ﬁﬁ'fact the absolute increase in grain use of 68 million tons in these

°vareas in 1974 75, compared to the earlier period almost equaled the in— o
crease’ in World grain use of 73 million tons, the rest of the world in~

~-creased grain use by only 5 million tons. -

It would be an interesting exercise to determine how much thei“,;fn

'increase in the average price of grain received by farmers increased in

vthe world between, say, 1971 and 1973 ‘and’ 1974 A farmer in the United‘f ‘

,h States would refer to an increase of approximately 175 percent in nominal‘,,

’,’prices, though perhaps 75 percent in real prices.é. I have made a rough

']:ouess for the world as a whole --and it lS 1itt1e more than a guess.

"-rBut that guess is. that the real price of grain received by the world'

.farmers increased by no more than 40 percent between 1971 and 1974 In
'the European Community it appears that the real grain price actually
Ydeclined over this period (Johnson, p. 34). ‘

If a nation or region is successful in: achiev1ng price
’ stability, prices do not serve the function of influencing either con~ ‘
”vsumption or production when the world's demand supply balance has .
vchanged 'Thus as noted before all of the ad;ustment to the variabil-.
ity of supply and demand must .be made elsewhere in the world | In the
recent period these adgustments fell primarily upon two groups of

.Lcountries - the maJor grain exporters and the low income developing

’countrieS'that imported grain.



.;There were, of course; otherrfactorsvthat increased worln
prices of grain. ,One'wae the devaluation of the.Canadian and‘Americanhh
dollars, ,The ooliarbpriceszof grain’could have been increased by_such
devaluatlons by perhaps 15 percent with that increase the real price of
1 graln to the ‘major lmporters would have remazned unchanged There;was‘ -
,‘obviously Some,speculativepoverreaction to the situatiom that,developed'
in 1973 and 1974. However, it is not at all obvious that the major
speculators consisted of those evil individnala that frequent-the grain
: oits.of the Chicago Boardtof Trade.. Governments or governmental purchas-
1ng agents may well ‘have been far more lmportant though this is only an
impression that I cannot document. Another factor was that the major -
- exporters held ‘too long to too low export,prices'forvgrains during the
summer of 1972.’>Pricing'poiicies that'had worked reasonably'well for
: more than a decade»were simply»inappropriate in the situation that‘arose.

| Thevradicai.interference with the operation of the market due
to the;U.fS. wheat.export'subsidy resulted in,maintaining the export
price'of wheat atvtoo low a 1evel;1 Without the export sﬁbsiay, narket
prices would have much more promptly reflectedithe impact of the
enormous grain exports contracted for in.1972. No one knows, outeide of
a few individuais-in Moscow,vhow much impact substantially»higher grain
'price§iwou1d have had on the amount of Soviet imports. Given the level
of purchaseS'alreadyamade in'1975 at significantly higher real prices
than in 1972, it is not clear that higher prices in 1972 would have had
a significant impact on‘their importe. jThis may sound as though their
behavior was irrational. However, imported grain ate$140 to $150 per

ton is in the range of the Soviet average procurement price'and



significantly below marginal procurement prices.5 It could be true
that in the range of grain prices of $75 to $150 per ton, their import
demand was very inelastic. I do not know that this is the case, but I

would not be surprised if it were.
Reserves and Internmational Price Stability

The conventional argument for a reserve is to offset
uncontrolled variations in supply. This argument may be valid for an

individual‘country that does not engage in intermational trade, It is

e

not the valid explanation for the holding of substantial stocks in

excess of wbrking stocks for the world aé a whole. Yagil Danin,

Daniel Sumner and I have estimated the optimal gfain reserves for the

'World for 1948-1973 if there were freé trade in graiﬁs (Danin, p. 27) s
The criterion for optimal grain reserves was that the-expected

increase in price would equal the expected increase in marginal cost of

storage; Storage costs were estimated to be $7,50 per ton and a réal

rate of intere§t>of 5 percent was assumed, Given the probability dis=-

tribution of world grain production, based on actual variability of

grain production,for\a,periodlof approximately twenty-five years, we

found that in only one year out of five would carryover stocks be

expected to be positive, and only one yeér out of twenty wodld such

stocks exceed 10 million tons., This was for a level of world grain

production of approximately 1,2 Eillion tons., If we had taken

into account deménd variability - the demand fudction,was assumed con-

stant except for a trend coefficient - carryévér 1evels would have been

increased by a.few‘million.tohs.. Howevér, we assumed a rather low price



'-elasticity of demand. (-0.1), and this probably resulted in an
‘overestimate of carryover levels. | | ;
Thus, for ﬁhe wﬁ;ld as a whole, grain production variability -
" is not large enough to make itspfofitable to hbid large reserves;: What -~
may make it profitabiévto hold substéntial:reservesjare-the go§eﬁn- |
'.ﬁental'policiesvdesigned‘tb achiéve a.high degree of price stability for'.
individuai'éountries‘o::regional groupings such as the Eurbpean
Cbmmunity. These policies result in significant year-to-year variability
in ﬁhg excess demand' and supply functidns for grain by these countries or
‘regioﬁs; " In the absence of reserves, such'vari;tions in the demand. for.
’impdrts or the supply of_exports result in.véfiations.in fhe.inter-
national prices of grain.
| Would it be-préfitable for someone - govermments or private
tfaders - to hold carryover stocks in résponse to largely policy-induced =
variétions in import demand and the prﬁductioﬁ variability in the major
exporting countries? The answer to that»question is clearly in the
affirmative, Before the maséive direct and modern governmental inter-
vention in the markets for farm products, which can be dated from about
‘1930, the private market did hold subétantial carryover stocks of gréin,
especially wheat, Stated épproximately for wheat, in the United Statés
about half of‘annual production deviations, either positive or negative,
were offset by variations in carryover and most of the remainder by
variations in exportsvfrom 1896 through 1927 (Working, p. 173).
During the first part of this century there éxisted substantial
interferences with the trade in grain, but the interferences éonsisted of

specific tariff duties. In many countries, especially in Western Europe,

P



the tariffs were highly protective, but imports were determined

primarily by marhet phenomenon - not by a'bureaucrat'or a legislature,

Thus it is possiblevthat the current governnental Policies have intro-

duced snch a greater degree of uncertainty into the international‘grain
- market that,the,private trade’wohld be.lessieffective in minimizingb

price‘fluctuations than it was a:half'century ago.

e,

interest of the governments of the magor exporters 301nt1y or one of

i+ o= mmme e . PR

them to adopt a carryover pollcy for the gralns - not as a prlce support

‘measure but as an 1nvestment. I hope that research that I am Just now
S g - —

beglnnlng, supported by the National Science Foundatlon, will provide at //

Quite frankly, we do not know whether it. would be. ln the o “)
j

least a'partlel answer, An attempt w1ll be nade to determlne ‘the prob- ’

ablllty dlstrlbutlons of rmport demand functions for wheat and the feed

gralns. If this can be done it should be posszble to determlne’what
o=

the carryover levels for the Unlted States or for the maJor exporters

should be for any given. total supply at the beglnnlng of a year. One
| assumptlon that Wlll be made is that the expected marglnal return from-

the investment in carryover stocks should equal the expected marginal

costs,
TN

Some may.argue'that this approach will result in relatively

small levels of carryovers - certalnly much smaller than held by. the
r‘"mﬁmw"t s

major exporters in the early 1960s and probably lower than was held in
1972, 1If true, and I do not know if this will be the case, who should

pay for the losses incurred in holding iarger stocks than implied by

the optimal inventory rule? Should it be producers in the exporting

countries in return for greater price stability? Should it be the



taxpayers in the maJor exporting. countr1es° Or ehould it be the taxpayere

in the lmportlng countries and consumers generally who should pay?
Roger Gray has made a'persuasxve oase that it is consumers who
gain from a reserve policy (FAO‘1975; P. 7). The case depends; to a con-[

" siderable degree, on the'assumption,that the-pricegelasticityfof.demand'

becomes smaller ebsolutely as: the price increases. If this assumption is

correct ‘then shortfalls;inYSuppliesrsuch‘as’Were witnessed in 1973 and
1974 result in very large transfers of income from consumers’to producers.
- ‘Consumers thus might find it in thelr interest to sub31dzze the holding of
stocks in a greater amount than would be called for by the optlmal storage
or profitability rule. L

If'Cray's casetfor consumer benefits is valid,ithen.it is

- probably not‘inlthe'interestvof grain producers to‘subsidize or to encour-
age the holding of stocks iarger.than‘indicated‘by the\optimel carryover
'rule. However, it is possible that the exporters may find: 1t necessary to
hold falrly substantzal reserves as a means of inducing importers to hold
thelr degree of self-sufficiency in check-or to actually decrease 1t

.(Johnson, p. 58).

Concluding Comments

‘The world need not have a period of price inétaBility for major
storable.farm'produots'such as it has witnessed sinoe 1972 and 1is likely
to have over tHe-next»year or more, If there were substantial liberaliza-
tion of trade in farm products, price instability would be significantiy
reduced for.internationeliy treded products,: frede‘liberalizationlrou1d ‘
permit private traders and marketing firﬁs, whether publiely or privately

owned, to engage . in prioe and supply stabilizing reserves, There would

1c



R .

: renain considerable:price@inStahility; hnt'theiwide:swingstof,recent,‘

| andfneaf future‘years almost‘certainly would'be»avoided;ﬁv e
Realistically one has to admit that there is: little hope of
eenough trade liberalization over the next decade to make a significant
i:contribution to 1nternational price stability.k It is not only Western
Europe and’ Japan that would have to modify domestid agricultural policies;
but also the Soviet Union and China.

- Given the numerous and uncoordinated national efforts to achieve '

slninternal price stability, the only feasible approach for achieving price '

"stability in the international markets is through the: creation of com—
fmodity reserves. Probably the. only significant possibility of establish-,'p
‘-ing a reserve policy that could be: sustained and would not destroy the
capacity of the price sp;tem to appropriately influence the . allocation p'
,: of resources and consunp;ion:decisions would be through»the.cooperative
‘ ‘effortssofxthe'three'major grain-erporters; 'But'if‘such a»cooperativeth
‘;'effort attempted to hold price changes within very narrow limits, such asv>
25 percent, ‘the effort would fail due to the unacceptably 1arge costs .
fthat would be involved. ) - | . - .

It is true that price stability has economic and s'ocial values.
However, it must'belrecogniged that with national-agricnlturalfpolicies
'.as.they arehin~countrie8'thatvconsume,half of;thejworld'svgrain,ithe
costs'ofiachievingva subStantial_degree'of’pricevstability~in'inter- -
,national markets will»berlarge. It'is‘a truism thatvthe'price stabilityj
'objectivexmustibewrelated to-a level'of'costs_that'is'acceptable to:those

who will bear those costs.
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| | FOOTNOTES SO |

1.1 It could be argued that storage is a means of maxing the demand functionh
V: highly elastic.. When stocks are being increased it is clearly appropriate to‘

: speak in terms of the demand ‘unction.' However, since stocks can be decreased

- as, well as increased and it is the supply available for consumption that ad- -

‘Justs rather than prices and consumption, I have considered a buffer stocks
'.operation as a means of making the supply function for a given time period |
| vhiohly elastic. The underlying effects are’ the same, of course whether one,
"v1ews a buffer stock operation as either a demand or supply phenomenon..,'
There are some other methods of making the supply somewhat more elastic
'f‘than it would otherWise be such as marketing limitations or acreage controls "
«;or destruction of part of the output. Price discrxmination, as in fluid milk o
'markets, can be used to make the supply to one segment of the market highly fi'
| »elastic by reducing the elasticity of supply to other segments of the market.
But the methods discussed in the text are the maJor ones w1th relatively broad
applicability. | | |
2., The tons used in this paper are metric tons.
3. However, Chinese imports have not exhibited the erratic behaVior exemplified
by the trade of the Soviet Union. Chinese‘grain imports do not appear.to have':
‘been significantly influenced by.the real price_of grain. | o
-4, The estimated changes in prices do not include‘the direct pavments received
by U. S, farmers, :lftthese were included in the'returns for.l97l, the increase
in returns for.theflaterVYears would be signifitantly,lesstthan 175 percent.
The data refer to crop years. |

5. In this calculation, the value of the ruble used is approx1mately $1 40.
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